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0 BE A GOOD PERSON, one must take
ethics seriously. But can the same

be said about being a good economist?
Does morality matter to economic analy-
sis? It would be idle to suggest that econ-
omists should spend a large part of their
time studying moral philosophy, and
moral sophistication may be more impor-
tant in some areas of economics, such
as political economy, than in others, such
as econometrics. Yet we would argue that
a moderate dose of reflection on the rela-
tions between economics and morality
could help many economists work more
effectively. We should emphasize our
concern to show the relevance of moral

thinking to the conduct of both positive
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and normative economics. Not only do
moral principles bear on issues concern-
ing evaluation and policy, but they also
influence the questions positive econo-
mists ask and the answers they find plau-
sible.

The present essay surveys recent work
by economists and moral philosophers
that borders the two disciplines. It aims
to provide an overview for a broad audi-
ence of working economists and to sug-
gest possibilities for research to those
with specific interests in “ethics and eco-
nomics.” (Book length treatments with
similar goals include Allen Buchanan
1985 and Alan Hamlin 1986; see also Sen
1987a.) After the introductory and moti-
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vational remarks of Section 1, Section 2
will develop the relations between mo-
rality and rationality and the problems
of modeling moral commitments. Section
3, the longest section in the essay, pre-
sents a number of different perspectives
for the ethical evaluation of economic
processes and outcomes. Section 4 is con-
cerned with the moral relevance and pre-
suppositions of social choice theory and
game theory.

1. Economics and Moral Theory

Before beginning, a few abstract words
on the relations between economics and
ethics are in order. Those who deny that
economics and ethics having anything in
particular to do with one another rarely
deny that economics is relevant to policy.
They maintain instead that the relevance
of economics is purely technical. It pro-
vides causal knowledge of the conse-
quences of policies to enable policy mak-
ers to choose effective means toward
their ends. Ethics determines the ends,
and economics determines the means.
They are both crucial to policy, but they
have nothing much to do with one an-
other.

The simple picture of the economist
who provides value-free technical infor-
mation to the decision maker is at best
a useful caricature. It fits the activity of
an economist who calculates the revenue
losses from a proposed tax reduction, but
it does not fit the activity of an economist
who is asked for advice. For the political
process never formulates all the relevant
goals and constraints explicitly or speci-
fies how to weight them (Fritz Machlup
1969, pp. 119-24).! If President Carter
had asked Milton Friedman or Paul Sam-
uelson, “What is the ‘best’ way to reduce
inflation?” neither economist would have

! We are indebted to Samuel Weston (forthcoming)
for this reference.
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had a well-defined technical problem un-
til he figured out what other objectives
Carter ‘had and what their relative
weights were. At some point they would
almost certainly have had to rely on some
of their own values, too. The same issue
arises in selecting problems to study:
economists who refuse to “dirty their
hands” with ethical matters will not know
what technical problems to investi-
gate.

Positive and normative questions may
interact in the conduct of research as well
as in deciding what problems to study
or what advice to give. As some moral
views “fit” familiar patterns of economic
modeling more easily than others, econo-
mists may focus on the moral views that
best mesh with their theoretical precon-
ceptions, or distort other moral views to
make them fit. Better understanding of
moral views that are hard to link to famil-
iar patterns of economic reasoning, such
as those that emphasize rights or needs,
could influence the development of eco-
nomics, as theoretical categories are
modified to provide other ways of orga-
nizing experience. Working out the im-
plications of different moral views may
also suggest novel economic problems or
theoretical formulations.? The traffic
need not all go from philosophy to eco-
nomics. Theoretical results in economics
such as Kenneth Arrow’s impossibility
theorem or Sen’s liberal paradox force
moral theorists to rethink their princi-
ples. Economic theorists have developed
many analytical tools—in game theory,
social choice theory, and the measure-
ment of welfare, among others—that
have challenged moral philosophers to
articulate their views better and have

21t may be that development of “property rights
economics” has been influenced in this way by the
liberatarian orientation of some its practitioners, just
as Marxian commitments have influenced the devel-
opment of theories of exploitation by John Roemer
and others.
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helped them to do so.? Intellectual prog-
ress is either moral philosophy or eco-
nomic theory may stimulate workers in
the other discipline.

1.1 Why Should Economists Be
Interested in Moral Questions?

Economists should care about moral
questions for at least the following four
reasons:

1. The morality of economic agents in-
fluences their behavior and hence
influences economic outcomes.
Moreover, economists’ own moral
views may influence the morality
and the behavior of others in both
intended and unintended ways. Be-
cause economists are interested in
the outcomes, they must be inter-
ested in morality.

2. Standard welfare economics rests
on strong and contestable moral
presuppositions. To assess and to
develop welfare economics thus re-
quires attention to morality.

3. The conclusions of economics must
be linked to the moral commitments
that drive public policy. To under-
stand how economics bears on pol-
icy thus requires that one under-
stand these moral commitments,
which in turn requires attention to
morality.

4. Positive and normative economics
are frequently intermingled. To un-
derstand the moral relevance of pos-
itive economics requires an under-
standing of the moral principles that
determine this relevance.

3 There are concerns among some contemporary
philosophers that the influence of economic theory
on the development of modern moral philosophy has
been all too great, leading to a neglect both of social
history and of the history of philosophy as sources
of understanding in this realm. See Michael Walzer
(1983) and Charles Taylor (1989) for sustained at-
tempts to carve out other paths.

1.1.1 The Economic Importance of
Morality. Morality influences economic
outcomes. The morality accepted by eco-
nomic agents influences how they be-
have. It is among the causal factors that
economists need to study. For example,
as Fred Hirsch (1976) and others have
noted, economic efficiency and economic
policy depend crucially upon ethical
values which may be undermined by the
development of market economies (Karl
Polanyi 1944; Albert Hirschman 1985;
Sen 1977a; Arrow 1974). Without hon-
esty, trust, and goodwill, economic life
would grind to a halt. Insofar as econo-
mists seek to explain economic outcomes
and to promote economic efficiency, they
need to be concerned with the nature
and sources of useful or harmful moral
virtues or vices. Can economically useful
virtues be sustained by rational self-
interest, or does the success of economies
depend crucially upon non-self-inter-
ested moral commitments? The role of
moral norms in accounting for economic
outcomes has received increasing atten-
tion in the areas of labor economics, eco-
nomics of organization, and economic de-
velopment. These developments are
surveyed in Section 2.2 below.

For a striking example of the economic
importance of moral norms, consider the
work of Richard Titmuss (1971) concern-
ing systems for acquiring and distributing
blood for transfusions. Titmuss claims to
show that volunary blood donation sys-
tems, such as Great Britain’s, are more
efficient than are commercial systems,
and he argues that they embody and cul-
tivate altruistic communitarian values. In
a thoughtful and lengthy review, Arrow
endorses much of Titmuss’ case. In par-
ticular, Arrow underscores the serious
drawbacks of commercial provision when
the testing of blood for infectious agents
is imperfect. Altruistic donors have no
incentive to lie about whether their blood
is safe, but commercial donors plainly do.
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Arrow does, however, question Titmuss’
ambitious claim that the commercial op-
tion for donors in the United States un-
dermines the willingness of U.S. citizens
to give blood altruistically (1972, esp. pp.
350-51). In Arrow’s view markets in-
crease freedom and enable us not “. . .
to use up recklessly the scarce resources
of altruistic motivation” (1972, p. 355).
Arrow can make little sense of Titmuss’
claim that markets “deprive men of their
freedom to choose to give or not to give”
(1972, p. 350). But as Peter Singer (1973,
1977) and Hirschman (1985) have noted,
it can be misleading to regard altruism
as a scarce resource, for, like a skill, its
quantity can be increased by its use. And
although Titmuss’ language is puzzling,
commercialization can discourage giving.
To give blood, when it cannot be pur-
chased, is to give something that is liter-
ally priceless, something which the do-
nors themselves describe as “the gift of
life.” To give blood when it can be pur-
chased is to give the equivalent of $50
(Singer 1977). Whether or not these atti-
tudes are rationally justified, their poten-
tial economic effects are evident, and
they can only be understood if econo-
mists are willing to study some ethics.

Even if economists should attend to
the “sociological” influence of moral com-
mitments on economic outcomes, it does
not follow that they need to worry about
the substantive “truth” or validity of
those moral commitments. But it seems
to us that economists may be able to ad-
vance their work by appraising people’s
moral behavior and ideas as well by trac-
ing their causal consequences. It is natu-
ral, illuminating, and virtually unavoid-
able for economists to inquire whether
people’s observed (or- alleged) moral
commitments “make sense.” Part of Ar-
row’s discomfort with the Titmuss argu-
ment was that there seemed to him to
be no good reason why people’s willing-
ness to donate blood should be influ-
enced by the existence of a market. If
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an alleged preference or moral attitude
is irrational, its existence and stability are
cast into doubt. Descriptions of moral
motivations and judgments are likely to
be evaluations too, and are not always
less useful for that.

Furthermore, as the examples suggest,
the moral convictions of economic
agents, unlike causal factors such as
scarcities, can be influenced by the way
in which they are analyzed and described
by economists. Saying that human be-
havior can be modeled as if it were en-
tirely self-interested (as the Chicago
economists in particular do) or defining
rationality as self-interest (as in Robert
Frank 1988, p. 2) legitimizes and fosters
self-interested behavior. In experiments
on human cooperation, economics and
business students are uniquely uncoop-
erative (Gerald Marwell and Ruth Ames
1981). Learning economics, it seems,
may make people more selfish.* A causal
factor that depends upon the way in
which it is described by economists is a
tricky thing to study.

The facts that economists can rarely
describe moral commitments without
evaluating them and that economists af-
fect what they see by how they describe
it, provide reason for them to think about
not just the morality in fact accepted in
the society they study but about the mo-
rality they think should be accepted.
Moral reflection is important for positive
economics, not just normative econom-
ics. The moral principles accepted by
positive economists matter empirically
because they are economic agents as well
as theorists. Their theorizing reflects
their moral commitments and influences
the actions and moral commitments of
others.

1.1.2 Morality and Standard Welfare

4Or at least more caluclating. It has been sug-
gested that economists are more “selfish” in labora-
tory “prisoners’ dilemma” experiments because they
grasp the situation better. Their unwillingness to co-
operate could also reflect previous self-selection.
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Economics. Welfare economists have
sometimes thought that their techniques
are virtually morally neutral, because
they rest on innocuous and uncontrover-
sial moral premises such as the Pareto
principle. But the standard definition of
a social optimum compares social alterna-
tives exclusively in terms of the goodness
of their outcomes (rather than the right-
ness of their procedures) and identifies
the goodness of outcomes with satisfac-
tion of individual preferences. These
commitments to value only outcomes and
to measure outcomes only in terms of
individual utilities are neither neutral
nor uncontroversial (see Sen 1979b; and
Sen and Bernard Williams 1982).
Economists do not of course limit their
contributions to policy discussions to
identifying Pareto improvements. Famil-
iar practices such as cost-benefit analysis
and routine preferences for competitive
markets cannot be defended in purely
Paretian terms. In fact, developments
within welfare economics itself over the
last fifty years, including the theory of
the second-best (Richard Lipsey and Kel-
vin Lancaster 1956) and the criticism of
the so-called “compensation principle”
(Samuelson 1950a) have made clear that
no single all-purpose defense of these fa-
miliar practices and judgments is avail-
able (see Section 3.2.1 below). Yet the
strategy of retreating into silence when-
ever the search for pure Pareto improve-
ments comes up empty is not a plausible
one. Because normative economists must
make further evaluations of economic
processes and outcomes, they cannot
avoid moral assessment of the techniques
and principles they rely on. It may be
possible to reinforce standard policy con-
clusions by articulating a broader range
of values, as in arguing for competition
on grounds of its contributions to per-
sonal liberty as well as to efficiency.® Or

5 Such arguments are stressed by authors as differ-
ent as Friedman (1962), John Rawls (1971), and Rob-
ert Nozick (1974) as well as in the tradition of classical

675

it may be possible to improve on familiar
techniques and to reach somewhat differ-
ent policy conclusions. For example, one
can correct for the possible distributional
inequities of an unconstrained cost-bene-
fit analysis (Anthony Atkinson 1970; Ar-
nold Harberger 1978). Controversial
moral commitments are unavoidable
when the arguments are deepened in
these ways.

Much applied welfare economics fac-
tors normative questions into questions
of efficiency and of equity. This factoring
is motivated by two things.® First, theo-
retical economics provides apparently
precise and tractable notions of effi-
ciency, while some notions of equity are
vague, and most have little connection
to the terms in which economists theo-
rize. Second, the values that support
greater efficiency have seemed less con-
troversial than those supporting greater
equity. So problems of efficiency are seen
as manageable and uncontroversial,
while problems of equity are seen as al-
ien, controversial, and theoretically in-
tractable. An unsurprising consequence
is that standard welfare economics fo-
cuses on efficiency.

This circumstance already presupposes
a great deal of moral theory. What is the
moral basis of a concern with efficiency?
Is it really less controversial than the
moral commitments that lie behind no-
tions of equity? What do economists
presuppose when they factor questions
of economic welfare into questions of effi-
ciency and questions of equity? Can
these moral presuppositions be sus-
tained? Think about the extreme exam-
ple of applying cost-benefit analysis to
decide whether to build nuclear power

liberalism, for instance John Stuart Mill (1871, book
11, ch. 1) and Frank Knight (1935).

% For an excellent early discussion and critique of
the alternative ways in which economists employ and
defend the partitioning of normative questions into
equity and efficiency components, see Paul Streeten
(1953). See also Ian Little (1957).
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plants. How should the interests of future

people be reflected? What (if any) dis-
count rate is morally appropriate to use?
What is the right way of dealing with
the tremendous uncertainties of the dis-
tant future? (Partha Dasgupta 1982; Isaac
Levi 1980; Robert Lind et al. 1982;
Douglas Maclean and Peter Brown 1983;
Dennis Mueller 1974; Derek Parfit 1984,
pp. 480-86; Peter Warr and Brian Wright
1981.)

1.1.3 Making Economics Relevant to
Policy. When politicians and nonecono-
mists think about problems of welfare,
they employ concepts that do not easily
translate into the language of standard
economic theory. The Reagan adminis-
tration spoke about preserving a “safety
net.” Panhandlers speak to us of their
needs, not their preferences. Notions of
fairness, opportunity, freedom, and
rights are arguably of more importance
in policy making than are concerns about
moving individuals up their given prefer-
ence rankings. Insofar as economists
want to assist in the formulation of policy
toward such ends, they must link eco-
nomic theory to such concerns. Doing
so requires understanding what these
vague things are that people apparently
value so much.

Consider, for example, the question
of whether government should provide
food or health care in kind, or whether
it should instead provide a cash supple-
ment to those in need. Most economists
would offer a simple argument why the
government should supply cash:” Con-
struct an indifference map for an individ-
ual with quantity of health care on one
axis and some composite consumption

7 For criticisms of this argument, see Lester Thu-
row (1977) and Arthur Okun (1975). This argument
is faulty, for it leaves out of consideration the prefer-
ences of the donors. Asymmetric information also

ives rise to serious problems (Charles Blackorby and

@%avid Donaldson 1988). If cash rather than medical

care is provided to those in poor health, people will
have an incentive to pretend to be sick.
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commodity on the other. Increased in-
come raises the budget line. If the in-
come. increase is as large as the value of
the in-kind health care provision, then
the individual can purchase what the gov-
ernment would have provided if he or
she prefers, or the individual can instead
consume more of something else. The
cash supplement makes individuals at
least as well off as does the in-kind provi-
sion. Cash supplements are not only Pa-
reto-superior to in-kind provision, but
they also serve freedom by increasing the
range of individual choice. And lower ad-
ministrative costs would permit lower
taxes or more health care. ,

Although this analysis brings in the
value of freedom, it works mainly within
the terms set by orthodox economic the-
ory. There is no mention of needs, of
the presuppositions of individual dignity,
of opportunity, of rights, or of fairness.
There is no concern with the normative
commitments that support taxing indi-
viduals to provide such benefits (Steven
Kelman 1986, Harold Hochman and
James Rogers 1969). Not all the argu-
ments in favor of in-kind provision that
might follow from these points are pater-
nalistic, but serious attention to ques-
tions of justified paternalism are begged
from the beginning by equating recipi-
ents” welfare with the satisfaction of their
preferences (which may be short-sighted
or ill-informed).® So even if the simple
argument were valid, it would be incon-
clusive. How much weight it ought to
have in policy making cannot be consid-
ered without a much broader concern
with ethical questions.

8 Notice that one might acknowledge the possibil-
ity that persons’ preferences are flawed indications
of their welfare and still argue on grounds of liberty
against paternalistic intervention. Mill’s classic cri-
tique of paternalism in On Liberty does not assume
that individuals are always the best judge of their
own good. For assessments of apparently paternalis-
tic interventions, see Gerald Dworkin (1971, 1988),
and Joel Feinberg (1986).
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For another illustration, think about
the apparently irrational way in which
most societies allocate resources to the
preservation of life and health. If the
money spent on neonatal intensive care
units were devoted instead to better
health care for pregnant women and less
precarious newborns, infant mortality
could be reduced significantly. If the he-
roic efforts to rescue victims of coal-mine
cave-ins were devoted instead to mun-
dane mine safety, fewer miners would
die. Hundreds of thousands of dollars
were spent to rescue Baby Jessica, who
fell into an abandoned well, money which
could instead have been used to prevent
dozens of avoidable deaths of other little
children. According to some moral theo-
ries, such as utilitarianism, these choices
are apparently as indefensible as most
economists would find them. But what
sort of a social world would we live in,
if our humanitarianism were always un-
der the control of rational calculation, if
we said to Baby Jessica’s mother or to
the families of trapped coal miners that
the victims could be saved, but it would
cost too much to save them? Does ra-
tional beneficence (a virtue according to
almost all moral theories) demand that
we “humanely” pump down poison gas
to shorten the suffering? While these ex-
amples dramatize life-and-death dilem-
mas, a great many economic choices re-
quire weighing numbers of deaths
against other values, or weighing the
deaths of some people against the deaths
of others (perhaps in future generations).
Economists who work on such matters
need to understand the strongly felt
moral values that govern such choices
and to form a sensible appraisal of these
values. o

1.1.4 On the Intermixture of Positive
and Normative Economics. Many econo-
mists would maintain that questions of
positive economics—of how economies
actually function, of what the conse-

677

quences of policies will be—are entirely
distinct from questions of normative eco-
nomics—of what values economic ar-
rangements should promote and of what
policies should be adopted. Philosophers
have, with good reason, questioned
whether a sharp distinction can be main-
tained (John McDowell 1978; Hilary Put-
nam 1981, ch. 6; Richard Rorty 1982,
ch. 11). But even if philosophers are
wrong and there is in principle a sharp
distinction to be drawn, the fact is that
one often finds positive and normative
concerns intermingled in economics.

For example, Paul Samuelson’s influ-
ential essay, “An Exact Consumption-
Loan Model of Capital and Interest” be-
gins with a positive question concerning
the effects on interest rates of the desire
to save for retirement, but shifts midway
to the normatively charged and highly
theoretical question of the efficiency of
competitive markets in infinite econo-
mies. And the two major initial com-
ments on Samuelson’s paper by William
Meckling (1960) and Abba Lerner (1959)
stem respectively from a concern to de-
fend competitive markets and a concern
to defend the welfare state. Normative
issues have continued to play an impor-
tant role in the development and assess-
ment of overlapping-generations models
(Hausman 1992, ch. 7).

Given shared moral commitments,
theories that appear to be purely positive
can have sharp normative consequences.
For example in “The Economic Conse-
quences of Cognitive Dissonance”
(1982), George Akerlof and William
Dickens offer a positive model of what
will happen if individuals are able to ad-
just their beliefs to reduce cognitive dis-
sonance. But the possibility of such ad-
justments casts doubt upon the
identification of well-being with the satis-
faction of preferences and consequently
has immediate ethical consequences. If
in order to reduce cognitive dissonance
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individuals adjust their beliefs concern-
ing, for example, the hazards of their
work, there is a stronger case to be. made
for government safety regulations. One
can understand how positive theorizing
about cognitive dissonance or other fea-
tures of individual decision making can
have so much normative importance only
if one appreciates the ethical presupposi-
tions from which its normative punch de-
rives.

The same point can be put in a differ-
ent way. Despite (or perhaps because of)
their insistence that they need to make
no controversial moral commitments,
economists often speak on policy ques-
tions with an appearance of great moral
authority. What are the moral founda-
tions of that apparent authority? What
sort of moral principles do most econo-
mists accept? Why do they seem so un-
controversial?

So there are a number of good reasons
why economists need to think about mo-
rality. For only by thinking about moral-
ity can they understand why positive the-
ory can be of so much moral importance,
what values govern actual policy making,
what moral presuppositions govern wel-
fare economics, and what moral factors
influence economic outcomes.

