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This book has been long in the making. It is my attempt to show how reli-
gious faith can be important in framing economic policy. Economics is en-
riched by recognizing that economic actors (consumers, workers, investors,
et al.) are motivated by deeply embedded moral codes as well as self-interest.
In this book I use Catholic Social Thought as the way to think through these
issues. I have been fortunate to have had wonderful colleagues who taught
me and inspired me along the way. Ken Jameson of the University of Utah
and Jim Weaver of The American University have been especially close and
important in my development both as a person and as an economist. For over
30 years we met every few years, three-four days at a time, to discuss and
“solve” the problems of the world. Three other colleagues deserve special
mention. Michael Baxter, a theologian and founder of a Catholic Worker
house, urged me to write a book showing the role of faith in my economics.
This may not be what he had in mind, but it is what it is. His approach to
theology is apparent throughout the text. Denis Goulet, the founder of the
field of development ethics, was both a collaborator and dear friend, who
introduced me to a type of ethical reflection beyond the standard philosophic
versions. Finally, my friend and colleague Amitava Dutt has reinforced my
recognition that morality and goodness are not limited to Christians. They
exist among all faiths and none. I emphasize my Christian faith because it
is the way I know, and it has given meaning to my life and work. I need to
acknowledge that several sections of this book are based on joint work with
both Jameson and Dutt. I hereby thank them for their work as I do also in the
text that follows.
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Chapter One

The Good Samaritan and
Catholic Social Thought

In this book I write as an economist and a Roman Catholic, but I hope it
is useful to all Christians; and, of course, not only Christians, but all those
of whatever faith who believe that their faith is important not only in their
personal lives but also in their work. The Parable of the Good Samaritan has
haunted me both in my personal life and as an economist. Was the Good
Samaritan a bad economist?

Just then a lawyer . . . asked Jesus, “And who is my neighbor?” Jesus replied,
“A man was going down from Jerusalem to Jericho, and fell into the hands of
robbers, who stripped him, beat him, and went away, leaving him half dead.
Now by chance a priest was going down that road; and when he saw him, he
passed by on the other side. So likewise a Levite, when he came to the place
and saw him, passed by on the other side. But a Samaritan while travelling came
near him; and when he saw him, he was moved with pity. He went to him and
bandaged his wounds, having poured oil and wine on them. Then he put him on
his own animal, brought him to an inn, and took care of him. The next day he
took out two denarii, gave them to the innkeeper, and said, “Take care of him;
and when I come back, I will repay you whatever more you spend.” Which of
these three, do you think, was a neighbor to the man who fell into the hands of
the robbers?” He said, “The one who showed him mercy.” Jesus said to him,
“Go and do likewise.” (Lk 10: 25, 29-37)

In the economics I studied, people are motivated primarily by self-interest
and that behavior combined with free markets leads to optimal economic
outcomes. The Catholic faith that I came to learn, and particularly the parable
of the Good Samaritan, taught me that serving others comes before serving
one’s self. This contradiction has shaped both my economics and my personal
life.
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The traditional advice given to anyone preparing to give a speech is: “Tell
them what you are going to say, say it, end by telling them what you said.”
This is also good advice for an author. I want to tell you three things: (1) the
American economy has not only failed to overcome poverty, but it has also
generated extreme inequality that in turn restricts social mobility and causes
high levels of unhappiness; (2) economic theory and policy are inescapably
value leaden with their focus on self-interest and bias for atomistic individu-
alism; and (3) Christian values are one way to provide the needed values for
an alternative social economics.

I do this in the context of how I learned the connection between economics
and Christian values. This first chapter focuses on that context. My interest in
economics was triggered after becoming involved in our parish social justice
group. This requires some personal history.