1.2 What Does Moral Philosophy Have
to Contribute?

That economists face ethical ques-
tions does not imply that they will find
answers in the scholarly work of moral
philosophers. Because economics is a
specialized discipline, with its own tools
and outlook, one suspects economists
will have to work out many of the answers
on their own. Still, economists may be
pleasantly surprised by how much work
in contemporary philosophy is useful to
them. Apart from systematic theorizing,
such as new elaborations and defenses
of utilitarian or contractualist theories,
there is a wealth of narrowly focused

work that may be of use to economists.
Some contemporary moral philosophy
will be familiar and usable precisely be-
cause it builds with tools philosophers
have borrowed and adapted from econo-
mists. Reading some moral philosophy
may also help exorcise unjustifiable skep-
tical doubts (to which economists have
been prone) about the possibility of ra-
tional argument concerning values. Fi-
nally, the literature of moral philosophy
will be useful as a warning against reduc-
ing the many dimensions of moral ap-
praisal to one or two and as a reminder
of how many different dimensions of
moral appraisal there are.

The last point is worth elaborating.
Philosophers- have attended to many
complexities of moral thought to which
economists have paid little attention. Un-
less moral philosophy is to be seen as a
purely a priori discipline, which is nei-
ther a plausible view nor a popular one
among philosophers, part of its task must
be to make sense of, and bring some or-
der to, everyday moral experience.® On
some issues (such as abortion) people
have strong convictions. On others (such
as animal rights), they may have mostly
doubts. On some moral questions (should
the homeless be allowed to starve?) peo-
ple reach agreement easily, while on oth-
ers controversy rages. Moral judgments
are made about a variety of kinds of “ob-

9 This is not to say that moral philosophers must
be uncritical of “commonsense morality.” There is
some analogy here to natural science: scientists must
start from everyday observations in building up a
scientific picture of the world, but their conclusions
may wind up being critical of some commonsense
beliefs about the world. They could not, however,
be critical of all everyday observations at once: every-
day observation is the raw material of science. Simi-
larly, everyday moral judgments are the raw material
of moral philosophy, which moral theory has to con-
nect up with, but does not in every case have to
endorse. This is a rough statement of the view of
moral justification Rawls has called “reflective equi-
librium” (1951, 1971). It is helpfully discussed in Nor-
man Daniels (1979), and Henry Sidgwick’s classic
discussion of moral intuitions (1901) is still of value.
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jects”: we may pronounce a person, an
outcome, an action, an emotion “good”
or “bad” in a moral sense. The complex-
ity and fragmentation of actual moral
judgments poses an important challenge
to theory, one that is very familiar to
economists in other contexts. There is
an apparently inescapable trade-off be-
tween simplicity, generality, and theo-
retical precision on the one hand, and
plausibility and recognition of complexity
and “messiness” on the other.

This challenge is felt by economists as
well as moral philosophers. But philoso-
phers can perform a real service for econ-
omists to the extent that their work calls
attention to the complications and multi-
ple dimensions of moral judgment. The
service is in part the negative one of dis-
couraging economists from premature or
overly sweeping generalization. But it in-
cludes as well the positive service of pre-
senting economists with a variety of nor-
mative phenomena to which they may
contribute their modeling skills. Indeed,
it seems reasonable to suppose that both
economists and philosophers may con-
tribute as much to improving our under-
standing of moral problems by analyzing
limited pieces of the puzzle as by advanc-
ing more general theories of morality.
Much of the work we shall discuss is of
the former kind.

2. Morality and Rationality

In their everyday usages, both “moral”
and “rational” are normative and expres-
sive terms: to characterize a choice as
irrational or immoral is to condemn it,
and not simply to describe it (Allan Gib-
bard 1990). Because modern economics
is heavily committed to a specific charac-
terization of rational conduct, it is com-
mitted to certain norms of rational indi-
vidual choice. How are these norms
related to moral norms, and how do
moral norms influence what people do?
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Attempting to bring moral notions “into
the picture” of the economic actor clearly
raises a number of questions.

In sorting all this out, it may be useful
to follow two separate lines of inquiry.
One involves attempts by economists to
take account empirically of the influence
of moral norms on people’s behavior.
This approach starts from the apparent
fact that people’s economic behavior is
influenced by their moral beliefs, and it
looks to see what impact these beliefs
have on economic outcomes. At least to
begin with, one can pursue this approach
in a purely “positive” light—asking not
whether these moral beliefs are justified,
but simply whether they are behaviorally
effective. Rather quickly, however, such
work turns to the question of whether
the observed moral commitments are
economically beneficial or pernicious,
and at that point the normative and posi-
tive dimensions intertwine. Work on
these lines tends to use rough and ready
conceptions of economic rationality and
of morality—the aim is to find categories
that help sort out empirical phenomena.

The other line of inquiry is more self-
consciously conceptual and theoretical.
Viewed abstractly, what is the relation
between a morality and a preference rela-
tion? Can one or should one offer a con-
ception of economic rationality that
makes sense of a distinction between act-
ing morally and maximizing utility? If
there are cases where the two can be
said to diverge, does this imply that it
is sometimes irrational to act morally or
immoral to act rationally?

It will be useful before pursuing these
two lines of inquiry to review briefly the
main features of the standard view of eco-
nomic rationality.

2.1 Economic Rationality

Economics portrays agents as choos-
ing rationally. Many generalizations con-
cerning how people do in fact choose are
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also claims about how agents ought ra-
tionally to choose. This fact distinguishes
economics from the natural sciences,
whose particles do not choose at all, and
who theories have no similar normative
dimension. Economists take choice as
arising from constraints, preferences,
and expectations or beliefs. Economists
typically take preferences as givens and
not themselves subject to rational ap-
praisal. But choices and sets of beliefs
and preferences may be rational or irra-
tional. Choice is rational when it is deter-
mined by a rational set of beliefs and
preferences. The rationality of sets of
preferences and beliefs is defined within
utility theory.

2.1.1 Certainty and Ordinal Utility
Theory. In circumstances of certainty,
agents are conventionally taken to have
rational preferences if their preferences
are complete and transitive, and to
choose rationally if their preferences are
rational and there is no feasible option
that they prefer to the chosen option.
Many economists, in accordance with the
theory of revealed preference, equate
preference with choice definitionally
(provided that consistency requirements
are met). But identifying preference and
choice cuts off too many questions. Keep-
ing them distinct is useful both for clarity
about what preference and choice mean,
and to leave space for the formulation
of alternative views of rationality that al-
low for the possibility of choosing an ac-
tion that does not maximally satisfy pref-
erences (see Sen 1973a, 1977a, and p.
688 below). This notion of rationality, as
weak as it seems, may be too demanding,
and there are a variety of weaker con-
cepts, which we cannot discuss here.?

Completeness and transitivity together

0See Sen (1971) and Edward McClennen (1990,
ch. 2): Some of these views of rationality, as we shall
repeatedly see—in the next footnote, for example—
a\riel more congenial to particular ethical theories than
others.
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establish a weak ordering of any finite
set of alternatives, and one can assign
numbers to options so that preferred op-
tions get higher numbers, and indifferent
options get the same number. Any such
assignment of numbers is an ordinal util-
ity function. The ordinal representation
theorem states that if an individual’s pref-
erences are complete, transitive, and
continuous, then they may be repre-
sented by a continuous real-valued utility
function (proved by Gerard Debreu
1959, pp. 54-59).11

To be a utility maximizer is merely to
choose the available option one most
prefers (or, in the case of ties, to choose
one among the set of maximally preferred
options). Although the utility language
was inherited from the utilitarians, some
of whom thought of utility as a sensation
with a certain intensity, duration, purity,
or propinquity (Jeremy Bentham 1789,
ch. 4), there is no such implication in
contemporary theory. To speak of indi-
viduals as aiming to maximize utility or
as seeking more utility may suggest mis-
leadingly that utility is an object of
choice, some ultimately good thing that
people want in addition to healthy chil-
dren or better television. But the theory
of rational choice specifies no distinctive
aims. This fact is of considerable impor-
tance to moral theory, for utility theory
as such is detached from any hedonistic
psychology.

It is worth emphasizing that, despite
the fact that it recommends no substan-
tive aims, utility theory remains a norma-
tive theory rather than a positive theory
or merely a model or definition. It is not

11 The assumption of continuity is arguably innocu-
ous, but it is worth noting that at least one formal
argument for utilitarianism (Marcus Fleming 1952)
collapses without continuity of social or moral prefer-
ence, and one formal argument for something akin
to Rawls’ difference principle turns crucially on re-
jecting continuity. See Steven Strasnick (1976, 1981);
Peter Hammond (1976b); Claude d’Aspremont and
Louis Gevers (1977).
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a positive theory without further assump-

tions concerning the extent to which peo-

ple are rational, and it is not merely a
model or definition, because rationality
is itself a normative notion. To define
what rational preference and choice are,
is ipso facto to say how one ought ratio-
nally to prefer and to choose. As utility
theory places no constraints on what indi-
viduals may want, it has a much wider
scope than economic theories.

2.1.2 Expected Utility Theory. Al-
though the theory of rationality in cir-
cumstances of certainty is a central part
of microeconomics, it is a thin theory.
But the theory can be extended to cover
cases of risk and uncertainty.!2 When ac-
tions do not lead with certainty to any
particular outcome, they may be re-
garded as lotteries with outcomes as
prizes. In offering a normative theory of
decision making under risk and uncer-
tainty, one then asserts that preferences
among lotteries are complete, transitive,
and continuous. In addition, one needs
a reduction postulate identifying complex
lotteries with simple lotteries that have
the same probabilities and prizes (John
Harsanyi calls it a “notational conven-
tion” 1977b, p. 24). Second (and last!)
one needs the so-called “independence”
or “sure-thing” principle, which says that
if two lotteries differ only in one prize,
A’s preferences between the lotteries
match A’s preferences between the
prizes. The (cardinal) representation
theorem!® says that if an agent’s prefer-
ences are complete, transitive, and con-

12We follow Knight (1921), in speaking of situa-
tions of risk when outcomes have known probabilities
and of situations of uncertainty when the probabili-
ties of the outcomes of actions or even the range of
outcomes is not known. See R. Duncan Luce and
Howard Raiffa (1957, ch. 2). :

13 See Harsanyi (1977b, ch. 3). proofs of similar
theorems can be found in Israel Herstein and John
Milnor (1953); Niels Jensen (1967); and John von
Neumann and Oskar Morgenstern (1947). See also
Frank Ramsey (1926) and Leonard Savage (1972).
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tinuous and satisfy the reduction postu-
late and the independence principle,
then those preferences may be repre-
sented by a utility function that possesses
the expected utility property and is
unique up to a positive affine (linear)
transformation. A utility function pos-
sesses the expected utility property if and
only if the (expected) utility of any lottery
is equal to the utilities of its outcomes
weighted by their probabilities. The rep-
resentation theorem establishes that
comparisons of utility differences are in-
dependent of the scale chosen. Although
expected utilities are cardinal, they are
not (at least without further argument)
interpersonally comparable. As in the
case of utility theory concerning choice
under certainty, one relates choice to
preference by asserting that individuals
choose whatever feasible option is high-
est in their preference ranking—or, in
the case of ties, a member of the maximal
set of options. The probabilities in ex-
pected utility theory may be objective
frequencies (as in von Neumann and
Morgenstern 1947), but more commonly,
they are subjective, representing the de-
grees of belief of individuals, and the axi-
oms for rational choice under conditions
of uncertainty imply that these degrees
of belief will satisfy the axioms of the
probability calculus. Moreover, it can be
shown that if one’s degrees of belief do
not satisfy the axioms of the probability
calculus, then one can be led to accept
a series of bets on some chance event
leading to a certain loss whether the
event occurs or not.'* Expected utility
theory is thus not only a theory of rational
preference and choice, but it may also
provide a thin theory of rational belief.

2.1.3 Questions about Utility Theory.
Expected utility theory imposes more
structure on individual rationality than

14 gee Frederic Schick (1986) for critical discussion
of this so-called “Dutch-Book Argument.”
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does utility theory under certainty, and
it has proved much more controversial.
Psychologists and economists have sub-
jected expected utility theory to experi-
mental tests, with results that are often
unfavorable to the theory. Some results
suggest not merely that people are not
always rational, but that expected utility
theory is flawed as a theory of rationality.
These empirical anomalies, along with
general critiques of expected utility (see
Maurice Allais 1952; Daniel Ellsberg
1961; Sen 1985b; Levi 1986b; McClen-
nen 1990), have stimulated the formula-
tion of several less demanding alternative
theories of rationality under uncertainty
(Farouk Gul 1991; Graham Loomes and
Robert Sugden 1982; Mark Machina
1987, 1989; Amos Tversky and Daniel
Kahneman 1979; Levi 1980).

Although we cannot survey the contro-
versies concerning expected utility the-
ory and its competitors here, they are
directly relevant to moral philosophy as
well as to economics. For expected utility
theory is involved in arguments for moral
conclusions, such as Fleming's (1952)
Harsanyi’s (1955), and William Vickrey’s
(1945, 1960) remarkable “proofs” of utili-
tarianism or David Gauthier’s (1986) bar-
gaining theory of justice. Alternative the-
ories of rationality not only undercut
these arguments, but in some instances,
such as Levi (1980, 1986a), undercut the
feasibility and attractiveness of specific
moral views such as utilitarianism. Some
of the more speculative of these alterna-
tive views of rationality, such as McClen-
nen’s “resolute choice” (1990, esp. chs.
9, 12), offer new possibilities for concep-
tualizing and overcoming conflicts be-
tween individual rationality and social
optimality. McClennen defends the ra-
tionality of “resolutely” committing one-

self to a course of action, such as cooper-

ating in a series of prisoners’ dilemma
games (p. 719 below), and refusing (un-
less one is presented with unforeseen in-

formation) to make optimizing changes
in one’s plans. So resolute choosers might
not defect in what they know to be the
last round of an iterated prisoners’ di-
lemma, and the “backwards induction”
argument purportedly establishing the
rationality of defecting on every move
(p. 721 below) cannot get started. Faced
with the possibility of dynamic inconsis-
tency in one’s actions (Robert Strotz
1956; Hammond 1976a, 1988), one need
not adjust one’s current decisions in the
light of what one will prefer later. One
can also decide on a course of action and
stick to it.

Furthermore, although the issues con-
cerning expected utility theory are highly
theoretical, they are of imediate practical
importance, as alternative theories may
yield different recommendations about
the rational thing to do. For example,
in the case of nuclear power mentioned
above (which obviously involves uncer-
tainty, rather than merely risk), should
we rely on our best guess as to the future
consequences and maximize expected
utility or should we recognize our igno-
rance of relevant probabilities and use
some other principle of choice (Levi
1980)?

In addition to these controversies some
moral philosophers have maintained that
there are such things as irrational prefer-
ences, quite apart from any questions
about consistency.!® Parfit, for example,
holds that, “It is irrational to desire some-
thing that is in no respect worth desiring
.. .7 (1984, p. 123). He gives the exam-
ple of a person who prefers a greater pain
on a future Tuesday over a lesser pain
on a Wednesday, merely because he or
she does not care what happens on future
Tuesdays. Parfit remarks, “. . . the fact
that the agony will be on a Tuesday is

15 This is a classical view found in Aristotle and
especially Plato. More recent defenders include
Thomas Nagel (1970) and McDowell (1978).
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no reason for preferring it. Preferring the
worse of two pains for no reason, is irra-
tional” (1984, p. 124). James Griffin
(1986, chs. 3, 4) insists that certain classes
of things such as accomplishment, plea-
sure, and “deep personal relations”
should be among the objects of prefer-
ence for all rational human beings, while
other preferences are only rational if they
can be shown to have some connection
to such “objective” values. Such views
are at odds with the way in which econo-
mists think about utility theory, though
one might treat them merely as further
constraints, rather than as a repudiation
of the skeletal view of rationality es-
poused by economists. 16

Indeed, even a philosopher such as
Gauthier, who builds a theory of value
on expected utility theory and who is a
forceful critic of an objective view of
value, insists that expected utility theory
is too weak. Gauthier argues (1986, ch.
2) that rational preferences should reflect
experience and survive reflection, and
that the preferences one reveals in be-
havior should match the attitudes one
enunciates verbally. On the basis of crite-
ria such as these, Gauthier distinguishes
values from mere tastes.

Accepting utility theory also gives rise
to a deep problem for both prudence and
morality whenever preferences change.
As Richard Brandt (1979, ch. 13) and Par-
fit (1984) point out, to consider the good
for an individual requires more than at-
tention to his/her given preferences, no
matter how purified. For if a given pref-
erence ranking changes, then it is unclear
whether an individual is made better off
by satisfying or frustrating the original
preferences.!” It seems that an accep-

16 The relation between preference satisfaction and
well-being is further discussed in Section 3.1.1 be-
low.

7 Indeed, one faces within an agent’s life some-
thing akin to the problem of interpersonal utility com-
parisons (Gibbard 1986).
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table view of rationality and welfare will
have to look beyond, behind, or beneath
given preferences (Stewart 1989). This
point has clear policy relevance if institu-
tions or policies have systematic effects
on the preferences people form. For then
assessment of policy requires either de-
ciding which preferences to promote or
deciding on procedural grounds that cer-
tain kinds of institutions provide a suit-
able framework within which desirable
preferences will develop (McPherson
1982, 1983b). One should also consider
whether there are conflicts between first-
order preferences (for example for ciga-
rettes) and so-called “metapreferences”
or preferences for preferences (see page
688 below).

2.2 Incorporating Moral Behavior into
Economic Theory

We can now discuss how moral fea-
tures of conduct might be related to the
standard view of rationality. A useful
starting point is with the recent literature
that attempts to incorporate moral di-
mensions of behavior into positive ac-
counts of economic phenomena.!® This

18 Some economists have adopted the view that
purported explanations of economic phenomena that
presuppose non-self-interested conduct are necessar-
ily superficial and ad hoc. An adequate explanation
must show that the apparently moral behavior can,
on deeper analysis, be shown to be consistent with—
and indeed can bederived from—self-interest. This
position is examined by Jon Elster (1979, ch. 3). The
research strategy of which this is an example is, of
course, much more general in economics. Many con-
tributions to macroeconomics, for example, have
been similarly criticized as ad hoc unless they can
be derived from the familiar equilibrium model of
economics (Douglas Wade Hands 1988). About this
general strategy it is perhaps worth making these
three observations. First, at any stage in the develop-
ment of economic understanding, it seems rash to
reject theories outright because they appear superfi-
cial or ad hoc, simply on the hope that more adequate
theories will become available later. Second, there
cannot be any general guarantee that the attempt
to reduce superficial theories to ones that are consis-
tent with familiar microeconomic assumptions will
work—we have no a priori guarantee that this set
of axioms is true and complete. But third, it is per-
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literature draws eclectically on general-
izations about moral behavior from soci-
ology, history, observation, or even ex-
periment to develop modified theories
about the behavior of households, firms,
and hence economies. Many of these
studies have emphasized that moral con-
straints on behavior may be instrumen-
tally important to good economic perfor-
mance, although one can also study how
moral practices might hinder economic
development (Diego Gambetta 1988; Ed-
ward Banfield 1958). And the effects of
moral commitments on the character of
economic outcomes can be of interest
even if there is no effect on efficiency.

2.2.1 The Effects of Moral Commit-
ments. Moral norms may have signifi-
cant impacts on the provision of public
goods, voting, and activities involving
the production of externalities (Michael
Taylor 1987; Thomas Schelling 1978;
Jane Mansbridge 1990; and Elster
1989a). But perhaps the most sustained
and illuminating treatments of moral in-
fluences on economic behavior have
been concerned with work motivation
and the organization of the firm. Since
at least Marx and Mill, economists have
recognized that worker performance is
closely related to workers’ perception of
the legitimacy of authority and the fair-
ness of distribution.

Recent research on these issues begins
with the recognition that contracts for la-
bor are unavoidably incomplete, and
monitoring of worker performance is im-
perfect and costly. Any sort of perfor-
mance-based contract is subject to moral
hazard problems on both sides—with
workers attempting to supply less effort
than is agreed and employers trying to

fectly reasonable for some economists to devote en-
ergy to searching for such reductions in particular
cases: sometimes such reductions may work, and, if
persistent efforts fail, the efforts may constitute
grounds to take the apparently ad hoc claims seriously
(Hausman 1992, esp. ch. 6).
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understate worker performance levels. A
variety of devices for overcoming these
problems have been examined, some of
them relying strictly on self-interested
motivation by all parties (Akerlof and
Janet Yellen 1986). But both everyday
experience and a substantial body of soci-
ological research suggest that norms and
moral dispositions have an important
influence.'® Akerlof (1983, 1984) has em-
phasized the role of norms of fairness—"a
fair day’s work for a fair day’s pay”—in
governing effort levels, and argues that
sustaining these norms requires that
workers and employers view part of the
exchange between them as an exchange
of “gifts"—a gift of work effort above what
can be enforced and a gift of pay above
what the market demands (see also Har-
vey Leibenstein 1976, 1979). A related
but distinct point is the role of trust in
governing worker-employer relation-
ships (Roland McKean 1975; Arrow 1974;
Gambetta 1988). Trust is particularly im-
portant in long-term work relationships,
where the rewards for reliable service
may be long delayed. Commentators on
the Japenese economy have identified
distinctive cultural norms regarding co-
operation and work effort as important
to the functioning of Japanese firms (Ron-
ald Dore 1987; Michio Morishima 1982).

Economists have also noted that moral
norms influence the comparative effi-
ciency of alternative ways of organizing
the productive enterprise (Oliver Wil-
liamson 1980; Alan Fox 1974; Hans Nut-
zinger 1976; McPherson 1984). Workers’
rights to control over work decisions and
workers’ beliefs about distributive fair-
ness have been alleged to play an impor-
tant role in determining the relative

19 George Baker, Michael Jensen, and Kevin Mur-
phy (1988) provide a helpful review of observed labor
market phenomena that are hard to explain on stan-
dard economic assumptions and that seem to indicate
an important role for moral norms in influencing the
labor market.
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productivity of entrepreneurial and
worker-controlled firms. The general
proposition, which dates back to Mill,
is that workers will be more willing to
supply effort in circumstances where
they have a say in the rules governing
the enterprise and where there is good
reason to believe that a strong common
effort will result in larger rewards for
members of the group (Louis Putterman
1984; Samuel Bowles 1985; McPherson
1983a; Michael Reich and James Devine
1981; Bowles and Herbert Gintis 1990).

Sociological and normative aspects of
work relations may also influence labor
markets.2’ Indeed, social norms in the
workplace may help explain “sticky
wages  and persistent unemployment.
“Gift exchange” or more generally nor-
matively governed wage relations explain
the existence of a wage that persists
above the market clearing equilibrium
as a means of providing workers with an
incentive to perform well on the job (Ak-
erlof 1984; Solow 1981; Alan Blinder and
Don Choi 1990; Bowles 1985). Such an
“efficiency wage” may explain a persis-
tent excess supply of labor, but the per-
sistence of such a wage itself raises prob-
lems. Why don’t unemployed workers
seek to undercut this wage by offering
to work for less than those with jobs?
Why don’t employers actively seek such
workers? Solow (1990, ch. 2) and Jérgen
Weibull (1987) suggest that further social
norms come into play—a norm among
workers against bidding against their fel-
lows for jobs and a norm among employ-
ers against seeking to undercut their ex-
isting workforce.

These lines of analysis point to the im-
portance of normatively governed re-
straints on individual maximizing in ex-
plaining the performance of firms and the

2 As Robert Solow (1990) emphasizes, this thought
has a distinguished history in such works as Alfred
Marshall (1887) and John Dunlop (1957).
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behavior of labor markets. They also raise
further questions about how such norms
originate and persist and about whether
adherence to the norms is economically
efficient and/or morally justified (Elster
1989a, 1989b; Sugden 1989).

If moral dispositions of economic
agents influence outcomes, then econo-
mists concerned with public policy and
social welfare may want to say something
about whether public policies ought to
encourage certain kinds of moral behav-
ior. Attending empirically to moral di-
mensions of individual behavior may thus
affect economists’ evaluation of institu-
tions or policies. A simple example is pro-
vided by Melvin Reder’s (1979) analysis
of the economics of honesty. Reder pro-
poses to measure a person’s honesty by
the size of the reward required to induce
him or her to lie.2! Ceteris paribus, more
honesty will reduce contracting and po-
licing costs, and therefore policies that
promote honesty will raise net economic
output. Reder suggests that social invest-
ment in schools and churches may have
this economic justification.2

This analysis makes the value of moral
dispositions and of institutions which
promote them instrumental to given eco-

21 There is an anecdote, whose origins we have
been unable to trace, of someone who attempted to
bribe Abraham Lincoln. Lincoln kept brushing him
off genially and the briber kept increasing his price.
When the price got very high, Lincoln clouted him.
When asked why he suddenly got so aggressive, Lin-
coln responded—because you were getting close to
my price! It would be hard to model this sort of
honesty in Reder’s way.

22 The instrumental or functional justification of
some moral dispositions, or of institutions that pro-
mote morality, does not, without much further argu-
ment, explain their existence. As Elster has argued,
pointing to the favorable consequences of a social
practice does not explain its existence or persistence
in the absence of an account of the mechanisms by
which the favorable consequences produce or sustain
the practice. In biology, natural selection provides
such a mechanism. In the social sciences functional
explanations are more dubious. (See G. A. Cohen
1982; Friedrich von Hayek 1988; Elster 1989a; Viktor
Vanberg 1986; and Geoffrey Hodgson 1991.)
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nomic ends. The advantages of embed-
ding moral behavior into the familiar
scheme of economic evaluation in this
way are substantial, and this approach
is compatible with influential philosoph-
ical accounts of the role of morality in
social life. Philosophers within both utili-
tarian and contractualist traditions have
argued that moral restraints are justified
by the fact that the pursuit of self-interest
may lead to nonoptimal social outcomes
(Kurt Baier 1958; John Mackie 1977,
Gauthier 1986).%3

There are various ways in which moral
beliefs and dispositions might be as-
sessed instrumentally. Perhaps the sim-
plest way would be to take economic effi-
ciency to be the relevant goal (as Reder
does). Yet the moral dispositions of eco-
nomic actors may also influence distribu-
tive outcomes, so equity as well as effi-
ciency judgments may figure in
instrumental assessment of moral con-
duct. Questions of power also intrude,

as would be stressed by radical econo-

mists who have argued that the tendency
for workers to “shirk” under capitalist
productive arrangements is a justifiable
reaction to the oppressive circumstances
of their work (Harry Braverman 1974,
Richard Edwards 1979).

Viewing moral rules as promoting so-
cial welfare is useful in linking them to
familiar modes of economic analysis, and
it has also given rise to striking evolution-
ary speculations (Gibbard 1990). Yet this
way of looking at moral rules broaches
deep questions about the relation be-
tween rationality and morality. As
McKean (1975) notes, this instrumental
outlook takes moral dispositions as means
to advance the satisfaction of given pref-
erences. But where does the inclination

2 Historically, David Hume’s analysis of justice
is an important progenitor of this tradition. And, in-
deed, it can be argued that Hume’s young friend
Adam Smith gave substantial credit to this view of
morality both in The Theory of Moral Sentiments
and The Wealth of Nations.
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to follow moral rules fit into the actors
preferences? If it is part of their prefer-
ence system, then there seems to be an
element of circularity in influencing the
strength of the inclination (preference)
for following moral rules as part of a strat-
egy for maximizing overall preference
satisfaction. But if moral dispositions are
not part of the preference system, then
the fact that a general practice of follow-
ing the norms serves a useful social func-
tion leaves open whether it is individu-
ally rational for persons to adhere to
moral norms.

2.2.2 Modeling Moral Commitment.
These conundrums lead back to concep-
tual issues concerning the relations be-
tween morality and rationality. The cen-
tral question is whether there is any
inconsistency between economically ra-
tional action and morally motivated con-
duct. There seems ofthand to be no in-
herent incompatbility between utility
theory and the demands of morality. For
utility theory places no constraints on the
objects of preferences. Preferences can
just as well reflect the dictates of con-
science as the promptings of the libido.2*

Despite the flexibility of utility theory,
it is questionable whether the full range
of familiar moral phenomena can be ac-
commodated within it. Transitivity and
completeness require that people have
a clear view of what is the right thing
to do in every situation and of how much
weight to give moral concerns in every
choice. As problems of moral backslid-
ing, of weakness of will, and of doubt
are familiar features of everyone’s moral

24 1t is, however, important to appreciate that the
objects over which preferences are defined may have
to be quite different from the familiar range of eco-
nomic commodities if the preferences are to rational-
ize moral choices. To cite a trivial example, a deli-
cious piece of apple pie that was known to be stolen
wouldp not be the same object as a physically similar
piece of pie that came as a gift. Susan Hurley (1981,
part I) argues that values inevitably constrain which
descriptions of the objects of preference are “eligible”
(and that consequently values and preferences are
interdependent).
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experience, it is hard to believe that the
choices of actors who are influenced by
moral concerns can be rationalized by a
complete and transitive preference func-
tion, nor is it obvious that it is reasonable
to demand that they can be.%®

But even if utility maximization and
morally motivated conduct are formally
consistent, one might still question how
helpful utility theory is in analyzing
moral conduct. As Sen (1977a) has ar-
gued, even though utility theory may be
too demanding in some regards, it may
at the same time impose too little struc-
ture on problems of choice to allow pro-
ductive analysis of moral conduct. For
example, the question with which we
concluded the last section—Is moral
norm-following consistent with individ-
ual rationalityP—is drained of signifi-
cance if people’s moral concerns are auto-
matically built in to their preference
functions. The vocabulary in which pref-
erences and choices are described needs
enrichment.

One obvious step in this direction is
to distinguish self-regarding or egoistic
from other-regarding or altruistic prefer-
ences. No special formal difficulties arise
in including either the utility or con-
sumption levels of other individuals in a
person’s utility function.?® Terminologi-
cally, it is useful to mark the distinction

% There is an interesting current literature ques-
tioning whether a specifically deontological moral
system (one that specifies what is right or wrong with-
out regard to the consequences) can be consistent
with utility theory (John Broome 1991b). Many ques-
tion whether a truly deontological ethics— particu-
larly one employing “agent-centered constraints” (p.
705 below) is defensible (Samuel Scheffler 1982,
1988; Shelly Kagan 1989).

% Arrow (1972), Gary Becker (1981), Kenneth
Boulding (1973), David Collard (1978). There is no
reason in principle why the sign on other people’s
utility has to be positive. Things are particularly sim-
ple if what enters one person’s utility function is the
level of satisfaction of the self-regarding preferences
of someone else. If instead what enters is the other
person’s overall level of satisfaction, including satis-
factions obtained from the welfare of others, tricky
strategic issues arise owing to the feedback effects
between different people’s welfare (see Elster 1989a).
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by referring to the satisfaction of self-
regarding preferences by some term such
as “personal interests” or “standard of liv-
ing,” recognizing that this differs from
the person’s overall level of satisfaction,
including the satisfactions of sympathy.2”
However, not all nonegoistic concerns
are well-captured by such notions of sym-
pathy or altruism. First, one may be con-
cerned not only with the level of another
person’s welfare or consumption, but
with how it is attained. One may wish
to be an active contributor to another’s
well-being. As Arrow has noted, the de-
sire to contribute may have substantially
different implications than mere al-
truism. If many affluent people prefer a
higher level of consumption for “the
poor,” then the poor’s consumption level
is a public good to the affluent. If instead
each wishes to contribute to helping the
poor, the public-goods problem goes
away (Hochman and Rodgers 1969).
More generally, this agency aspect of in-
dividual motivation—the desire to do
certain things rather than simply to enjoy
the consequences of their being done—
has important implications in modeling
preference and choice (Sen 1982b,
1987a).

Sen proposes another distinction be-
tween sympathy and “commitment.”
Consider the example of a soldier on sen-
try duty. Her motives in staying alert
may include a self-interested fear of pun-
ishment and a sympathetic concern for
the welfare of those she is guarding. But
she may be motivated as well by a desire
to do her duty, to live up to a code she
has acknowledged as binding on her. Sen
proposes to define “commitment” in
terms of her willingness to undertake an

%" There is no canonical usage here. For a helpful
discussion of alternative ways of distinguishing among
the various categories of matters “an agent has reason
to favour or promote” (Williams 1987, p. 95) see Sen’s
essay, Williams’s comment, and Sen’s reply in Sen
et al. (1987). What is important is not the precise
names given to different concepts here, but an aware-
ness of distinctions among those concepts.

S
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action (in this case staying alert) even if
her welfare—including both self-inter-
ested and sympathetic components—
were reduced by doing s0.2® Economists
schooled by the theory of revealed pref-
erence may be tempted to insist that if
the agent chooses to stay alert, then she
must have preferred to; and staying alert
makes her better off. But identifying
preference, choice, and welfare begs too
many important questions. Even though
it may be possible formally to model the
committed agent as maximizing utility,
it seems enlightening not to do so. For
then one can begin to consider just what
sort of role morality might play in con-
straining choices, and one can recognize
the special problems of self-control and
weakness of will to which duties give
rise.

Should a person who acts against her
narrow personal interests out of sympa-
thy or duty be said to act irrationally?
Elaborating the structure of internal mo-
tivations has the helpful effect of making
that question dissolve. If one stipulates
that acting rationally requires acting in
accord with selfish preferences, then the
answer is “yes.” If sympathetic but not
“committed” concerns are captured in
what the agent maximizes, then the an-
swer concerning commitment is still
“yes.” But if one says most generally that
acting rationally means acting on reasons
that seem to be good ones, then the an-
swer is “no.”?° It is important to be able
to draw these distinctions, if only because
the alleged “irrationality” of moral com-
mitment needs to be distinguished from

2 Notice that this definition (like Reder’s view of
honesty, p. 685 above) involves a subjunctive. Duty
or more generally committed behavior may happen
to coincide with personal welfare; but the defining
characteristic is that the committed action would be
carried out even if this were not so.

Or anyway, “not necessarily.” Clearly a person
could be misinformed or confused and be irrational
for that reason at the same time she was being altruis-
tic or dutiful.

Journal of Economic Literature, Vol. XXXI (June 1993)

the irrationality of passion, vendetta, or
schizophrenia.

The preceding pertains to making
sense of the actions of a person with a
set of complex but presumably settled
motivations. But one may also need to
make sense of the phenomena of reflect-
ing on, assessing, and sometimes revising
one’s motives or reasons for acting. The
devices of multiple preference systems
and of higher-order preferences may be
particularly useful in this regard. Multi-
ple preference systems very naturally
model internal conflict concerning such
personal choices as whether or not to
smoke (Schelling 1984, pp. 57-112) as
well as more clearly moral choices such
as whether to contribute to charity (Ami-
tai Etzioni 1986, pp. 177-80; Harry
Frankfurt 1971). Indeed some scholars
have argued that the choices of morally
influenced persons are in general better
modeled through a multiple-utility
framework (Howard Margolis 1982; Et-
zioni 1988). However, this approach also
raises difficult questions, for it is not clear
within the multiple-utility framework
how to explain which ranking scheme will
prevail in which circumstances. Indeed,
if that determination is itself made by a
consistent preference scheme that exists
at a higher level, then it may make sense
to reinvoke standard utility theory at this
higher level.

The “homo economicus” of contempo-
rary economics is “homo rationalis.” This
fact embodies a commitment both to a
certain mode of modeling and to a norma-
tive theory of prudence. The theory of
rationality is already a fragment of a the-
ory of morality. But the view of rational-
ity economists endorse—utility theory—
may not even be compatible with moral
behavior, and it does not provide a rich
enough picture of individual choice to
permit one to discuss the character,
causes, and consequences of moral be-
havior. Of course economists need not
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aspire to provide a general theory of hu-
man action. Yet they should not shrug
their shoulders at the difficulties in mesh-
ing moral behavior with economic ratio-
nality. For it seems that moral behavior
may have important consequences for
economic outcomes, and the propagation
of utility theory has moral implications.

3. Evaluating Economic Arrangements

Distinguishing better from worse eco-
nomic policies and outcomes is a central
purpose of normative economics, and
one that inescapably relies on moral judg-
ments. Moral evaluations of economic ar-
rangements are built into welfare eco-
nomics and into the terms of policy
debate. Because they permeate econom-
ics, it is worthwhile to make these moral
appraisals as sensible as possible.

3.1 Dimensions of Evaluation

When people think of moral philoso-
phy, they think of attempts to lay out
and apply a general framework of moral
principles and methods. This is a reason-
able picture of landmark work such as
Kant’s ethics or utilitarianism, and of
many modern theories, including Rawls’
theory of justice, Nozick’s entitlement
theory, and neoclassical welfare econom-
ics. Because such theories are broad and
systematic, and because each theory pro-
vides its own interpretation of important
concepts such as “well-being” or “equal-
ity” or “rights,” such theories are difficult
to analyze and compare. In our view, the
parts of ethical theories we shall survey
here may be of more interest to econo-
mists than are the whole systems.

3.1.1 Utility Theory and Human
Good. All plausible moral views assign
an important place to conceptions of indi-
vidual good, welfare, or well-being. This
is most obviously true of utilitarianism,
which takes morality as maximizing some

689

function of the welfare of individual
members of society. But even nonutilita-
rian views that emphasize notions of
rights, fairness, and justice need a con-
ception of human well-being. These
views not only recognize the virtue of
benevolence, which requires some no-
tion of human good, but even their core
notions make reference to well-being.
Thus, for example, justice or fairness is
understood in terms of treating the inter-
ests of different persons properly, and
acting rightly will often involve avoiding
harm to other individuals. And notions
of harm and of interest are plainly con-
nected to notions of human well-being.

Given economists’ commitments to
utility theory in explaining human
choices, it is natural that they would look
to levels of utility or of preference-
satisfaction as the fundamental measure
of human well-being for evaluative pur-
poses as well.3® In applied work, it is
true, economists often rely on more ob-
jective measures of “real income” rather
than utility measures. This, however, is
typically viewed simply as a compromise
with data limitations: real income is re-
garded as a proxy for preference satisfac-
tion (and a highly imperfect one at that—
see John Hicks 1940; Samuelson 1950a;
Sen 1976b; and Jan de Van Graaff 1957).

However, it is questionable whether
preference satisfaction is an adequate
conception of individual well-being.
Measurements of well-being have many
purposes—to establish benchmarks for
equality, to assess progress over time,
to compare living standards across com-
munities, to weigh the comparative

30 If these explanations of choices are, as they ap-
pear to be, accounts of the reasons of rational agents,
then what is chosen must, given the agent’s beliefs,
serve his or her interests best. If one assumes, as is
common, self-interest and full information, the theo-
retical temptation to identify well-being with the sat-
isfaction of preferences becomes overwhelming. Con-
cerns about rationality link positive and normative
economics (Hausman 1992, chs. 4, 15).
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claims that different persons may justifi-
ably make on social resources, and so on.
Different conceptions may suit different
purposes, and for some purposes central
to moral reasoning, preferences may not
form a suitable basis (Sen 1987b, 1987c¢).

A variety of reasons have been ad-
vanced for why, quite apart from mea-
surement difficulties, preference satisfac-
tion cannot serve some of these purposes
well. First, there are reasons to doubt
whether there is any context at all in
which one can correctly identify well-
being with the satisfaction of prefer-
ences. For preferences may be based on
false beliefs. One does not make a person
better off by satisfying a preference for
a glass of poison based on the false beliefs
that it is water or that it will make one
immortal. Most philosophers who associ-
ate well-being with preference satisfac-
tion consequently require that the pref-
erences be suitably “corrected.” This
introduces an objective element of well-
grounded or true belief into a preference-
based standard.>!

But problems remain. For preferences
that are not based on indisputably false
beliefs may nevertheless be idiosyncratic
or based on highly contestable beliefs.
Even if the preferences of a starving per-
son who begs for money to make a sacri-
fice to his god are well informed, one
may not believe that satisfying them will
make this person better off. If the notion
of individual well-being is to be em-
ployed in weighing the strength of claims
for social provision, it must permit rea-
soned social agreement on basic compo-
nents of well-being and on the relative

31 The satisfaction of some preferences, such as
preferences for the prosperity of comparative strang-
ers, seem to have nothing to do with an individual’s
own well-being and many have argued that other-
regarding preferences should not be included in our
understanding of individual well-being. (See Brian
Barry 1965, pp. 11-15, 61-66, 71-72; Ronald Dwor-
kin 1977, pp. 234f; D. W. Haslett 1990; and Thomas
Schwartz 1982.)

“urgency” of claims to different goods
(Thomas Scanlon 1975). One might thus
acknowledge a moral obligation to feed
the person, but not to finance his wor-
ship.32 Notice that a subjectivist might
claim that this resistance to honoring id-
iosyncratic preferences is purely practi-
cal: we would open ourselves to all kinds
of manipulation and misrepresentation
if we let people’s subjective reports of
their needs govern public distribution of
benefits.33

There are further reasons to question
whether the conception of well-being as
the satisfaction of preferences is suitable
for assessing claims to scarce resources.
For example, those with expensive tastes
may make unfairly large demands. A per-
son who has cultivated a taste for “pre-
phylloxera claret and plover’s eggs” (Ar-
row 1973, p. 254) may be miserable
without them and, in one sense, worse
off than someone in similar circumstances
who delights in beans and franks (see also
Ronald Dworkin 1981). But one may
question whether social policy should be
responsive to such preferences. Defend-
ers of a preference-satisfaction view may
argue that what is at issue is fairness
rather than the conception of well-being:
the person is worse off without the plo-
ver's eggs, but policy makers don’t have
to care. In reply, defenders of more ob-
jective views of well-being can simply
deny that the fancy eater’s standard of
living or level of well-being is lower at
all; there is no need to explain away our
indifference to his or her “plight.” Simi-
larly, as Harsanyi among others has ar-
gued, it is questionable whether satis-
fying racist, sadistic, and other such

32 Scanlon (1975). See also Mark Sagoff (1986). One
can see here one reason for preferring in-kind provi-
sion to transfer payments.

33 One might also object that it is paternalistic not
to respect the worshipper’s preferences. But pater-
nalism and antipaternalism are views about what it
is permissible to do; they are not views about what
individual welfare is. See footnote 8 above.
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antisocial preferences should count as
contributing to individual well-being.3*

A final difficulty concerns the effects
of culture on preferences and the prob-
lem of “adaptive preferences” (Elster
1983; Sen 1987b, 1990). For example
women who are systematically denied
roles in public life or equal shares of con-
sumption goods may learn (2 la Sinead
O’Connor) not to want what they have
not got. Their utility may be reasonably
high, but objectively their standard of
living or level of well-being may be low.