FROM CATHOLIC ACTION TO ECONOMIC THEORY

After finishing my B.A. in accounting and philosophy at the University of
Portland—the former to earn a living since I was married with two children
when I graduated and the latter because I loved it—I worked in public ac-
counting long enough to get my C.P.A. In 1958 we joined St. Cecilia’s Catho-
lic Church, Beaverton, Oregon, and became active in the Christian Family
Movement (CFM). A concern with justice was instilled by our participation
in CFM which utilized the observe-judge-act approach to bring Christian
values to bear upon the problems of the social, economic, and political worlds
in which we lived.

I worked in a small accounting firm doing the books and preparing tax
returns for small businesses such as jewelry stores, sawmills, etc. My boss
was asked for a suggestion of someone to teach accounting part time at Mult-
nomah Junior College and he thought I might enjoy doing that in addition to
working for him. I jumped at the chance and was required to teach econom-
ics (which I had only a couple of undergraduate courses in) and mathematics
in addition to accounting. I became intrigued by economics because of my
desire to attain a better understanding of the causes of poverty and how to
overcome it. The national chaplain of CFM, Fr. Louie Putz, urged me to get
a master’s degree. As a result, I went back to school at the University of
Portland and got a M.S. degree in social science. Then I quit the accounting
firm and taught full time while doing the master’s degree.

Our continued participation in CFM taught us that we are the hands and
feet of Christ in the world. We are called to serve the poor and disadvantaged,
seek justice and peace, and grow in faith wherever we found ourselves—in
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the home, at work, through church. Through our CFM group we lobbied for
laws to protect migrant workers in the strawberry fields and helped set up and
sponsor a program to bring in Dutch-Indonesian refugees to the Portland area.
The idea spread to other CFM groups in the area and eventually 120 families
were sponsored and brought into the area. But most of our actions were more
modest and were home centered. Let me give one example. It is in families
that children first learn to love their neighbors as themselves. One of the first
times we taught our children this was at Christmas. After we opened our gifts,
we suggested that each member of the family should select one of their gifts
and give it to the local Catholic Worker house which in turn would see that
the gifts went to those less fortunate than ourselves. We emphasized the ob-
ligation to share our riches with those who had none. Our oldest son, Kenny,
who was four at the time, chose his most expensive present, a huge, beautiful
fire engine that his grandmother had given him. We told him it wasn’t nec-
essary to give his biggest, most expensive gift. He insisted. We were rather
red-faced when his grandmother asked where the fire engine was.

During this time that we were very involved in our local parish, particularly
in its social ministry, our Christian faith became revitalized as we came to
realize through study of the bible and Catholic social thought that we all are
called to do God’s work in this world. To love God is to love neighbor:

Those who say, “I love God”, and hate their brothers or sisters, are liars; for
those who do not love a brother or sister- whom they have seen, cannot love
God whom they have not seen. The commandment we have from him is this:
those who love God must love their brothers and sisters- also. (1Jn: 4, 19-20)

The Biblical Tradition

I learned that the Old Testament prophets called for social justice and con-
demned excessive and irresponsible wealth. This changed my way of see-
ing the world. Central to the biblical view is that justice in a community is
most directly tested by its treatment of the powerless in society, most often
described as the widow, the orphan, the poor and the stranger (non-Israelite)
in the land. The prophets continually call the king and the people back to
commitment to justice for the powerless. They direct scathing attacks at the
rich and powerful who “sell the just man for silver, and the poor man for a
pair of sandals. They trample the heads of the weak into the dust of the earth
and force the lowly out of the way” (Am 2:6-7). Isaiah pronounces God’s
judgment on those “who have devoured the vineyard; the loot wrested from
the poor is in your houses” (Is 3:14). Jeremiah condemns the man “who
builds his house on wrong, his terraces on injustice.” He praises King Josiah
because “he dispensed justice to the weak and the poor.” Jeremiah then adds
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the startling statement: “Is this not true knowledge of me? Says the Lord” (Jer
22:16). He then adds, “your eyes and heart are set on nothing except on your
own gain” (Jer 22:17). Thus, doing of justice is equated with knowledge of
the Lord. The practice of justice is constitutive of true belief. And the pursuit
of self-interest is seen as a stumbling block to knowing and serving God. At
the beginning of Lent, a reading from Isaiah 58:5-7 proclaims:

Is this the manner of fasting I would choose,/ a day to afflict oneself?/ To bow
one’s head like a reed,/ and lie upon sackcloth and ashes?/ Is this what you call
a fast,/ a day acceptable to the LORD?