The difficulties with a subjective pref-
erence-satisfaction view of well-being
have elicited two broad types of re-
sponses. One response has been to hang
on to preference-satisfaction, and, on the
one hand, to deflect or defeat some of
these objections or, on the other hand,
to “launder” preferences of these dis-
agreeable features. Whether these re-
sponses succeed is a controversial ques-
tion.3® An alternative strategy is to
propose a different conception of well-
being. Not only are there traditional he-
donistic views and hybrids such as Sidg-
wick’s (1901, bk. 2, ch. 2), but there are
also “perfectionist” views (Griffin 1986,
ch. 4; Parfit 1984, ch. 6; Joseph Raz 1986,
ch. 12) in which the desires that count
and their weight depend on the objective

341977a, p. 56. One may be able to deflect the
claims of those with expensive or antisocial prefer-
ences without questioning the identification of well-
being and the satisfaction of preferences. Not only
can one claim (as noted in the text) that some moral
issue distinct from the concept of well-being is in-
volved, but one can also note that preferences are
malleable, and expressions of preferences respond
to incentives. The frustration of expensive and anti-
social preferences may contribute to changing them
and would discourage their expression, which would
enable more preferences to be satisfied.

3 Griffin (1986) provides an extended defense of
an informed preference satisfaction view of individual
well-being. For a critical summary of arguments
against the preference-based approach to measuring
well-being, see the introduction to Sen and Williams
(1982), and for a powerful general reply, see Arneson
(1990).
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value of their objects. Indeed what Parfit
calls “objective-list” views (1984, Appen-
dix I) jettison most links to agent’s desires
or aims. .
For an objective view that may be
more relevant to economists, consider
John Rawls’ A Theory of Justice. Al-
though Rawls sees well-being as the satis-
faction of rational preference or desire,
he does not regard this conception as ap-
propriate for the purposes of a theory of
justice. Rawls proposed instead that well-
being be measured by an index of “pri-
mary social goods.” Goods such as educa-
tion or income are all-purpose means or,
as Rawls put it, things that you want,
whatever else you want (1971, p. 92).
Rawls does not regard primary social
goods as proxies for utility levels. On the
contrary, in his view they offer an alterna-
tive basis for a more settled social agree-
ment on what is important to well-being
(1982). Rawls’ approach avoids the ex-
pensive tastes and antisocial preferences
problems and, he argues, also provides
a more impartial perspective for compar-
ing how well-off different individuals are
than a preference standard does.
Amartya Sen (1985c, 1987b, 1987c,
1992) criticizes the primary-goods ap-
proach because it focuses on the external
means that permit people to attain vari-
ous functionings rather than on “capabili-
ties,” or abilities to achieve function-
ings.3® In focusing on external goods it
leaves out more internal features of per-
sons  circumstances, such as physical
handicaps, which may profoundly affect
well-being. In focusing on primary social
goods, Rawls™ account also may not work
well for comparing the well-being of
persons who are much above the mini-

36 A capability is the ability to achieve a certain
sort of functioning—Iliteracy is a capability; reading
is a “functioning.” People may value capabilities for
their own sake as well as for the functionings they
permit—you’re glad to know you can walk around
even if you are inclined to stay put.
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mum. Sen’s alternative is to define well-
being in terms of the set of “functionings”
a person achieves. Being well nourished
is an example of a functioning whose
achievement may be impaired either by
internal obstacles (such as a digestive dis-
order) or external ones (a lack of money
to buy food). Functionings are of course
a vector (being well nourished, reading
books, sleeping well) and combining
them into a measure of well-being raises
a serious index-number problem, the so-
lution to which requires settling on the
relative weight to be given to different
capabilities and functionings.3”

Even if the problems of weighting and
measuring the components of well-being
are greater for these more “objective”
approaches than for standard utility the-
ory (which is not clear), it can still be
argued, following Sen, that “it is better
to be vaguely right than precisely
wrong.” In particular, these approaches
focus research on well-being in different
directions, which link up more naturally
to the normative terms in which policy
is debated.

A further important advantage of more
objective approaches is that they avoid
the problems of interpersonal compari-
son that derive from identifying well-be-
ing and utility (construed as an index of
preference satisfaction). Formerly, econ-
omists such as Pigou argued that overall
welfare would be maximized by equaliz-
ing incomes as much as was consistent
with retaining incentives to produce. Cit-
ing diminishing marginal utility of in-

37 This issue of weighting might seem to bring pref-
erences in through the back door—ultimately, it
might be said, the importance of different function-
ings would depend simply on the weight they are
given in people’s subjective preferences. However,
while people’s preferences for functionings and the
capabilities they presuppose are relevant to their
weight, it is by no means clear that a reasoned public
discussion over these weights would wind up con-
cluding that individuals’ subjective preferences about
them were their only or most important determinant.

Journal of Economic Literature, Vol. XXXI (June 1993)

come, they maintained (not implausibly),
that an extra one hundred dollars contrib-
utes less to the well-being of someone
with an income of $50,000 than to the
well-being of someone with an income
of $5,000. Other things being equal, a
more equal distribution of income would
increase total welfare.

Whatever merits this argument may
have if welfare is interpreted as some sort
of general material well-being, it has
(without further ethical premises) little
worth if welfare is interpreted as prefer-
ence satisfaction (Robert Cooter and Pe-
ter Rappoport 1984). Lionel Robbins
argued compellingly that because prefer-
ence rankings are entirely subjective and
introspective, there is no way to compare
where A is in A’s preference ranking
with where B is in B’s ranking (1935,
ch. 6). The fact that people nevertheless
make interpersonal comparisons of well-
being depends, Robbins argues, on the
value judgment that the preferences of
people in similar circumstances are
similarly satisfied. (One might—in our
view more plausibly—instead question
whether these comparisons of well-being
are comparisons of preference satisfac-
tion.)

Yet Robbins did not convince every-
one. Adopting a view similar to Arrow
(1978) and Serge-Christophe Kolm
(1972), Harsanyi (1955 and especially
1977b, ch. 4), for example, has argued
that there is, in effect, a single utility
function that depends not only on the
objects of choice, but on causal variables
affecting and in effect identifying the
chooser. Because psychological theory
cannot yet specify this underlying utility
function, one employs one’s empathic
abilities to determine one’s “extended”
preferences between ordered option-
agent pairs such as <x,Norma> and
<y,Grover>. Judgments resulting from
putting yourself in someone else’s shoes
in this way can be used to construct inter-
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personal comparisons. 38 It is also possible
to find a foothold for making interper-
sonal comparisons of utility if one inter-
prets utility in psychological terms,
rather than as bare preference. Thus, if
a high utility level corresponds to a cer-
tain state of mind (or set of possible states
of mind), it may be possible to make
sense of at least partial interpersonal
comparability (Sen 1979d; see also Elster
and Roemer 1991).

The identification of well-being with
the satisfaction of preferences is ques-
tionable in itself. It gives rise to intract-
able problems of interpersonal compari-
sons, it is biased by adaptive preferences,
and it fails to link up with the normative
terms of policy debate. Moreover, the
standard notion of utility is not easily

measurable, and even if it were, econo-

mists cannot defend a measure of individ-
ual well-being as a good operational
proxy without having some conception
of what it is supposed to be a proxy for.
The only real advantage of identifying
well-being with the satisfaction of prefer-
ences is that it apparently links welfare
problems immediately to fundamental
economic theory. But the link is bogus
unless the theoretical “welfare” problems
are truly problems of human welfare or
well-being.

3.1.2 Liberty and Rights. The con-
cept of human well-being is crucial in
moral theory, but it is not the only
morally significant concept; and even if
economiists had a more cogent construal
of well-being, they would still be hard
pressed to evaluate economic outcomes
without bringing in other notions.

One of these other important notions
is liberty. Many people, including many
economists, have the conviction that the
protection of certain liberties is of great
moral importance regardless of whether

38 For a critique of this “mental shoehorn” tactic,
see Alfred MacKay (1986) and Griffin (1986, ch. 7).
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such protection always increases well-
being. For example, many object to pa-
ternalistic laws, such as laws requiring
the use of seat belts, as infringements
on freedom regardless of whether these
laws increase welfare. Social delibera-
tion, unlike welfare economics, often
treats protecting freedom and enhancing
welfare as independent goals.

It is ironic that welfare economics fo-
cuses almost exclusively on the Pareto
efficiency concepts. For economists typi-
cally value individual freedom; and much
of the traditional case for capitalism was
not so much in terms of its capacity to
“deliver the goods™ as in terms of the
protection that the separation of eco-
nomic and political power offers to indi-
vidual liberty (Hayek 1960; Friedman
1962). Economists favor effluent taxes
over direct state regulation of pollution
not only because the taxes are purport-
edly Pareto superior to the regulation,
but also because the regulation is a threat
to freedom. Yet the efficiency case has
been a part of “scientific” welfare eco-
nomics, because it has appeared to rely
only on uncontroversial moral premises,
while the argument in terms of freedom
has been for essayists or ideologues, be-
cause its moral premises have appeared
more “philosophical.”

To the extent that concerns about lib-
erty underpin economists normative
judgments, they should be incorporated
systematically into economists’ methods
for evaluating states of affairs. Doing so
raises problems of definition, of moral
justification and of integration. In other
words, (1) What is freedom? (2) How can
claims about the moral importance of
freedom be defended? and (3) How can
liberties be incorporated along with
other values into a coherent scheme of
ethical evaluation?

The term, “freedom,” is notoriously
slippery. Isaiah Berlin (1969) distin-
guished what he called “negative” from
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“positive” liberty. Negative liberty is lib-
erty from interference, the freedom to
act without deliberate negative social
sanctions. Berlin defined positive liberty
as autonomy or self-determination, while
others have thought of positive liberty
more in terms of the range and quality
of alternatives open to an individual.3®
It is hard to separate a concern with
negative liberty from concerns with free-
dom in a wider sense. Rawls has at-
tempted to cope with this complexity by
distinguishing “liberty,” understood as a
formal notion, from the “worth of lib-
erty”; others have distinguished “formal”
from “effective”liberty. Sen’s capabilities
(p- 691 above) provide one construal of
a sort of positive freedom. Autonomy,
which is often seen as the central notion
of positive liberty, is a complex notion
that draws on other notions of freedom.*°
Moreover, one can distinguish between
autonomy as an achievement and the ca-
pacity for autonomy (Raz 1986, pp. 204f).
Two concepts of liberty are not enough
to capture all the dimensions of interest.
Why is liberty in these several senses
morally important? Negative liberties are
important because they help people get
what they want. They promote not only
welfare but also integrity, dignity, and
utonomy itself. One can make a similar
gnstrumental case for positive freedoms.
Some classic defenses of liberty, includ-
ing Mill’s (1859) and Hayek’s (1960), are
almost entirely instrumental: coercion is
costly and dangerous and likely to be
misapplied. In the long run, progress de-

% In speaking of the quality of alternatives, one
brings individuals’ welfare back into the picture.
George Stigler. argued on this basis that “liberty”
and “wealth” are really synonymous—Dboth index the
quality of your options assessed in welfarist terms
(1978). But there is a real loss in liberty if you are
locked in your house for the day, even if there is
no place you would rather be (see Elster 1983 and
Sen 1987a, ch. 3).

4 Feinberg (1986, ch. 18) distinguishes many dif-
ferent aspects of autonomy and draws a helpful anal-
ogy to national sovereignty.
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pends on individuality, which can only
flourish in circumstances of liberty.

Although one can thus value freedom,
without regarding it as intrinsically valu-
able, many would go further and main-
tain that positive freedom, construed as
self-determination or autonomy, is itself
intrinsically valuable (Griffin 1986, ch.
4; Raz 1986, ch. 15; Sen 1985a, 1985c).
Indeed, autonomy, as rational self-legis-
lation, is, in Immanuel Kant’s (1785)
view, perhaps the central moral value.
The fact that liberty, and, relatedly, the
prevention of rights violations, may be
valued intrinsically as well as instrumen-
tally, leads to complications in including
liberty and rights in overall schemes of
ethical valuation. We will return to these
issues after saying something about the
definition and justification of rights.

Although rights and justice obviously
contribute to welfare, many people, in-
cluding many economists, believe that
the moral force of rights is not exhausted
by their instrumental role. Even if per-
mitting slavery might somehow make us
richer, such a practice violates rights and
is not to be tolerated.

Rights are often linked to liberties—
and for good reason. For one kind of right
(such as the right of ambulances to speed)
simply is a liberty, and liberties consti-
tute an important part of standard “claim-
rights.”*! P’s (claim-)right to X involves
both liberties of seeking, acquiring, pos-
sessing, or using X along with a set of
duties on others, which may include posi-
tive duties such as performing a con-
tracted service as well as negative duties
of noninterference. Legal rights define
what a person is permitted to do without
incurring a threat of legal punishment,
what personal claims are legally pro-
tected, and consequently what other per-

41 The terminology is from Wesley Hohfeld (1923).
For general discussions of rights see Feinberg (1973,
chs. 4-6) and the introduction to Jeremy Waldron
(1984).

S
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sons or governments are prohibited from
doing or are required to do. Moral rights
similarly define permissions, guarantees,
prohibitions, and requirements as mat-
ters of moral principle rather than law.

Liberties are important not only to the
definition of rights, but also, at least
within the Kantian tradition, to the speci-
fication and justification of rights. In the
view of philosophers such as Herbert L.
A. Hart (1955), the limitations imposed
on others by P’s claim-rights must be
justified by their contribution to P’s free-
dom. Rights determine the distribution
of freedom. The libertarian consider-
ations that justify placing control with P,
justify the duties the right implies for
others. Even if trespassers on P’s prop-
erty pay fees that restore P to the same
level of welfare, they have on this view
still violated P’s property rights. “Isn’t
the very idea of a forced transfer contrary
to the autonomy or liberty thought con-
stitutive of rights?”42

But many philosophers would assert
that other interests besides P’s interests
in liberty can also ground P’s rights and
the consequent duties of others. There
is an intricate consequentialist case to be
made for moral rights going back to Sidg-
wick and Mill. (For relevant contempo-
rary work, see Roy Harrod 1936; Rawls
1955; David Lyons 1977; Donald Regan
1980; and Russell Hardin 1988.) From a
utilitarian perspective, rights serve as
rules that should be crafted to promote
welfare. But even nonutilitarians often
ground rights in terms of a wider set of

42 Jules Coleman and Jody Kraus (1986, p. 31).
See also Guido Calabresi and Douglas Melamed
(1972). On this view, sometimes called the “choice”
view of rights because of the emphasis on the need
for the right-holder’s voluntary consent to any inva-
sion of the right, only what Calabresi and Melamed
call “property rules” (which rest control with the
right-holder) serve to define true legal rights. Cole-
man and Kraus argue persuasively that “liability
rules,” which address themselves to the right-hold-
er’s welfare rather than to the right-holder’s control,
also define legal rights.
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individual interests. For example, in
Raz’s view, “if an individual has a right
then a certain aspect of his well-being
is a reason for holding others to be under
aduty” (1986, pp. 171-72). Such a “bene-
fit” view of rights is compatible with a
utilitarian account, but it leaves open the
question of when an interest of a poten-
tial rights-holder is sufficient to justify
imposing duties on others. Rights may,
depending on the circumstances, justify
imposing a variety of duties on different
individuals. Consider, for example, the
array of duties that might be justified in
terms of a child’s right to an education.
Notice that a right to education could
be justified on grounds of the child’s in-
terest not only in future welfare but also
in autonomy.

The remaining problem concerning
rights and liberty is incorporating them
systematically in schemes of moral evalu-
ation. This problem takes different forms
in different accounts of why liberty or
rights are valuable. On instrumental or
consequentialist views, the problem of
rights articulation can be formulated as
one of selecting rules that maximize good
consequences. This is straightforward in
principle, although difficult problems of
strategic coordination may arise in devis-
ing effective rules. The choice of rules
may also be influenced by limitations on
persons’ ability to calculate.

What about cases where rights protec-
tions are viewed as intrinsically valuable?
One option here is simply to embed in-
stances of rights protections (or of rights
violations or ‘losses of liberty) in the
consequences, weighting them according
to some scheme that reflects their impor-
tance relative to other aspects of out-
comes. This approach seems to capture
only part of the value of rights-protec-
tion. For in a situation in which commit-
ting one serious wrong, such as torturing
a child, will prevent others from perpe-
trating two equally serious wrongs, this
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approach would mandate carrying out
the torture. But many would say that
such actions are simply wrong, regard-
less of the consequences or, at any rate,
that the moral pressure on me not to do
this evil thing goes beyond an impersonal
weighing of the consequences. The con-
sequentialist view does not capture the
sense that the moral imperative on me
is that I should not torture a child.*3

One way to preserve a more thor-
oughly nonconsequentialist version of
rights-protection is to adopt Robert No-
zick’s view of moral rights as absolute
“side-constraints” on action.?* On this
view, an individual’s obligation is not to
strive for a minimum of rights violations,
or a maximum of any social welfare func-
tion. Rather, agents may do as they wish,
within the constraints imposed by rights.
If everyone acts morally, then there will
be no rights violations. It is not, how-
ever, permissible for anyone to violate
rights in order to prevent other rights
violations. Rights are simply not to be
violated. This absolute lack of trade-offs
not only of rights against other good
things, but of lesser violations of rights
against greater ones, is an implication of
Nozick’s view which has been found dis-
turbing by many philosophers (for exam-
ple Nagel 1983), and we suspect most
economists would agree.

Amartya Sen has proposed another
way to incorporate concern for moral
rights into individuals’ assessments of
how they should act, which avoids the
rigid repudiation of trade-offs in Nozick’s

“It's more unsettling to note that I should in fact
be willing to torture the child, on this consequential-
ist view, if doing so will prevent the torturing of
one other child and will also produce some trivial
moral gain, say raising somebody’s utility by a tiny
amount (Williams 1973). For a powerful defense of
the importance of this nonconsequentialist aspect of
ju(}gments of right and wrong, see Nagel (1980).

1974, pp. 28-35. A moral view that emphasizes
right action independent (or at least partly indepen-
dent) of consequences is often called deontological.
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view. This is to allow the evaluation of
the goodness or badness of a state of af-
fairs (or set of consequences) to vary with
the perspective of the person doing the
evaluating. In the torture example, an
onlooker might readily conclude that it
is morally better for one child rather than
two to be tortured. But from the stand-
point of the person who is doing the tor-
turing, what is at stake is that person’s
own action—whether he or she tortures
a child. One may act on one’s own com-
mitment to rights and judge that despite
the good consequences of torturing a
child, the act is wrong. Everyone might
agree with both these judgments: from
a neutral point of view, two tortures are
worse than one; but from the point of
view of one facing the prospect of tortur-
ing a child, carrying out the torture is
morally worse than failing to prevent two
tortures from happening. This account
remains consequentialist but makes the
evaluation of the consequences relative
to the position of the evaluator (Sen
1982b, 1983a).

Some of these complications are proba-
bly unavoidable in any theory that takes
rights seriously. However, for public pol-
icy purposes, the evaluator-relativity that
Sen identifies is less likely to be a consid-
eration than in personal morality, as the
aim will be to appraise rights-systems
from a suitably impersonal point of view.
For this purpose, it may often prove ade-
quate either to treat rights instrumen-
tally or to embed their protection as an
intrinsically valuable goal in an evaluator-
neutral consequentialist moral frame-
work.

3.1.3 Equality. An energetic debate
about conceptions of equality has re-
cently emerged that conforms roughly to
the distinction between preference-
based and more objective conceptions of
well-being described in Section 3.1.1.
Corresponding to the preference-based
view of well-being are conceptions of
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equality of welfare, while corresponding
to more objective views is a conception
(or a family of conceptions) of equality
of resources.®> The correspondence is
rough, because welfare need not be iden-
tified with the satisfaction of preferences,
and resources may be conceived of as
the raw materials out of which individuals
achieve a level of well-being rather than
as a part of a more objective notion of
well-being itself. 6

Despite these nuances, the intuitive
contrast between equality of welfare and
equality of resources is clear enough
(Ronald Dworkin 1981a, 1981b). “Wel-
farist” views argue that what ultimately
counts in moral evaluation are levels of
welfare (usually understood as prefer-
ence satisfaction), and therefore to the
extent that there is concern with equality
it should be concern for equalizing wel-
fare. “Resourcist” views maintain that
the levels of welfare people achieve de-
pend on personal choices and character-
istics that are no concern of social policy
or public moral judgment. The proper
concern of an egalitarian should not be
welfare, but the resources people have
available to pursue their own ends, what-
ever they happen to be.*” “Resource
egalitarianism” plainly appeals to some
of the same intuitions as the somewhat
vague notion of equal opportunity (see
Arneson 1989). As resource and welfare

45 The.interplay between conceptions of well-being
and conceptions of equality has gone both ways.
Sometimes conceptions of well-being are defended
on the ground that they give more adequate concep-
tions of equality.

46 Thus, Rawls’ conception of primary goods con-
nects up with a resourcist view of equality, with pri-
mary goods as the resources. Sen’s capabilities view
is like resourcist views in being concerned with objec-
tive features of persons’ existence rather than with
their subjective satisfactions, but unlike more strictly
resourcist views, it emphasizes outcomes (in the form
of functionings) and freedom to achieve outcomes,
rather than inputs.

47 Ronald Dworkin (1990) is an ambitious attempt
to provide moral foundations for this kind of view
as part of a defense of a conception of liberal equality.
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egalitarians can hold different theories of
welfare, there are many distinguishable
positions in the debate.

Part of the complexity stems from the
need to analyze both external and inter-
nal resources. Equal distribution of re-
sources such as rice or tractors can be
achieved by dividing the commodities
themselves up equally. The resulting dis-
tribution will generally not be efficient,
but competitive trade from an equal divi-
sion starting point might be taken to pre-
serve equality of resources. In fact, when
all resources are external and alienable,
a competitive equilibrium arising in this
way can be shown to be both Pareto opti-
mal and “envy free” in the sense that
no one will prefer another’s bundle of
commodities to his own. Hal Varian
(1974, 1975) has proposed the label “fair”
for envy-free Pareto optima, and has de-
fended this conception of fairness as ethi-
cally appealing (see also Duncan Foley
1967 and William Baumol 1986). An im-
portant stimulus to the study of envy-free
allocations of resources has been their
apparent ability to provide a standard of
equity that does not involve interper-
sonal comparisons of welfare.

It is not so clear how to define equality
of resources when some resources are in-
ternal. Consider differences in talent.
Equal division of talent is plainly not pos-
sible. One might say that resources are
equal whenever people have equal
amounts of goods and equal amounts of
leisure.*® Unfortunately, if people’s
tastes differ, this outcome will generally
not be efficient, and trade from this equal
division starting point may disrupt equal-
ity, in the sense that the competitive
equilibrium resulting from trade will not
be envy free. (For examples, a proof, and

4 If everyone has the same tastes, this will be a
fair distribution—Pareto optimal and envy free. See
Varian (1974, 1985). (This assumes that problemns
of mo)m'toring work effort to prevent shirking do not
arise.
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further discussion, see David Schmeidler
and Elisha Pazner 1974 and Varian 1985.)
This difficulty has led economists to put
forward two alternative definitions of
equal resources, whose egalitarian prop-
erties will not be disrupted by trade.
The first of these is the notion of a
“contribution-fair” distribution.*® Imag-
ine equalizing people’s external re-
sources but allowing them to retain the
fruits of their differential talents. The re-
sulting competitive equilibrium will not
be envy-free, as those with more talent
will tend to have consumption-leisure
bundles that others envy. The equilib-
rium is, however, envy free over a space
of consumption-output bundles. That is,
no agent will want to trade places with
another where trading places entails get-
ting the other’s consumption bundle but
also producing as much as the other per-
son. Contribution fairness essentially
leaves talents or internal resources out
of the package of things to be equalized,
and accepts inequalities due to competi-
tive rewards for talent as fair. This seems
to fall short of what many people would
think of as equality of resources.
Alternatively, one can define an “in-
come-fair’ distribution (Varian 1974,
1975; Schmeidler and Pazner 1974; Bau-
mol 1986). The easiest way to think of
this is to imagine everyone owning equal
partial shares in the labor power (and
hence the talents) of everyone. These
shares and all external resources are di-
vided equally. If one wants more leisure
than the share of one’s own labor power
one happens to own (a very small share
in a large society), one will have to buy
it back from others. If we define a per-
son’s “full income” to include the market
value of his or her leisure, the resulting
competitive equilibrium will equalize full

9 This terminology is due to Baumol (1986). Varian
(1974, 1975) has labeled the same notion “wealth-
fair.”
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incomes—hence the name “income-fair.”
Notice, however, that the leisure of the
talented is a high-priced commodity. It
will cost a talented person more to obtain
any given level of leisure than it will cost
others. Thus, if tastes are constant across
the community, the talented, with equal
full incomes and more expensive leisure,
wind up worse off—equality of resources
in this sense winds up overcompensating
the untalented in terms of equality of
welfare!>

If resources can include internal quali-
ties like talents, why stop there? As
Roemer (1985a) notes, Ronald Dworkin
argues for redistribution of the fruits of
unequal talent, but finds inequalities re-
sulting from unequal amibition accep-
table. Yet differences in persons’ willing-
ness to expend effort must ultimately be
traceable to some set of differences in
their biological and personal histories,
just as for talents. Why not treat the ca-
pacity to be ambitious as a resource? For
that matter, some people may possess
enzymes that allow them to extract more
nutrition from a meal, or more satisfac-
tion from a movie. Might we not think
of these differences too as hidden re-
sources? It is easy to see that, following
this route, one might argue that any dif-

% Ronald Dworkin (1981b), aware of this problem,
proposed instead to define equality of resources in
terms of a hypothetical insurance scheme that would
guard against the misfortune of low productive abili-
ties. Dworkin argued that insurance would produce
more palatable results than would the mutual owner-
ship of talents, but economists have criticized his
analysis of the hypothetical insurance market (Varian
1985; Roemer 1985a). Developing suggestions of
Bruce Ackerman (1981, pp. 116, 132-33), Philippe
van Parijs has defended a weaker egalitarian notion
of “undominated diversity” (1989, pp. 50-54). Un-
dominated diversity obtains if for each pair of individ-
uals A and B there is at least one individual who
prefers A’s total package of internal and external en-
dowments to B’s and at least one individual who pre-
fers B’s total endowments to A’s. Arguing from a
commitment to undominated diversity and other
moral principles, van Parijs has made a persistent
case for an unconditional grant to be paid to every
adult citizen (1989, 1990, 1991).
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ference in achieved welfare levels result-
ing from apparently equal resources re-
ally is the product of hidden differences
in resources.

Roemer (1985a, 1986a, 1986b, 1987)
has proved a remarkable set of theorems
showing that the only distribution meet-
ing several reasonable-looking require-
ments for a resource-equalizing mecha-
nism is equality of welfare. Roemer
rightly presents this result not as a proof
that equality of welfare is the only proper
standard, but rather as an effort to clarify
the underlying issues involved in distin-
guishing resourcist from welfarist views.
He argues that these issues are of two
kinds. One concerns the gap between
ideal reasoning about just distribution
and realistic limits on information.
Equalizing welfare requires enormous
amounts of information not only about
resource distributions but also about
what is going on in people’s heads. When
we add to these problems the incentives
for misrepresentation created by any sys-
tem for equalizing welfare, some simpli-
fied version of resource egalitarianism
-may be a suitable compromise.

The second issue is more philosoph-
ical. The distinction between those inter-
nal resources society may wish to com-
pensate for and those other internal
differences which it should not compen-
sate for must turn on views about the
nature of individual responsibility and
about the nature of the person. We may
wish to compensate people for being
born blind, but not for being born with-
out ambition. We may regard it as appro-
priate to compensate a person for being
stuck with an affliction that brings con-
stant pain, but not appropriate to com-
pensate someone for being stuck with re-
ligious beliefs that induce him to starve
himself. Articulating and defending these
distinctions in a coherent way is a large
project, which is far from being done
(Scanlon 1975, 1986).
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From this standpoint, relying on pref-
erences even to the extent presupposed
by the notion of envy-free allocations
seems problematic. The whole project of
deciding what counts as a resource and
of deciding the relative weights to be
given to different resources in assessing
departures from equality demands more
objectivity. The list of resources and ap-
praisal of their relative weights need to
be objects of public moral deliberation.
As with Rawls’ primary goods or Sen’s
capabilities, the valuation of these re-
sources should depend on assessment of
the importance of their role in facilitating
a range of good lives. Evidence about
the amount of preference satisfaction or
the level of market value attaching to a
particular resource should influence, but
not determine judgments about the re-
source’s value.

In addition to this rapidly developing
literature addressed to the question of
what to equalize, discussions of whether,
why, and to what extent to equalize con-
tinue. Judgments about how much to
equalize are plainly dependent on the
role of equality in overall schemes of
moral evaluation. A commitment to
moral and political equality is deeply em-
bedded in American political traditions
and in Kantian moral philosophy, but the
implications of that commitment for eco-
nomic equality as such are controversial.
Some theorists, including Ronald Dwor-
kin and Rawls, argue in effect that the
same fundamental commitments that ra-
tionalize support for moral or political
equality should lead us to accept eco-
nomic equality as a baseline standard,
valuable in its own right and to be de-
parted from only at a cost. For these the-
orists, underlying moral principles of
impartiality and mutual respect carry im-
plications for the degree of economic in-
equality that is morally acceptable. Other
theorists, however, deny that economic
equality as such is of any moral impor-
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tance (Raz 1986, ch. 9; Frankfurt 1987).
Notice that it is compatible with a skepti-
cal view about the intrinsic moral value
of economic equality to hold that it may
have substantial instrumental value, on
the grounds that economic inequality
tends to give rise to other serious evils,
such as widespread poverty, inequality
in political power, and political or social
instability. These instrumental questions
give rise to empirical questions about,
for example, the political influence of
wealth and the influence of economic in-
equality on social stability, as well as to
theoretical questions involved in the very
separation of political and economic life.
Although Michael Walzer, for example,
argues in defense of a pluralistic society
in which political equality and economic
inequality coexist, he maintains that the
authoritarian structure of economic cor-
porations is political rather than eco-
nomic and is as inconsistent with political
equality as are towns that are owned and
controlled by corporations (1983, ch. 12).
Given the striking increase in economic
inequality over the last decade and the
evident influence of wealth on election
results, these questions are bound to be-
come an increasingly important part of
the normative agenda of economists.

3.1.4 Justice. The last of the dimen-
sions of evaluation we shall survey is jus-
tice, which some take as an umbrella
term incorporating all dimensions of
evaluation besides efficiency. But the
focus here is on issues of justice apart
from those touched on in the previous
discussions of equality, rights, and lib-
erty.

People in our society are committed
to a large number of principles of justice
with which they evaluate economic insti-
tutions and outcomes. Consider, as a first
example, some of the many prima facie
principles that influence whether em-
ployees regard a given wage structure
as fair:

Journal of Economic Literature, Vol. XXXI (June 1993)

1. More difficult, unpleasant, or dan-
gerous work should be better paid.

2. Jobs that carry a great deal of re-
sponsibility should be better paid.

3. Hard work should be rewarded.

4. Seniority is fair. Those who have
worked for a given employer for a
long time should be better paid.

5. Wages should not depend on race,
sex, or arbitrary whim.

These are only a few of many such princi-
ples, and there are other principles es-
tablishing priorities in case of conflict
among these. Moreover, not all of these
principles link up easily to positions in
moral philosophy, and economists and
philosophers may want to dispute some
of them or particular attempts to apply
them.>! Some economists might question
whether it is any more appropriate to
offer a moral evaluation of wages than
to offer a moral evaluation of the price
of scissors or of the amount of snowfall
in Buffalo, New York. But it is plain that
moral judgments about wages on the
lines enumerated above are frequently
made by workers (if not by employers
as well), and evaluation of such moral
judgments may be relevant to the study
of the weight and tenacity of the agents’
commitments. A repudiation of this kind
of moral evaluation itself rests on sub-
stantive principles of justice, and these
require a defense.

Principles of justice influence evalua-
tions of other aspects of economic life.
Consider for example, equality of oppor-
tunity. While no one will dispute its im-
portance, there is great disagreement on
what equality of opportunity consists of.
Is affirmative action implied by equality
of opportunity or inconsistent with it?

51 For example, Joseph Carens (1985) argues that
despite the intuitive appeal of the principle that dan-
gerous and unpleasant work should be better paid,
the principle is better served by reducing inequalities
in wealth and income than by direct attention to
relative wages.
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Does equality of opportunity require that
more resources be devoted to the educa-
tion of the relatively disadvantaged?
Does equality of opportunity require
some more substantial egalitarianism,
such as equality of resources? Questions
about the extent to which economic poli-
cies contribute to equality of opportunity
can scarcely be broached until the con-
cept itself is clarified.

There is also a strong consensus in fa-
vor of providing a basic “safety net,”
some minimal support to those who can-
not support themselves. One might
maintain that this consensus rests mainly
on principles of benevolence, but Rawls
has offered a powerful contractual argu-
ment for, in effect, the highest attainable
social minimum. In his view (discussed
further in Section 3.2.4 below), impartial
rational individuals would choose to max-
imize the lifetime expectation of primary
goods for the least well-off representative
individual. If one takes income as a proxy
for primary goods, this means that the
income of the least well-off representa-
tive individual should be maximized. Al-
though this distributive principle, called
by Rawls “the difference principle,” has
some objectionable features, Rawls has
provided an important form of argument
defending the justice and not merely the
charitableness, of a social minimum.

For one last example, consider exploi-
tation. What seems wrong about exploi-
tation is that some people unfairly take
advantage of others. But the traditional
theories of economic exploitation have
not made clear how the sort of exploita-
tion they discuss involves anyone unfairly
taking advantage of others. Marxian ex-
ploitation is reflected in the fact that
wages are less than total revenue net of
the costs of nonlabor inputs. But it has
not been obvious why exploitation in this
sense is a bad thing. The same difficulty
applies to extensions of neoclassical the-
ory such as Joan Robinson’s conception

of exploitation (1933, book IX) whereby
owners of factors of production are ex-
ploited if they are paid less than the val-
ues of their factors’ marginal products.

Both in clarifying the traditional Marx-
ian notions of exploitation and in offering
an explication or replacement in terms
of property rights, John Roemer has
greatly clarified discussion of these is-
sues. In his view capitalist exploitation
(and there are other kinds) occurs if some
group (the workers) would do better if
they were to withdraw from society with
their per capita share of the means of
production, while some other group (the
capitalists) would do worse.?? This view
of exploitation, like the others, is open
to the question, “So what’s wrong with
it?” Roemer gives the striking answer,
“It depends on how it comes about.” It
is not capitalist exploitation itself, but the
unequal initial distribution that is mo-
rally objectionable. If capitalist exploita-
tion were to arise pristinely through the
voluntary transactions of individuals
whose initial holdings are morally legiti-
mate, then there may be nothing wrong
with it (1985b). In Roemer’s view a moral
concern with exploitation leads one to-
ward a historical view of justice, such as
Nozick’s (Section 3.2.2 below) and away
from a “patterned” view.

3.2 Four Bases for Overall Moral
Judgments

Although treatments of detailed
moral concepts and problems are, we be-
lieve, most likely to be of immediate use
to economists, no survey could omit a
discussion of the moral theories that
economists and others use to guide their
overall assessment of economic institu-
tions and outcomes. Not only are there

521982, ch. 7; 1988, ch. 9. This is a first approxima-
tion, and in his 1989 article Roemer accepts a sugges-
tion of Erik Olin Wright that the greater benefits of
the capitalists have to be linked to the effort exerted
by the workers.


Edward
Highlight

Edward
Highlight

Edward
Highlight


702 Journal of Economic Literature, Vol. XXXI (June 1993)

many specific moral theories, but they
are of many kinds. To limit our survey,
we shall focus on specimens of only four
kinds of moral theories: (1) those which
focus on efficiency, (2) libertarian theo-
ries, (3) utilitarian or consequentialist
theories, and (4) contractarian theories.5

3.2.1 Efficiency and Pareto Optimal-
ity. If one is minimally benevolent and
favors making people better off, then,
other things being equal, one should ac-
cept the principle (which John Broome
calls “the principle of the personal good”)
that “If two prospects are equally good
for everyone, they are equally good, and
if one of two prospects is better for some-
one than the other and at least as good
for everyone, then it is better” (1989,
p- 11). If in addition one identifies being
better off with having a higher utility,
then (other things being equal) one will
endorse Pareto improvements and effi-
cient (or Pareto optimal) allocations.
Moreover, one can offer an argument in
terms of these concepts for regarding a
perfectly competitive equilibrium as a
sort of moral ideal, other things being
equal. Because competitive equilibria
without externalities, public goods, infor-
mational limits, etc. are, by the first wel-
fare theorem, Pareto efficient, they will
be (other things being equal) morally
good economic states, and market fail-
ures will be bad. Furthermore, the sec-
ond welfare theorem shows that an effi-
cient economic outcome producing any
desired distribution of welfare can be at-
tained by the workings of a competitive

%3 Recently there has been a good deal of striking
criticism of liberal moral theorizing on the grounds
that it illegitimately abstracts from the “rich” or
“thick” moral discourse that characterizes communi-
ties. Authors such as Alastair MacIntyre (1981), Mi-
chael Sandel (1982), Charles Taylor (1979), and Wal-
zer (1983) allege that moral theories of these kinds
neglect or undervalue the values of community or
public life, or that they presuppose a mistaken con-
ception of the self abstracted from communal values
and commitments. For a compact critical overview
see Allen Buchanan (1989).

market, given the right initial distribu-
tion of endowments to agents. So with
no ethical premise more controversial
than minimal beneficence, albeit with a
controversial conception of individual
well-being, economists can offer moral
evaluations along one significant dimen-
sion.

However, the Pareto principle may be
unappealing when it involves honoring
people’s “nosy” preferences regarding
others’ conduct (see the discussion of
Sen’s liberty paradox below in Section
4.1). Moreover it has been shown that
the Pareto principle is inconsistent with
the conjunction of individual and collec-
tive rationality in conditions of uncer-
tainty (Hammond 1983; Teddy Sei-
denfeld, Joseph Kadane, and Mark
Schervish 1989). The problem lies in the
fact that unanimity in individual rankings
may rest on disagreements in subjective
probability judgments and disagree-
ments in preferences among options in-
volving no uncertainty.>

Quite apart from these problems, the
Pareto principle or variants appropriate
to different views of well-being have
very limited applicability, as economic
changes usually involve winners and los-
ers. Economists have been reluctant to
accept the severe limitations on effi-
ciency judgments imposed by the Pareto
criterion and have struggled for many
years over the issue of whether some de-
vice could be found that would permit
judgments in cases involving trade-offs
among individuals without invoking in-
terpersonal utility comparisons. The
hope was that one could find a way to
endorse “potential Pareto improve-
ments,” in which the gains to the winners

% For example, suppose the bourgeoisie and prole-
tariat both prefer an armed worker’s revolt, because
they form different estimates of its likely conse-
quences. The fact of their agreement does not estab-
lish that an armed revolt would be socially better.
See also Levi (1990).
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were sufficient to compensate the losers
in utility terms, without actually making
the compensation (Hicks 1939; Nicholas
Kaldor 1939). The conclusion has been
that no such blanket endorsement is pos-
sible, partly owing to technical failings
in the proposed devices for identifying
improvements, but more fundamentally
because there simply is no way to judge
changes that affect distributions while re-
maining neutral on distributive questions
(Little 1957; Streeten 1953; Samuelson
1950). But to stop here would leave wel-
fare economists with virtually nothing to
say, and practical applications of welfare
economics in the form of cost-benefit
analysis need to go on. The difficulties
seem to have been dealt with in two
somewhat unsatisfactory ways. One is by
increasing modesty: one cannot always
endorse potential Pareto improvements,
but at least economists can identify them
and leave the endorsing to politicians.
Second, it seems that welfare economists
have perhaps moved implicitly toward
reuniting considerations of efficiency and
equity. Blanket endorsements of poten-
tial Pareto improvements are unjustifi-
able, but as there are various theoretical
ways to adjust such measures for equity
concerns, one can suggest that equity-
adjusted potential Pareto improvements
can consistently be endorsed. But econo-
mists are queasy about the final step of
actually endorsing any one way of adjust-
ing for equity concerns.

3.2.2 Libertarianism. Libertarianism
is both a political program and a philo-
sophical position, and the latter is our
main concern. The last two decades have
seen a revival of philosophical libertar-
ianism, “the doctrine that the only rele-
vant consideration in political matters is
individual liberty” (Jan Narveson 1988,
p. 7; see also Tibor Machan 1982, p. vii).

55 See also the discussion of “fair” allocations above
pp. 697-98.

In libertarian writings, liberty—the fun-
damental value—is typically linked to a
rights-based view of justice. Acts and pol-
icies are just if and only if they do not
violate anyone’s rights. Moreover, the
duties that rights imply are taken to be
almost exclusively negative duties not to
interfere. The right to life, for example,
is a right not to be killed, not a right to
be given subsistence. In holding such a
view, libertarians are not necessarily en-
dorsing selfishness, although some, such
as Ayn Rand’s (1964) “objectivist” follow-
ers, are. Most libertarians value benefi-
cence and charity as virtues. They only
insist that individuals must not be forced
to be beneficent or charitable. And some,
such as Loren Lomasky, even defend
some minimal rights to positive assis-
tance, such as a right to be given a fair
trial or an infant’s right to nurture (1987,
pp. 164, 260). But Lomasky wants to
limit such rights narrowly. The duties to
provide these particular benefits are, like
the duties not to interfere, easy to com-
ply with without compromising the char-
acter of one’s projects, and the benefits
are crucial to the possibility of pursuing
any projects at all.

It is not obvious that taking liberty to
be the fundamental value automatically
commits one to a rights-based view of
morality or to the view that rights rarely
obligate others to give positive assis-
tance. Indeed, Raz argues extensively
that valuing autonomy commits one to
an extensive role for government in pro-
viding the public goods that facilitate the
achievement of autonomy (1986, ch. 8).
But the arguments are complex and the
libertarian case turns on the interpreta-
tion of the problematic notion of liberty.

In Robert Nozick’s well-known version
of libertarianism, natural rights—rights
that do not deperid on consequences—
secure individual autonomy. Justice is re-
specting rights. According to Nozick’s
entitlement theory of justice, an outcome
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is just if and only if it arises from just
acquisition of what was unowned or by
voluntary transfer of what was justly
owned. Just acquisition is acquisition that
violates no rights, and transfers are, in
the relevant sense, voluntary just in case
none of the limitations on individual
choices arise from rights violations.% Jus-
tice is a matter of entitlement and de-
pends on the actual history, not at all
on the resultant pattern. Only the need
to rectify past injustices justifies redistri-
bution. Some of Nozick’s most striking
arguments in favor of this “entitlement
view” involve attempts to show that even
minimal efforts to regulate the patterns
of distributive outcomes involve much
more extensive interference in people’s
lives than is at first apparent. The liber-
tarian system of rights is presented as
having an appealing coherence and integ-
rity. Because the point of rights for No-
zick and most other libertarians is to se-
cure liberty and to permit individuals to
pursue their own projects, considerations
of welfare never justify interferences
with individual liberty. Nozick argues
that only an extremely minimal state can
be justified.5”

The (philosophical) libertarian’s com-
mitment to liberty is, in principle, inde-
pendent of any consequences for human
welfare, but libertarians would like it to
be the case that protecting freedom also
makes people better off, and libertarians
need to show that some of their more
extreme proposals, such as privatizing all
streets and highways (Walter Block 1982)
would not lead to disastrous conse-
quences. Moreover, some theorists who
are not libertarians in the strongly anti-
consequentialist sense discussed above

% A view such as Nozick’s thus places heavy de-
mands on a theory of rights, which Nozick leaves
laréely undeveloped. See Nagel (1983).

Notice that the libertarian political program does
not follow automatically, as a more-than-minimal
state might serve liberty better than a minimal state.

might be classified as libertarian on
policy grounds. Friedrich Hayek, for ex-
ample, argues that a broad range of im-
portant values, including economic pros-
perity, social innovation, and political
democracy, are best advanced by keep-
ing governmental action to a minimum
(Hayek 1967, 1976). Most libertarian
economists are probably less influenced
by distinctive philosophical commit-
ments than by specific reasons for doubt-
ing the efficacy of government interven-
tion to improve efficiency or effect
income redistribution.>®

3.2.3 Utilitarianism and Consequen-
tialism Reborn. Consequentialism is the
ethical theory that an action, rule, or pol-
icy is morally permissible or right if and
only if there is no alternative with better
consequences. Different varieties of con-
sequentialism differ about what “better
consequences  are. “Welfarist” moral
theories take the view that only conse-
quences for individual well-being ulti-
mately matter, with other items such as
rights or virtues viewed strictly as means
to promoting welfare. Utilitarianism is,
in turn, a subspecies of welfarism in
which only the sum or average of individ-
ual welfare levels matter. The major 19th
century utilitarians (especially Bentham,
Mill, and Sidgwick) took utility to be hap-
piness or pleasure.® But one can also
regard utility, as economists do, as an
index of preference or desire satisfaction.

58 “[TThose who toil in the libertarian fields devote
the lion’s share of their efforts to persuading us that
the alleged benefits of the State are illusory .
(Narveson 1988, p. 183). For example, the hterature
on property rights and transaction costs that derives
from Ronald Coase’s arguments in “The Problem of
Social Cost” (1960) usually reaches conclusions that
are congenial to libertarians, but principled libertari-
ans would emphatically reject the consequentialist
view of rights as devices to reduce transactions costs
and thereby to alleviate the suboptimalities caused
by externalities.

59 As Broome (1991a) points out, they actually took
utility to be that property of objects that causes happi-
ness or pleasure, but this complication is not germane
to the discussion here.
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During the decades that preceded the
1980s, utilitarianism appeared to be al-
most dead. Systematic moral philosophy
had fallen from favor with the rise of logi-
cal positivism and its subjectivist and
noncognitive view of ethics, and utilitar-
ianism had the additional stigma of
George E. Moore’s (1903) critique of the
so-called “naturalist fallacy” (the claim
that the good can be defined in “natural”
or nonethical terms). Although utilitar-
ianism continued to influence policy
makers, most philosophers did not take
it seriously as a moral philosophy. Even
economists abandoned utilitarianism in
the face of the difficulties posed by inter-
personal utility comparisons. And to
pound the final nails in the coffin, John
Rawls, in A Theory of Justice (1971) of-
fered not only systematic criticism, but
an alternative theory that was suitable
for guiding policy. The resurgence in
practical moral philosophizing that was
so prominent in the 1970s usually took
for granted some sort of rights perspec-
tive rather than any sort of consequential-
ism.

Yet by the end of the 1980s utilitarian-
ism and consequentialism were alive
again and arguably dominant in both the-
oretical and applied moral philosophy.
In the diverse works of authors such as
Brandt (1979); Broome (1991b); Griffin
(1986); Hardin (1988); Richard Hare
(1981); Harsanyi (1977a); Kagan (1989);
Parfit (1984); Peter Railton (1984); and
Sen (1982b, 1983a), consequentialism has
been resurrected and transformed. Al-
though these authors defend very differ-
ent ethical theories, with Brandt, for
example, developing a sophisticated
mental-state variant of utilitarianism and
Sen developing a consequentialism in
which rights, capabilities, and function-
ings play a more central part than happi-
ness, there are common traits which
make this work especially interesting and
appealing to economists.

705

1. Most of these authors draw a specific
connection between ethics and the the-
ory of rationality. There has been a wide-
spread recognition that refusing to make
trade-offs among different objectives and
to maximize some sort of objective opens
one to charges of irrationality. In Samuel
Schefler’s terminology, deontological
(nonconsequentialist) ethical theories
employ both “agent-centered preroga-
tives” (they sometimes permit agents not
to act so as to maximize the good) and
“agent-centered constraints” (they some-
times prohibit agents from acting so as
to maximize the good). Although Schef-
fler argues that values such as integrity
justify agent-centered prerogatives,
which Kagan disputes at length, agent-
centered constraints seem indefensible
to both of them.

In any event the discussion has the
nonconsequentialist on the defensive,
and the charms of maximizing theories,
to which economists have long since suc-
cumbed, have been seducing philoso-
phers as well. Thus a good part of this
new ethical theorizing is both more con-
genial to economists and more easily in-
tegrated into normative economics.
None of this work is, to be sure, easily
operationalized, but the difficulties of
putting it to work in applied normative
theorizing are not insuperable, either.
Indeed some of this work, such as Har-
sanyi’s, would in many cases justify re-
turning to old-fashioned utilitarian policy
analysis.

2. With the exception of Richard
Brandt, no prominent theorist now de-
fends a hedonistic conception of utility.
All of the other specifically utilitarian the-
orists on the list join economists in taking
utility not as an object of reference, but
as an index of preference satisfaction. Yet
none of them join economists in regard-
ing utility to be an index of satisfaction
of actual preferences. Although the re-
fusal to identify welfare with the satisfac-
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tion of actual preferences sets moral theo-
rists off from most welfare economists,
the distance is much smaller than in the
case of rights theorists or hedonists, and
there are greater opportunities for build-
ing bridges. It might, for example, be
possible to operationalize some of the
conditions moral theorists have placed
on “rational” (Harsanyi) and “well-in-
formed” (Griffin, Railton) preferences
and thereby to strengthen the moral basis
for the conclusions of welfare economics.

3. Some of this new work on utilitarian-
ism and consequentialism is informed
and influenced by developments in eco-
nomics and game theory, and more of it
could be. In Russell Hardin’s utilitarian-
ism, for example, human ignorance of
consequences and the difficulties of mea-
suring and comparing utilities hold cen-
ter stage, and various concepts from both
cooperative and noncooperative game
theory are put to work in generating the
outlines of a utilitarian theory of property
rights and of their limits. But the game
theory Hardin employs and his deriva-
tions are informal. There are important
opportunities for collaboration between
economists and philosophers in develop-
ing institutional implications of utilitar-
ianism in circumstances of scarcity, un-
certainty, opportunism, and so forth. We
shall have a little more to say about these
opportunities in Section 4 below.

4. Of particular interest in this resur-
gence of consequentialism has been the
development of consequentialist moral
theories that are not utilitarian—of theo-
ries that take the good consequences to
be maximized to be other things than
happiness or the satisfaction of prefer-
ences (esp. Parfit 1984). Although it is
difficult to find empirical proxies for some
of these good consequences, the more
objective the goods to be maximized the
more opportunity (other things being
equal) for empirical application. If philos-
ophers can specify a well-defined and
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clearly measurable good to be achieved,
then the welfare economist can step in
and discuss how best to achieve it.

One important objective good in many
of these theories is the satisfaction of
needs, and even utilitarians emphasize
it, though not, of course, as a fundamen-
tal and intrinsic good. For example, al-
though James Griffin is a preference utili-
tarian, he argues that needs should have
a great importance in social policy mak-
ing on the grounds that governments can
more easily tell what people need, than
what will satisfy their informed prefer-
ences (1986, ch. 3). This emphasis on the
empirical tractability of needs is some-
what ironic, given the traditional aver-
sion economists have felt to distinguish-
ing needs from mere wants. But this
aversion seems not to have stemmed
mainly from empirical difficulties in
studying needs. It has arisen instead from
qualms about the complexity that such
a distinction would introduce into eco-
nomic theory and from theoretical objec-
tions to drawing the distinction and giv-
ing needs any special weight. It seems
to us that here is a case where moral
philosophers are more practical than
economists! In political discussions of
economic policy, concern about human
needs is already ubiquitous, and if philos-
ophers can provide both a rationale for
taking needs seriously in practical social
decision making and a principled way of
drawing the distinction between needs
and wants in such contexts (David Bray-
brooke 1987; Garrett Thomson 1987),
then economists can put their modeling
tools to work in helping to devise policies
that will satisfy needs.

Utilitarianism has, of course, been sub-
ject to many criticisms. Some of these,
such as the view that it is a “pig philoso-
phy,” were unfair even when directed
to traditional hedonistic versions, and do
not apply to the preference utilitarianism
that is now most common. Difficulties
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concerning interpersonal utility compari-
sons continue, however, to plague utili-
tarians. Yet the most powerful objections
to utilitarianism have always been intui-
tive. It is morally impermissible to mur-
der one’s nasty neighbor Max, even if it
is obvious that total happiness would be
greater without Max. Although these ob-
jections cannot be entirely defused, phi-
losophers have done a great deal to un-
dercut them. In his celebrated essay,
“Two Concepts of Rules” (1955), Rawls
pointed out that one must distinguish
questions about the design of institutions
from questions concerning the enforce-
ment of institutional norms. Even if mur-
dering Max would maximize utility, mur-
der is forbidden by law and custom, and
new laws and customs permitting murder
whenever one conscientiously believed
that doing so would maximize utility
would not be favored by a utilitarian (or
anybody else). Indeed Richard Hare
(1981) argues that one should distinguish
sharply between a critical level of moral
thinking (which is typically beyond hu-
man capacities) in which, like an archan-
gel, one considers all the consequences
of alternative actions, and an intuitive
level in which moral thinking is governed
by rough principles to which people have
strong emotional commitments. Hare ar-
gues persuasively that a utilitarian would
want individuals to develop the sort of
intuitions that would condemn even a
utility-maximizing murder. Further-
more, as Hardin (1988) points out, such
hypothetical examples usually presup-
pose knowledge that is simply unattain-
able. Utilitarianism remains unpalatable
to most people (though perhaps not to
most economists), but its difficulties are
not obviously greater than those of alter-
native ethical theories.

Traditionally, most consequentialist
ethical theories have offered very limited
construals of the goodness of conse-
quences. They have also imposed, im-

707

plicitly or explicitly, various kinds of neu-
trality constraints—for example, that the
evaluation of a state of affairs should be
independent of who is evaluating it or
of who has brought the state of affairs
about. Thus, for example, a utilitarian
should not care whether Desdemona was
run over by an ox-cart or stabbed by
Othello, except insofar as the causal
consequences of these ways of dying dif-
fer. _

As we noted earlier, Amartya Sen
(1982b, 1983a) has argued forcefully that
there is no conceptual reason why conse-
quentialist views have to be so abstemi-
ous. In principle, any feature that can
be embedded in a description of a state
of affairs can be an object of consequential
moral evaluation. Consequences can in-
clude such items as rights violations
(compare Section 3.1.2 above) and num-
bers and distribution of functionings
achieved by members of society. There
is similarly no conceptual difficulty in al-
lowing such evaluations to vary among
evaluators, so that Othello need not as-
sess Desdemona’s death from a neutral
point of view.

One reason this broadening of the no-
tion of consequentialism is important is
that some prominent nonutilitarian moral
theories have large consequentialist com-
ponents. John Rawls’ theory of justice,
for example, is concerned with selecting
that set of institutions which will maxi-
mize the achievement of equal basic lib-
erty and, subject to that constraint, maxi-
mize the primary goods of the least
well-off group in society—both of which
are perfectly well-defined consequential-
ist goals.

It is important to distinguish the con-
ceptual possibility of incorporating an ex-
tremely wide range of considerations in
a consequentialist view from the moral
question of what considerations belong
in a moral evaluation. It is, for example,
possible to define a consequentialist view
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in which murders that happen on Tues-
days are morally permissible, unlike
murders on other days. But it is morally
unacceptable to permit evaluations to be
sensitive to such arbitrary matters. The
objections to deontological views noted
by theorists as different as Kagan (1989)
and Scheffler (1982) might well also be
lodged against some extended forms of
consequentialism. 5

3.2.4 Contractualism. “Contractual-
ism” refers more to a method of arriving
at moral judgments than to a substantive
moral theory. The core idea of a contrac-
tual approach to morality is that an ac-
ceptable moral view for a society should,
in some sense, reflect an agreement
among the members of that society. The
appeal of this core idea derives partly
from the attractions of consent (James
Buchanan 1975)—that persons should be
bound only by what they have agreed
to—and partly from an appeal to rational-
ity—a morality that rational agents are
willing to agree to under the appropriate
circumstances is itself rational. It is useful
to follow Barry (1989) in distinguishing
two broad types of contractualist moral
theory, especially as it applies to theories
of justice. The first, exemplified by
Thomas Hobbes and Hume, tends to
identify rationality with self-interest and
agreement with the outcome of bargain-
ing, leading thus to a view of justice as
mutual advantage. The second, exem-
plified by Kant and Rousseau, tends to
identify rationality with the autonomous
pursuit of ends (which need not be self-
interested) and agreement with the out-
come of a shared pursuit of common prin-

% Sen (1977b, 1985c, 1986b) has proposed that
moral theories can be usefully classified and ap-
praised in terms of the kinds of information they
allow to count from a moral point of view. See also
Charles Beitz (1986). On the particular question of
whether different evaluators can legitimately come
to different moral evaluations depending on their po-
sition see Sen (1982b, 1983a), Regan (1983), Kagan
(1989), and Scheffler (1982).
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ciples, leading thus to a view of justice
as impartiality.5! Theories of both kinds
have found much use for economic rea-
soning.

Thus, an early and influential attempt
to formalize the notion of justice as im-
partiality came from Harsanyi's (1955)
and Vickrey’s (1945, 1960) independent
derivations of utilitarianism. They cap-
tured the notion of impartiality by asking
what moral principles rational agents
would agree to (a) if they were deprived
of knowledge of which people in society
they were and (b) if (as a consequence
of applying the principle of indifference)
they believed they were equally likely
to be anybody. People in this position,
it was argued, would maximize expected
utility by adopting the utilitarian princi-
ple for society as a whole: maximizing
the average welfare of its members.%?
Such a contractual approach leads natu-
rally to average utilitarianism—maximiz-
ing average welfare—rather than classical
utilitarianism—maximizing total wel-
fare.%3 The exercise involves deciding
how self-interested people would choose
in this hypothetical situation, but the de-
cision to conform one’s conduct to the
resulting principles -in real life is not to
be explained by self-interest: there is no

61 The differences are not perfectly sharp, as those
who see justice as mutual advantage also see their
principles of justice as impartial, while those who
regard justice as impartiality also see adherence to
their principles as mutually advantageous. But the
difference in emphasis is important enough to be
regarded as a difference in kind.

2 Though one might well wonder, as Gauthier
(1982) does, how agents are supposed to maximize
expected utility without knowing their preferences.

These versions of utilitarianism will differ in their
analysis of optimal population—with total utilitarians
wanting to increase population until the marginal
utility of another life is zero, while average utilitarians
stop where the average utility of a life is maximized.
The classical version is more naturally gotten not
from a contractual argument but the perspective of
a benevolent impartial spectator who sees utility,
pleasure, or desire satisfaction of individuals as the
only intrinsically valuable things in the world, and
therefore seeks to maximize them.
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claim that my interest is always best
served by maximizing the average
utility. %4

Since the classic articles by Harsanyi
and Vickrey, various refinements of and
objections to their stipulation of the ini-
tial situation in which impartial agree-
ment is to be reached have been put for-
ward. The most famous has been that of
John Rawls. Rawls argued that rational
actors behind a “veil of ignorance” about
their individual identities would not
choose utilitarianism. Rawls specifies the
conditions of the initial situation—and
the character of the actors in that situa-
tion—in more detail than Harsanyi and
Vickery do, and he makes two especially
important modifications. First, Rawls
suggests that agents behind the veil of
ignorance will choose among principles
that determine their life chances on the
basis of which will best secure the basic
means (primary goods) required to live
out any of a number of rational life plans.
Not knowing who they are nor what their
preferences are, they are not and cannot
be utility maximizers. Second, Rawls ar-
gues that rational actors in what he styles
“the original position” will not rely on
the principle of indifference, thus further
shortcircuiting the argument for utilitar-
ianism.

Rather than electing to maximize util-
ity, claims Rawls, actors subjected to the
radical uncertainty of the original posi-
tion, and aware of their fundamental in-

64 Scepticism about interpersonal comparisons
might lead a contractualist to stop short of average
utilitarianism, instead arguing that a rational person
in this situation would at least endorse the Pareto
principle. Some have tried to squeeze ‘a defense of
the “compensation principle” (roughly, attain all po-
tential Pareto improvements) on the (empirically du-
bious) grounds that in the long run gains and losses
from individual potential Pareto improvements will
tend to even out, so that everyone would rationally
agree to all such changes, in the absence of specific
knowledge of his or her own situation (Richard Posner
1979). See also Streeten (1953) for discussion of such
views.
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terest in securing the means to a decent
life, would adopt a “safety first” strategy
in agreeing to principles of justice. They
would seek first to safeguard their basic
political and personal liberties and then,
subject to that constraint, they would
judge basic social and economic institu-
tions according to their tendency to pro-
mote the interests of those least well off
in society. The motivation for this maxi-
min outlook is that it guards against the
unhappy accident of being a member of
that disadvantaged group.

In their full elaboration, Rawls’ princi-
ples of justice are:

First, each person is to have an equal right
to the most extensive basic liberty compatible
with a similar liberty for others. (1971, p. 60)

[Second] Social and economic inequalities are
to be arranged so that they are both (a) to the
greatest benefit of the least advantaged and (b)
attached to offices and positions open to all un-
der conditions of fair equality of opportunity.
(1971, p. 83)

In addition, Rawls specifies that the first
principle is, in social conditions such as
ours, lexically prior to the second. These
principles pose questions concerning the
relations between liberties and economic
welfare, concerning the role of market
vs. nonmarket institutions in allocating
goods, and concerning savings for future
generations. The “priority of liberty,” as
the first principle is sometimes labeled,
is not easy to capture in economic mod-
els, and the lexicographic ranking of this
principle is not the sort of thing econo-
mists find easy to swallow (but see Cooter
1989). However, part (a) of the second
principle—that society should maximize
the well-being of the least advantaged—
has an elegant formal interpretation as a
“maximin” standard. It implies that (sub-
ject to the first principle and part (b) of
the second principle) society should max-
imize the primary goods of the least well-
off. Although a focus on only this dimen-
sion of Rawls’ theory yields a somewhat
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distorted picture of Rawls’ actual view,
this “maximin” interpretation of Rawlsian
justice has led to some simple and valu-
able comparisons between Rawlsian and
utilitarian analyses of ideal economic ar-
rangements (for example, Edmund
Phelps 1973; Sidney Alexander 1974; and
Richard Musgrave 1974).

Both utilitarianism and Rawlsian jus-
tice as fairness provide substantial scope
for redistributive activity by govern-
ments to raise average welfare or to pro-
tect the least well off. This result is char-
acteristic of theories that emphasize
justice as impartiality. Notice, again, that
the argument is not that redistributive
taxation is in the interest of those who
must pay the taxes, but rather that tax-
payers should acknowledge that, 'ooked
at impartially, it is fair that they should
pay. What motivates people to support
such taxation is not, on this kind of ac-
count, rational self-interest, but some
form of moral concern.%®

Theories of justice as mutual advantage
give self-interest a larger role. The rules
of justice are conceived as the result of
rational bargaining among well-informed
and self-interested actors. Gauthier, for
example, argues that if we suppose that
such agents lack the means to make inter-
personal utility comparisons, then they
would agree to distribute the gains from
cooperation in accordance with a princi-

le of “minimax relative concession.”%®
Egauthier argues that this principle would
fairly distribute the gains from social in-
teraction relative to the situation that

8 Scanlon suggests that the basic motivation for
complying with: contractualist moral principles is a
desire to “justify one’s actions to others on grounds
that they could not reasonably reject—reasonably,
that is, given the desire to find principles which oth-
ers similarly motivated could not reasonably reject”
(1982, p. 116).

% This is the Kalai and Smorodinsky bargaining
solution, which is discussed below, page 722. In most
circumstances minimax relative concession coincides
with equal relative concession.
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would prevail in the absence of agree-
ment. As, in Gauthier’s view, this non-
agreement point would itself reflect sub-
stantial inequalities, which are largely
preserved in the just society (else it
would not be in everyone’s interest), the
scope for redistributive governmental
activities is substantially less than on
Rawlsian or utilitarian views.

Gauthier, like others who want to char-
acterize justice as the outcome of a mutu-
ally self-interest bargain, wishes to avoid
reliance on an independent moral moti-
vation in explaining people’s willingness
to comply with justice. The problem is
a challenging one, as the presence of
rules of justice creates a classic prisoners’
dilemma: even if you and I jointly benefit
from the rules, I will do still better if
you obey them and I violate them when
it suits me. Gauthier argues that, under
certain circumstances, it will be in my
rational self-interest to cultivate the kind
of character that will lead me to obey
the rules of justice, even if having that
kind of character sometimes robs me of
opportunities to free-ride. It is crucial
to this solution that other members of
society be able to detect, often enough,
what kind of character I have, and to re-
ward or punish me suitably, in terms of
their willingness to interact with me, de-
pending on what they discern. The issue
here—of when it may be self-interestedly
rational to cultivate dispositions that in-
terfere with acting on self-interest—has
received valuable treatment from econo-
mists (Akerlof 1983 and Frank 1988).

From a somewhat different perspec-
tive, James Buchanan and his collabora-
tors argue that, as an empirical matter,
self-interested agents who are concerned
about “constitutional” choices—choices
involved in setting the general rules of
the game—face so many uncertainties
that they might as well be behind Rawls’
veil of ignorance. Because the gains from
constitutional design may be very large,
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self-interested agents should be con-
cerned about such problems, and they
thus have reason to step behind “the veil
of uncertainty” (as Geoffrey Brennan and
James Buchanan 1985 style it). But in
Buchanan’s view rational agents behind
the veil of uncertainty will be much more
cautious about redistribution, because
they will model both economic and politi-
cal behavior as self-interested. They will
make this assumption partly on grounds
of realism and partly on the Humean
grounds that in designing constitutions
“every man ought to be supposed a
knave” (quoted in Brennan and J. Bu-
chanan 1985, p. 59). Thus, even suppos-
ing that redistribution of market incomes
toward the poor is desirable, it it not ob-
vious that political institutions such as
majoritarian democracy will produce
such redistribution (Brennan and J. Bu-
chanan 1985). Given the vagaries of poli-
tics, individuals adopting a constitutional
perspective would not want to leave re-
distribution to the discretion of self-inter-
ested politicians. If they favor equalizing
measures at all, they may prefer to em-
bed particular distributive rules, say a
negative income tax financed by a flat
rate tax, directly into the constitution.
Such constitutional distributive rules
should not in fact be considered redis-
tributive, as they would figure into the
underlying definition of property rights.

The general idea that moral principles
or social norms can be usefully inter-
preted as the outcome of self-interested
bargains is receiving wide attention.
Along with Gauthier and James Bu-
chanan, Jean Hampton (1986) and Greg-
ory Kavka (1986) have outlined general
theories of justice that adopt this
Hobbesian starting point. The same gen-
eral idea has also been employed to con-
sider what sorts of detailed rules or con-
ventions would become established
among agents in various relations to one
another. Thus Andrew Schotter (1981),

Sugden (1986), and Michael Taylor (1987)
consider the recurrent problems of coor-
dination and conflict individuals face and
the sorts of institutions and conventions
they will come to accept to resolve them.
Ken Binmore (1990) argues that imper-
fectly rational agents will be led to a utili-
tarian solution to recurrent bargaining
problems. This sort of disaggregative
contractualism places heavy demands on
the tools of game theory (see Section 4.2
below). Its findings may have both ex-
planatory and normative force.

Even economists who are not inter-
ested in the foundational questions raised
by contractarian theories of justice are
likely to be interested in the implications
for economic policy and institutions of
competing contractarian views. There
has been considerable interest in recent
years in working out the implications for
tax policy of alternative versions of both
Rawlsian and utilitarian distributive prin-
ciples (James Mirrlees 1976; Phelps 1973;
Atkinson and Joseph Stiglitz 1980, chs.
12, 13, and 14). The brand of contrac-
tarian argument advanced by James Bu-
chanan (and having its origin in J. Bu-
chanan and Gordon Tullock 1962) has
encouraged analytical work in more of a
“political economy” vein, involving ef-
forts to work out the equilibrium behav-
ior of alternative constitutional regimes
under the assumption that actors are self-
interested in both politics and econom-
ics (see Brennan and J. Buchanan 1985,

ch. 8).
3.3 Concluding Words on Evaluation

Few economists can avoid ever mak-
ing appraisals of economic outcomes or
institutions, and in making such apprais-
als they unavoidably rely on some moral
philosophy. The most obvious strategy
for economists to employ is to rely on
the most robust and least controversial
moral premises that they can. For many
purposes this strategy is a good one, al-
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though economists’ perceptions of what
is uncontroversial and what is not may
be skewed by their theoretical commit-
ments. But for those economists with a
deep concern with evaluation, this policy
of laying as few hostages as possible to
the vicissitudes of arguments in moral
philosophy is bound to be unsatisfying.
Very little in ethics is completely un-
controversial, and very little can be said
about economics that relies on only
uncontroversial moral premises. Econo-
mists concerned with evaluation are go-
ing to have to get their feet wet in the
swamps of moral philosophy. We've tried
to provide a rough map of the terrain,
but we make no guarantees that those
who venture in will not find some sur-
prises. It’s tough and tangled territory.

4. Technical Aspects of Applied Moral
Theory

Over the last four decades economists
and decision theorists have made exciting
progress in the development of formal
characterizations of individual and social
choice, strategic interactions, and related
concepts. A good deal of this work seems
to be linked to moral philosophy. Formal
models of rationality and game theoretic
studies of incentives hold out the hope
of superseding the ancient puzzles con-
cerning the relations between morality,
rationality, and self-interest. Concepts of
“fair” or envy-free allocations, discussed
in Section 3.1.3 above, facilitate the artic-
ulation and evaluation of egalitarianism.
Solution concepts in game theory may
enrich the contractarian perspective that
morality arises from or can be justified
in terms of agreement. Formal work in
social choice theory tests the consistency
of traditional principles concerning how
social policies should respond to individ-
ual interests and respect individual
rights. We face an embarrassment of
riches and can only offer a highly selec-
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tive survey of relations between a few
of these developments and moral philos-

ophy.
4.1 Social Choice Theory

Social choice theory grew out of
Abram Bergson’s (1938) and Samuelson’s
(1947) formulations of the “social welfare
function,” and was given its decisive for-
mulation by Arrow in his Social Choice
and Individual Values (1951). Social
choice theory has had a major impact on
the way economists conceive normative
problems and on contemporary moral
philosophy as well. However, the inter-
pretation of theorems in social choice,
and even the definition of the subject,
have been elusive and controversial.

As Sen (1986a) has suggested, social
choice theory might be defined either
by its approaches or by its subject matter.
Sen defines its subject matter as follows:
“Social choice problems arise in aggre-
gating the interests, or preferences, or
judgments, or views, of different persons
(or groups) in a particular society” (1986a,
p- 214). Because aggregating interests
and resolving conflicts is central to moral
philosophy, a large part of the subject
matter of social choice theory is moral
philosophy. But the methods of social
choice theory are distinctively formal and
axiomatic. Most works in social choice
theory are devoted to proving theorems.

Although one might usefully regard so-
cial choice theory, as Sen suggests, as
the union of its subject matter and ap-
proach, what most people think of as so-
cial choice theory is the intersection: the
proof and interpretation of theorems con-
cerning the social aggregation of prefer-
ences, judgments, and interests. The
relevance of social choice theorems to
morality depends on exactly which atti-
tudes or judgments are being aggre-
gated, and for what purpose. Sen has
hopefully distinguished two broad pur-
poses of aggregation, namely deciding
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and evaluating. Thus, one might want
an aggregation mechanism for deciding
which movie a group of people was going
to see, and also an aggregation mecha-
nism for determining which among a set
of movies the group has seen was best,
from an aesthetic, moral, political, or
comic point of view. The criteria for judg-
ing whether a mechanism was good from
the first point of view might be very dif-
ferent from those that should govern in
the latter context.®” For example, it
seems more imperative for social evalua-
tions than for social decisions to be tran-
sitive, while the Pareto principle is more
compelling for social decisions (Broome
1989).

As the movie example suggests, what
is being aggregated also differs among
cases. Sen distinguishes among “inter-
ests, preferences, judgments, and views”
as objects of aggregation exercises. No
doubt this list could be extended to other
items including capabilities, resource en-
dowments, and so on. Any of these prop-
erties of individuals might be aggregated
either for purposes of arriving at a social
decision or an evaluative judgment. A
good deal of the social choice literature
treats the items to be aggregated as pref-
erences.

Insofar as social choice theory attempts
to provide a social evaluation based on
profiles of individual welfare, it is a
branch of moral philosophy, and its theo-
rems can reveal to moral philosophers
ambiguities or hidden implications of ac-
cepted principles. A simple illustration
of an interest-aggregation mechanism
based on a normative principle is a utili-
tarian social welfare function, which de-

57 Decisions and evaluative judgments are obvi-
ously related, but they are identical only on the
strong assumption that the operative decision rule
is always to choose the best alternative according to
the given evaluative standard. But there can be more
than one evaluative standard, and decision rules may
have procedural virtues.

fines the socially best outcome as that
which maximizes the sum of individual
utilities (Where the appropriate measure
of individual utility may differ among dif-
ferent versions of utilitarianism). It is im-
portant to be clear on the point that what
is involved here is not an attempt to ag-
gregate individual normative judgments
about what is socially best into a social
judgment; rather utilitarianism presup-
poses the judgment that the best state
is that which maximizes aggregate
utility.

Moral reasoning has crucial roles in ap-
praising particular social choice theo-
rems. The most obvious role involves the
assessment of the axioms. Do they ex-
press plausible normative principles? But
moral presuppositions can also be em-
bodied in subtler features of a formal set-
up. For example, treating the relation
between profiles of individual prefer-
ences and social choices as a function im-
plies the uniqueness of social choice.
Furthermore, one’s moral scrutiny need
not be limited to individual features of
the formal system. One can question
whether a particular aggregation mecha-
nism as a whole is a morally justifiable
way of arriving at either a decision or
an evaluative judgment. One may, for
example, object to a process for aggregat-
ing interests for purposes of decision
making as unfair, perhaps because of the
way it responds to minority interests.
And one may object to a process for ag-
gregating individual normative judg-
ments into a collective judgment because
it is unwise, in that it fails to respond to
the quality of the arguments supporting
a particular judgment. Finally, moral
reasoning may also enter into the scru-

% What if individuals get satisfaction from having
their view of justice or of moral goodness prevail?
Coherent and plausible versions of utilitarianism are
unlikely to allow the measure of individual utility
that goes into the social welfare function to be defined
so broadly.
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tiny of the individual objects that are fed
into the aggregation mechanism. We re-
viewed earlier the likelihood that indi-
vidual preferences may need to be “laun-
dered” before becoming suitable objects
to be accorded moral weight, and some
similar process might be applied on
moral grounds to interests, views, or
judgments. One might, for example,
want to make sure that the informational
basis of these items was adequate.

If the axioms and formal set-up pass
preliminary scrutiny, one can reverse the
order of dependence and argue from the
results of social choice theory to moral
conclusions. Proofs are, after all, argu-
ments. And if the axioms of a particular
social theory are morally correct and the
proof is valid, then the theorem must
be morally correct as well. Axiomatic ar-
guments of this kind have been proposed
for ethical conclusions as different as util-
itarianism (Fleming 1952; Harsanyi 1955;
Vickrey 1945, 1960), “leximin” utility
(Steven Strasnick 1976; d’Aspremont and
Gevers 1977, Hammond 1976b), and
welfare egalitarianism (Roemer 1988).
Harsanyi, for example, demonstrates that
if (1) personal anid moral preferences sat-
isfy the axioms of expected utility theory,
(2) the preferences of different people are
treated symmetrically, and (3) the Pareto
principle is satisfied, then social choice
must be utilitarian.®®

Although a good deal of social choice
theory seems to consist of formal argu-
ments for moral principles, we doubt that

% For a recent challenge to the cogency of this
interpretation of Harsanyi's theorem, see John Wey-
mark (1991). Among other difficulties, the cardinal
representation theorem (p. 681 above) only says that
preferences satisfying the axioms may be represented
by a cardinal utility function, U, with the expected
utility property. The preferences may also—and ap-
parently equally well—be represented by a utility
function such as U3, which does not possess the ex-
pected utility property. Harsanyi needs to explain
why the representation that yields cardinal expected
utilities is the right one to use for ethical compari-
sons.

this is the best way to appreciate this
work. Logically valid arguments only
show that one cannot both accept all their
premises and reject any of their conclu-
sions. If one is convinced of the correct-

- ness of the premises, they can persuade

one to accept the conclusions, but it is
equally true that if one is convinced of
the incorrectness of the conclusions, one
will have reason to doubt the premises.
As Kotaro Suzumura (1983, p. 3) quotes
Samuelson (1977, p. 85): “the classic
phrase ‘by their fruit must ye know them’
applies above all to axiom systems.” In
general, our confidence in the axioms will
derive both from how reasonable they
seem to be in their own right and from
our sense of the reasonableness and
moral attractiveness of the theorems they
lead to. If the axioms are shown to entail
a moral conclusion that we find disturb-
ing, we will be motivated to scrutinize
them more closely, as well as to reflect
on whether our negative reaction is really
justified.

We suspect that the most important
role of purported demonstrations of
moral principles by social choice theo-
rists has been to reveal the ambiguities
and difficulties in apparently plausible
moral principles. These ambiguities and
difficulties have been highlighted even
more conclusively by demonstrations
that sets of plausible principles may be
logically inconsistent. Arrow’s General
Possibility Theorem is the most famous
of these demonstrations. Arrow showed
that there is no possible method of aggre-
gating individual rankings of social alter-
natives that meets certain apparently in-
nocuous criteria. Exactly what moral
lessons should be drawn from this cele-
brated theorem is not however easy to
say.

Much depends on how the individual
rankings are interpreted. One possibility
is to take the rankings as showing how
social alternatives affect individual wel-


Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight


Hausman and McPherson: Taking Ethics Seriously

fare levels. Then what Arrow shows is
that individual ordinal rankings cannot
provide an acceptable basis for reconcil-
ing conflicts among individual interests
or for making decisions about how wel-
fare should be distributed. But as Sen
has observed, this failure is not particu-
larly surprising, because individual ordi-
nal rankings provide little information
concerning the relative importance of
different interests. If interpersonal com-
parisons of preference intensity are per-
mitted, or if nonpreference information
(say on comparative income or resource
levels) is permitted, the impossibility re-
sult may no longer hold (Sen 1970a, chs.
7, 8). .

A different interpretation is that indi-
vidual rankings reflect individual judg-
ments about what is best for society to
do. We might take these to be individu-
als’ moral judgments over social alterna-
tives. It seems less appropriate than in
the case of interest aggregation to avoid
the Arrow problem by introducing some
kind of interpersonal comparison—in
particular, it is not clear that the intensity
with which a person holds a certain view
should necessarily add to its weight in
social judgment or decision making.
What the Arrow theorem then tells us
is that no acceptable scheme for aggregat-
ing these individual moral judgments will
produce a consistent set of judgments for
the community as a whole. Here again
the result is not really surprising, when
it is remembered that one of Arrow’s con-
ditions is that an aggregation scheme
must work for all possible preference pro-
files. The theorem then says that no ag-
gregation scheme can produce a consis-
tent set of moral judgments over the
social alternatives facing a society, no
matter what individuals’ moral judg-
ments are. The Arrow conditions do not
allow any sets of moral rankings to be
ruled out as improper, and they do not
allow for any modification of individual

715

moral views in response to discussion.”™
When constraints such as “single-
peakedness” are imposed on preference
profiles, the impossibility results no
longer hold. Arrow’s general possibility
theorem does not, then, undercut such
familiar practices in making moral judg-
ments on public matters as weighing the
importance of competing interests or de-
liberating over the persuasiveness of par-
ticular people’s moral judgments and ar-
guments (and Arrow has never suggested
otherwise).

Sen’s remarkable “Paretian liberal”
paradox arguably has even more bearing
on issues of social morality than Arrow’s
impossibility result. Sen showed that an
apparently weak necessary condition of
respecting individual liberty—that two
individuals each be decisive over their
own single pair of alternatives, which dif-
fer only with respect to some purely pri-
vate matter—is incompatible with the
achievement of Pareto optimality when
people hold certain plausible rankings of
social alternatives (Sen 1970b, 1976a,
1983b, and 1986a). His motivating exam-
ple is one in which each of two people
is acknowledged to have the right to read
or not to read any given book and the
two have conflicting preferences about
what the other should do in regard to
an erotic novel. The lewd would most
like that both he and his counterpart,
the prude, read Lady Chatterley’s Lover.
If only one should read it, however,
Lewd wishes it to be his prudish friend,
because it would loosen him up. Prude
would best prefer the book not be read
at all, but would rather read it himself
than further his friend’s corruption.
Plainly, the Pareto-preferred solution is
for Prude to read the book, but the exer-

™ For criticisms of this conception of politics and
advocacy of more deliberative views of democratic
decision, see Joshua Cohen (1986, 1989), Jules Cole-
man and John Ferejohn (1986), Elster (1986), and
David Estlund (1990).
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it.

Allan Gibbard pointed out that if one
strengthens Sen’s minimal liberty condi-
tion to permit two individuals to be deci-
sive over all pairs of alternatives that only
differ with respect to purely personal
matters, then certain combinations of
preferences will rule out the possibility
of any social choice, regardless of ques-
tions of Pareto optimality. In Gibbard’s
example of the nonconformist and Mrs.
Grundy (1974, p. 389), the nonconfor-
mist wants his bedroom walls to be a dif-
ferent color from Mrs Grundy’s, while
she wants her bedroom walls to be the
same color as the nonconformist’s. If each
is decisive over social alternatives that
differ only with regard to the color of
his or her bedroom walls, every possible
outcome will be vetoed by somebody.

In interpreting the significance of Sen’s
result, and of the extensive response to
it, it is worth noting that both the exam-
ple and the theorem are aimed only at
one type of liberty, namely personal lib-
erty over “private” matters (Jonathan Ri-
ley 1989, 1990). One essential feature
that generates the paradox is then the
fact that people are assumed to have pref-
erences over outcomes that properly—
according to the liberty principle—be-
long in someone else’s protected sphere.
Indeed, Julian Blau (1975) shows that
Sen’s paradox does not arise in the two-
person case unless at least one person
has “meddlesome” preferences in a tech-
nically defined sense. The Pareto princi-
ple, as applied in this context, treats
these preferences on a par with person-
ally oriented ones.

A number of responses to the paradox
have attempted to dissolve it by introduc-
ing devices that modify the libertarian
rights so as to preserve the Pareto princi-
ple in the face of these “nosy” prefer-
ences. Blau (1975) has proposed, for ex-
ample, that libertarian rights should only
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ise of rights will result in Lewd reading

hold for a particular person when others’
preferences over the outcomes within
that person’s “protected sphere” are not
too strong. Gibbard (1974), Nozick
(1974), Peter Gardenfors (1981), Sugden
(1985), and Wulf Gaertner, Prasanta Pat-
tanaik, and Suzumura (forthcoming) have
all argued that the paradox arises from
a misconstrual of rights. To have a pri-
vacy right is to have a certain freedom
to do as one pleases, not to be decisive
over social choices. Rights should be
modeled as “game forms” (Gibbard 1974)
rather than as a constraint on social
choices. I have a right to determine the
color of my walls if certain strategies are
open to me. The fact that Mrs. Grundy
will copy me is no violation of my rights.
The game-form construal of rights would
not only dissolve Gibbard’s paradox, but
it would permit individuals to enter into
trades or contracts that allow them to ar-
rive at Pareto optima. In the Prude/Lewd
example, Prude might contract to read
the book on condition that Lewd doesn’t.
Such optima may not be reached because
of imperfect information and transaction
costs, but the general incompatibility be-
tween liberty and efficiency would dis-
solve.

But there would be serious enforce-
ment problems, for as Riley has shown
(1989; see also Kaushik Basu 1984), in
games corresponding to the social choice
problems in which there is a clash be-
tween rights and Pareto optimality, the
outcomes that respect rights will not be
Nash equilibria (see footnotes 73 and 77
below). As Sen notes, there are questions
whether such contracts or their enforce-
ment is morally desirable, particularly
because enforcement would require
close supervision of what are agreed to
be private matters. And, as Sen (unpubl-
ished) argues, the game-form interpreta-
tion of rights may be too weak. It is hard
to see how any system of rights that pro-
vided genuine protection to individual


Edward
Highlight

Edward
comment
Lewd only reading the book is not Pareto Optimal (efficient) because switching from Lewd reading the book to Prude reading the book makes both of them better off. 

Edward
comment
Given the liberty (right) to choose whether to read the book, Lewd chooses to read it, and Prude chooses not to read it. 

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight


Hausman and McPherson: Taking Ethics Seriously 717

liberty could fail to satisfy Sen’s minimal
liberty condition—to make at least two
individuals decisive over a single sepa-
rate pair of social alternatives. The moral
of the story in Sen’s view is that norma-
tive social policy cannot be based only
on preferences.

The other obvious direction to look for
resolution of the liberal paradox is
through relaxation of the Pareto princi-
ple. There is no evident moral require-
ment that preferences regarding other
people’s private activities should be ac-
corded the same moral importance as
those regarding one’s own activities or
public matters.” Indeed, acknowledge-
ment of a private sphere of activity for
a person creates a presumption that those
preferences should receive less weight.
Other moral arguments have been of-
fered for discounting other-regarding
preferences in making public decisions
(Ronald Dworkin 1977, ch. 12). It does
not follow from these doubts about the
Pareto principle that nosy preferences
should be ignored entirely, nor that a
simple formula can determine the weight
they should receive in every case. But
Sen’s paradox does underscore the im-
portance of permitting other things be-
sides preferences to count. In particular,
one may want to examine the motivation
behind preferences in deciding on the
role they should play in social decisions
and moral judgments—a point we have
noticed elsewhere in this essay.

What do examples such as the Arrow
and Sen paradoxes, and the proofs of al-
ternative moral systems from sets of axi-
oms tell us about the fruitfulness of social
choice theory in illuminating moral is-
sues? While its subject matter—the
problem of assembling individual judg-
ments or interests into social evalua-
tions—is unavoidable, the axiomatic ap-

7L For other grounds to question the ethical appeal
of the Pareto principle, see Section 3.2.1 above.

proach which has characterized most
work on social choice theory leaves us
more ambivalent.

It is clear that the precision of formula-
tion and the rigor in argument induced
by the formal approach can lead to impor-
tant clarifications, and can stimulate a
new awareness of the depth of prob-
lems—as the literature on the liberal par-
adox shows. At the same time, the ab-
stractness of these methods has pitfalls.
To quote Sen: “Arrow was undoubtedly
right in saying that ‘one of the great ad-
vantages of abstract postulational meth-
ods is the fact that the same system may
be given several different interpreta-
tions, permitting a considerable saving
of time  (Arrow 1951, p. 87). But that
probably is also one of the great disad-
vantages of these methods” (Sen 1977c,
p- 190). Considerable confusion has been
generated, particularly in discussions of
the Arrow theorem, by a failure to distin-
guish among alternative interpretations
of both the objects being aggregated and
the purposes of aggregation. It is difficult
to spend much time with the social
choice literature without becoming
aware of the disparity between the large
amount of attention lavished on the der-
ivation of theorems and the small amount
devoted to interpretation of the assump-
tions and of the point of the exercises.
Unless guided by ethical sophistication,
social choice theory can degenerate into
empty formal exercises. But it would be
unfair to single out social choice theorists
for blame. Moral philosophers ought to
be more involved with this work, too.
For if formalizations of plausible moral
principles lead to inconsistencies or to
unacceptable conclusions, then those
moral principles may need revamping.

4.2 Game Theory

Game theory is concerned with stra-
tegic interactions among individuals who
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are to some extent rational. An interac-
tion among individuals is strategic if the
choices of some individuals depend on
the choices of others. Most game theory
employs standard conceptions of rational-
ity.

There is almost an unlimited variety
of strategic environments in which indi-
viduals can interact. To make the prob-
lems formally tractable, game theorists
typically suppose that the only relevant
properties of individual strategies’™ are
(a) their causal consequences for the plays
made by others and (b) the utilities of
the outcomes of different combinations
of strategies—the “payoff structure.” In
game theory the players come with a
knowledge of what the possible strategies
are and at least a probability distribution
over the possible utility consequences.
Much of game theory also includes a
“common knowledge” assumption—that
players know what others know, includ-
ing that others know that they have this
knowledge, and so on.

Most game theory is not addressed to
moral questions, and moral philosophy
is less directly relevant to the scrutiny
of particular axiom systems than it was
in social choice theory. But moral ques-
tions concerning prudence, benevo-
lence, and justice remain relevant. Not
only does most game theory specify the
values and choices of agents in terms of
preference satisfaction, but game theo-
retic analyses of social interactions carry
an implicit commitment to a highly con-
testable set of answers to some of the
deepest questions in normative social
and political philosophy—to the view
that the only (and hence the proper) per-
spective for individuals to adopt in their
social interactions is individual maximiza-
tion. This perspective does not rule out

72 A strategy is a complete recipe for how a player
will respond to any possible sequence of eventualities
in the game.
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altruism or sympathy, and it need not
in principle rule out “commitment” (p.
688 above), but it does rule out a collec-
tive perspective, a perspective that con-
siders what we should do and what the
consequences will be for us. And it has
been argued that such a collective per-
spective is essential to the very notion
of social interaction (Margaret Gilbert
1990) and to the explanation for why real
individuals play simple games so differ-
ently than game theory would prescribe
and predict (Robyn Dawes, Alphons van
de Kragt, and John Orbell 1990; see also
Hurley 1989, p. 145 and Regan 1980,
ch. 8).

The relevance of game theory to moral
philosophy is most obvious in normative
applications of game theory to determine
the “right” or “best” solution to problems
of strategic interaction.”® But positive ap-
plications of game theory to determine
how more or less rational individuals will
solve strategic problems may also be
morally relevant. Because contractarians
believe that what is morally right is what
rational agents would agree to under ap-
propriate circumstances, and game the-
ory may determine the content of such
agreements, game theory may have a role
in determining what is morally right. We
shall shortly see how David Gauthier em-
ploys game theory to argue for principles
of justice, and as mentioned before (p.
711) game theory is central in attempts
to see specific moral principles as solu-
tions to detailed interaction problems.
Game theory also bears on the question
of the compatibility between the dictates

73 Work in game theory is also a crucial adjunct
to social choice theory, for even if there are solutions
to the problems of aggregation with which social
choice theory is concerned, there are important ques-
tions to be asked about how such solutions can be
attained (Dasgupta, Hammond, and Eric Maskin
1979; Bezalel Peleg 1984). Indeed, as we noted
briefly above in discussing Sen’s paradox, many of
the aggregation problems translate into difficulties
concerning the solutions of games (Maskin 1985).
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of individual rationality and the demands
of morality.

Human flourishing requires social co-
operation, but, as philosophers have long
recognized, such cooperation is proble-
matic. In Hobbes’ state of nature, where
there is little cooperation, “the life of
man [is] solitary, poor, nasty, brutish,
and short” (1651, p. 107). The theory of
games is particularly relevant to moral
philosophy in its revelation of the sorts
of interaction problems with which moral
principles have to deal.” Suppose that
individuals J and K each have a choice
of two actions, A and B, and that J's and
K’s utilities are as follows:

K
A B
A 33 0,4
J
B 40 2,2

In this case, J and K have a dominant
strategy: to play B, and one has a prison-
ers’ dilemma game. Each pursuing what
is best for himself or herself results in a
suboptimal outcome. Prisoners’ dilem-
mas have proven to be not only a particu-
larly salient way of representing prob-
lems of social cooperation, free-riding,
and public goods provision, but they
have also been a fruitful tool for formulat-
ing problems concerning moral coopera-
tion. For example, Derek Parfit (1979)
has argued that the underlying prisoners’
dilemma structure arises not only in con-
trasting moral to self-interested action,

7 For example, Hardin (1988) argues that an ap-
preciation of the difficulties of strategic interaction
throws a wrench into both simple applications and
criticisms of utilitarianism. A sophisticated utilitarian-
ism that recognizes these problems may be able to
defend certain constellations of rights assignments
as devices to simplify strategic interactions and to
avoid suboptimal outcomes.
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but also within the structure of moral
thought itself. Each mother trying to save
her own child from drowning in a beach
accident, for example, may do less well
than all would do if they cooperated in
saving all the children. The collectively
self-defeating character of moral commit-
ments that are subject to this problem
(like the paradoxes of humanitarianism
discussed above, p. 677) is disturbing,
and one might want to require that ac-
ceptable moral views not be collectively
self-defeating. But many familiar moral
maxims seem to fail in just this way.

Not all problems of social interaction
have the structure of a prisoners’ di-
lemma. There are also pure coordination
problems (David Lewis 1969; Schelling
1978), such as determining which side
of the road to drive on. These problems
are easier in the sense that they may have
self-enforcing solutions that can arise
spontaneously. But they also have less
bearing on moral problems, in which
there are conflicts of interest to resolve.
Conflicts of interest, however, are not
always prisoners’ dilemmas (Michael
Taylor 1987, ch. 2; Hampton 1987; Har-
din 1982). For example, suppose that J's
and K’s utilities are as follows:

K
A B
A 4,4 0,2
J
B 2,0 1,1

For example, J and K might both want
to do their part toward providing some
collective good that requires both their
efforts. One has here an “Assurance
Problem” (Sen 1967; 1973b, pp. 96-99),
in which the obstacles in the way of social
cooperation are slighter than in a prison-
ers’ dilemma and in which the prospects
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for reconciling individual rationality and
social optimality are much brighter. In
fact, one strategy for coping with the so-
cial consequences of prisoners’ dilemmas
is to convert them into assurance prob-
lems by changing either incentives or
personal motivations.

Suppose instead that the utilities look
like this:

K
A B
A 33 2,4
J
B 42 0,0

As in the assurance game J and K have
no dominant strategy, but now they
prefer to play A if and only if the other
plays B. This game of “chicken” can arise
easily when, for example, conflicts over
possessions are costly. Both J and K
might like the same fishing ground all
to themselves. But sharing is better than
ceding the fishing ground to the other,
and fighting is worst of all. In such
games, cooperation may be individually
rational, particularly if, as Sugden (1986)
has argued, the positions of the interac-
tors are not fully symmetrical, so that
conventions can arise directing those
who occupy different positions to play
different strategies. Property rights
might be regarded as just such conven-
tions, although they have of course been
shaped by explicit legislation.

Indeed even a prisoners’ dilemma
structure of interactions need not pre-
vent self-interested rational agents from
cooperating if the interactions are iter-
ated. Suppose that players in a prisoners’
dilemma game are likely to play again.
Defection is no longer a dominant strat-
egy, as the ersatz cooperation of these
entirely self-interested agents can elicit

like cooperation from others. Though the
formal analysis of repeated games is com-
plex (Michael Taylor 1987, ch. 3, 4), com-
puter simulations have shown that simple
strategies such as “tit-for-tat” (cooperate
on the first move, then do whatever one’s
opponent did on the previous move do
well against a wide range of alternatives
(Robert Axelrod 1984). Indeed, provided
that the probability of repeated play is
high enough, a small group of individuals
who play tit-for-tat can “invade” a popu-
lation of players who defect on every
move and, if “survival” depends on suc-
cess, eventually drive those who always
defect to extinction.” So cooperation can
evolve among rational self-interested
agents, and one might be tempted to re-
gard much of morality as the conven-
tional outcome of iterated games with
various structures.

But one may question how useful game
theory really is for the purposes of moral
philosophy. Not only are there legitimate
concerns about the assumption of com-
mon knowledge, but the use of game the-
ory to address ethical questions also runs
afoul of Sen’s critique of welfarism—of
the reliance on nothing but information
about the utilities . of outcomes. Game
theory is not strictly welfarist, for non-
preference information determines what
the possible strategies are and what their
utility consequences will be. But one
might reasonably say that it is quasi-
welfarist, for other ethically relevant fac-
tors—rights, capabilities, needs, and rea-
sons—make no explicit appearance, and
their role is heavily truncated (Roemer
1986a). For example, if the strategic
problem is to distribute some set of com-
modities, then the solution will be the

75 Tit-for-tat is in these circumstances an evolution-
arily stable strategy. The biological terminology is
not merely metaphor. Animal traits and behavior can
be regarded as strategies, and game theory can be
agpli)ed to the study of evolution. See Axelrod (1984,
ch. 5).
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same regardless of what the commodities
are, if the feasible allocations and utility
functions are the same. But people’s
judgments about just distributions de-
pend on what the goods to be distributed
are, and, as we shall see below the out-
comes reached in experimental tests of
bargaining theory depend on nonwelfar-
ist information.”®

Ethical applications of game theory are
also going to be precarious, because
game theory itself is in turmoil. If contro-
versy simmers in the theory of rational
choice in circumstances of uncertainty,
it boils in game theory. Not only are
there the problems involved in incorpo-
rating imperfect knowledge and imper-
fect rationality, but there is disagreement
about what solution concepts are appro-
priate, even in circumstances of perfect
knowledge and rationality. The tradi-
tional solution concept for noncoopera-
tive game theory is the Nash equilib-
rium.”” Most game theorists (for one
exception, see Giacomo Bonnano 1991)
would continue to hold that it is a reason-
able necessary condition that solutions
should be Nash equilibria. But it is not
a sufficient condition: not all Nash equi-
libria are rational solutions (Reinhart Sel-
ten 1975). But there is no agreement on
what stronger solution concepts to ac-
cept.

Furthermore, standard game theory
has paradoxical implications. In a finitely
iterated prisoners’ dilemma game with
a known number of iterations, the so-
called backwards-induction argument ap-
parently demonstrates that the uniquely
rational strategy is defection on every

" Indeed Menachem Yaari and Maja Bar Hillel
(1984) show that people have different ethical views
about how to distribute avocados and grapefruits de-
pending on whether they are told that the fruits are
wanted for their taste or for their vitamins.

7 A set of strategies is a Nash ethbnum if each
strategy is a best reply to the others—that is, if no
one can benefit by playing some other strategy given
. the strategies of others.

move. Real people do not play this way,
and they wind up doing much better than
if they played this purportedly uniquely
rational strategy. The practical irrele-
vance of the backward induction argu-
ment may conceivably be explained by
uncertainty about the number of plays
parties will be engaged in. But experi-
ments show that if individuals are permit-
ted to form personal connections (which
do not, however, involve any promises
or contractual arrangements concerning
their play), then they typically cooperate
even in a one-shot prisoners’ dilemma
game (Dawes, van de Kragt, and Orbell
1990). The backwards induction argu-
ment is also itself puzzling, because it
relies on apparently inconsistent coun-
terfactual reasoning. Given common
knowledge of perfect rationality, one is
supposed to consider how an opponent
would behave in a counterfactual situa-
tion that could not be reached by per-
fectly rational players with common
knowledge of their perfect rationality
(David Kreps et al. 1982; David Kreps
and Robert Wilson 1982; Binmore 1987,
1988; Cristina Bicchieri 1988, 1990;
Philip Pettit and Sugden 1989; Bonnano
1991). Most of game theory is currently
too controversial to permit drawing ethi-
cal implications with any confidence.
Let us focus on one sort of game the-
ory, which is subject to controversies of
its own, but which has been applied to
ethical issues: two-person cooperative
bargaining theory. In John Nash’s classic
analysis, the two parties are supposed to
have cardinal and interpersonally non-
comparable utilities. The bargaining
problem is to select a point from a closed
convex set, S, of utility outcomes, con-
taining a threat point, d, consisting of
the utilities the two-individuals receive
if no bargain is reached. Nash proved
that if the solution to the bargaining
problem satisfies four explicit conditions
(Pareto optimality, symmetry, indepen-
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dence of irrelevant alternatives, and in-
dependence of positive linear utility
transformations), then the solution maxi-
mizes the product of the utility gains
from bargaining.”® Although the Nash so-
lution has many defenders, it has awk-
ward consequences, for if the feasible set
of utility outcomes expands in person A’s
favor, the result may be that person A
will get less than before (Elster 1989a,
p. 66). The Nash solution may also be
morally objectionable in the extent to
which it disadvantages the poor and risk
averse.

A further problem is that, in empirical
studies, the bargains individuals reach
systematically diverge from the Nash so-
lution, even when both individuals have
perfect knowledge of their utility func-
tions. In so-called binary lottery games,
individuals bargain over the distribution
of lottery tickets. Because the utility
functions are not interpersonally compa-
rable, one can stipulate that each individ-
ual’s utility is zero when he or she has
no tickets—that is, no probability of win-
ning—and that the utility for each of win-
ning the prize is 1. The utility of each
player then equals the percentage of the
lottery tickets each has. The Nash solu-
tion (this is the Kalai and Smorodinsky
solution, too) is a fifty-fifty split of the
lottery tickets. This is true regardless of
whether the prizes the individuals can
win are the same. When the prizes differ,
the actual solutions to the bargaining
games are bimodal with both the Nash
solution and the solution that equalizes
monetary returns as the two modes (Al-
vin Roth and Michael Malouf 1979).
Roth, Malouf, and J. Keith Murnighan

78 Nash (1950). Luce and Raiffa (1957, pp. 124-
37). A valuable recent study which emphasizes the
normative uses of bargaining theory is William Thom-
son and Terje Lensberg (1989). In a striking recent
development, Binmore (1990) shows how utilitarian-
ism can be an evolutionarily stable solution to Nash’s
bargaining game with less than -perfectly rational
agents (see p. 710 and footnote 75 above).
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(1981) argue persuasively that moral
norms concerning just distributions affect
the bargaining solutions. The person who
stands to win the larger prize is seen as
having a weaker moral claim on lottery
tickets than the less advantaged person.
So it seems that even purely positive
bargaining theory must take cognizance
of the moral commitments of the bar-
gainers, and it is by no means obvious
how this is to be accomplished formally
(Gibbard 1990, esp. p. 262; Pettit
1990).

An alternative to the Nash solution de-
veloped by Kalai and Smorodinsky forms
the core of Gauthier’s (1986) ambitious
contractarian effort to derive justice from
rational choice. Kalai and Smorodinsky
substitute a monotonicity requirement
for Nash’s independence of irrelevant al-
ternatives, and their solution is called by
Gauthier “minimax relative concession.”
The relative concession of each bargainer
iS (Umaxy — W) (Upay — uq), Where u, is
the largest feasible utility attainable by
the individual, u is the utility if a given
bargain were made, and uy is the utility
at the threat point—the utility that would
result if no bargain were struck. Minimax
relative concession minimizes the largest
concession anybody has to make. If equal
relative concession is Pareto optimal, it
coincides with minimax relative conces-
sion. Gauthier argues that rational indi-
viduals who are aware of their own ra-
tionality and the rationality of others and
who are aware of the utility consequences
of their bargaining will accept the mini-
max relative concession solution (1986,
ch. 5). In Gauthier’s view this argument
suffices to establish that such a solution
is just, although Gauthier also maintains
that this solution satisfies conditions that
have been thought reasonable to impose
on conceptions of justice, such as impar-
tiality (1986, ch. 8). As we discussed on
page 710 above, Gauthier argues further
that it is individually rational to constrain
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one’s individual maximization and to ad-
here to such bargains (1986, ch. 6).

Gauthier’s argument has been strongly
contested’®, and its difficulties highlight
the complex interconnections between
game theory and moral philosophy. For
the characterization of individual ratio-
nality that Gauthier relies on is contro-
versial, the relevance of solutions to a
bargaining problem under conditions of
complete information questionable, the
particular solution concept dubious, and
the limitation to quasi-welfarist informa-
tion objectionable. This list of difficulties
is not intended as a criticism of Gauthi-
er’s pathbreaking efforts or as an argu-
ment against employing game theory to
tackle moral problems. Indeed it is only
through Gauthier’s efforts that these di-
mensions of a contractualist argument for
principles of justice could be clearly
seen. Even though game theory is in no
condition at present to solve moral prob-
lems, it may some day do so, and even
in its current state, it provides a rigorous
setting in which to pose and ponder the
problems.

5. Concluding Remarks

In the last twenty years, economists
and moral philosophers have renewed a
conversation that was interrupted during
the heyday of positivist methodology in
both disciplines. Although there remain
considerable gaps between the modes of
expression and habits of thought of moral
philosophers and economists—as those
who have read this far can no doubt con-
firm—we hope our presentation has also
shown that there is considerable room
for productive interdisciplinary commu-
nication. For those who aim to make
scholarly contributions in this area, our

™ See Kraus and Coleman (1987), Alan Nelson
(1988), Ellen Paul et al. (1988), and also the more
technical critiques of Roemer (1986a) and Sugden
(1990).
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review suggests a number of promising
avenues of inquiry. These range from rel-
atively technical investigations in areas
such as game theory and social choice
to conceptual and empirical questions
about morally important notions such as
equality and well-being. Although we
have not stressed them here, applications
of moral reasoning to controversial areas
of public policy, including for example
affirmative action, environmental regula-
tion, and social welfare measures, are
also lively areas of inquiry.

A better appreciation of the connec-
tions between moral theory and econom-
ics may also prove helpful to the many
economists who will never do research
on moral subjects directly. A clearer un-
derstanding of the moral perspectives
that lie in the background of much of
economic analysis can help economists
to address the value-relevant aspects of
their work. What Marshall said about
economics—that it is “not a body of con-
crete truth, but an engine for the discov-
ery of concrete truth” (1885, p. 159)—
may be said about moral reasoning as
well. An economics that is engaged ac-
tively and self-critically with the moral
aspects of its subject matter cannot help
but be more interesting, more illuminat-
ing, and ultimately more useful than one
that tries not to be.
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