Is this not, rather, the fast that I choose:/ releasing those bound unjustly,/ un-
tying the thongs of the yoke;/ Setting free the oppressed,/ breaking off every
yoke?/ Is it not sharing your bread with the hungry,/ bringing the afflicted and
the homeless into your house;/ Clothing the naked when you see them,/ and not
turning your back on your own flesh?

If Jesus is, as Christians claim, Lord, and the son of God, then he is Lord
of every aspect of our lives, including the economic one, and his teaching and
example must have some relevance to economics as well. In fact, Jesus fol-
lowed in the prophetic tradition, taking the side of those who are powerless or
on the margin of his society such as the tax collectors (Lk 15:12), the widow
(Lk 7:11-17; Mk 12:41-44), the Samaritan (Lk 17:11-19), the sinful woman
(Lk 7:36-50), and children (Mk 10:13-16). Jesus’s description of the final
judgment in Matthew 25 (31-46) still haunts me with its powerful message of
what it means to be a Christian:

When the Son of Man comes in his glory, and all the angels with him, he will
sit upon his glorious throne, and all the nations will be assembled before him.
And he will separate them one from another, as a shepherd separates the sheep
from the goats. He will place the sheep on his right and the goats on his left.
Then the king will say to those on his right, “Come, you who are blessed by my
Father. Inherit the kingdom prepared for you from the foundation of the world.
For I was hungry and you gave me food, I was thirsty and you gave me drink,
a stranger and you welcomed me, naked and you clothed me, ill and you cared
for me, in prison and you visited me.” Then the righteous will answer him and
say, “Lord, when did we see you hungry and feed you, or thirsty and give you
drink? When did we see you a stranger and welcome you, or naked and clothe
you? When did we see you ill or in prison, and visit you?”” And the king will
say to them in reply, “Amen, I say to you, whatever you did for one of these
least brothers of mine, you did for me.” Then he will say to those on his left,
“Depart from me, you accursed, into the eternal fire prepared for the devil and
his angels. For I was hungry and you gave me no food, I was thirsty and you
gave me no drink, a stranger and you gave me no welcome, naked and you gave
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me no clothing, ill and in prison, and you did not care for me.” Then they will
answer and say, “Lord, when did we see you hungry or thirsty or a stranger or
naked or ill or in prison, and not minister to your needs?”” He will answer them,
“Amen, I say to you, what you did not do for one of these least ones, you did
not do for me.” And these will go off to eternal punishment, but the righteous
to eternal life.

The Catholic Social Thought Tradition

My study of scripture was reinforced by the tradition of CST that I learned
then and over the years since. It is rooted in a commitment to certain funda-
mental values—the right to human dignity, the need for human freedom and
participation, the importance of community, and the nature of the common
good. These values are drawn from the belief that each person is called to
be a co-creator with God, participating in the redemption of the world and
the furthering of the Kingdom. This requires social and human development
where the religious and temporal aspects of life are not separated and opposed
to each other.

As a result of these fundamental values two principles permeate CST. The
first is a special concern for the poor and powerless which leads to a criti-
cism of political and economic structures that oppress them. The second is
a concern for certain human rights against the collectivist tendencies of the
state and the neglect of the free market.

Ever since Rerum Novarum' in 1891, CST has taught that both state social-
ism and free market capitalism violate these principles. State socialism denies
the right of private property, excites the envy of the poor against the rich lead-
ing to class struggle instead of cooperation, and violates the proper order of
society by the state usurping the role of individuals and social groups.? Free
market capitalism denies the concept of the common good and the “social and
public character of the right of property,” including the principle of the uni-
versal destination of the earth’s goods;* and violates human dignity by treat-
ing labor merely as a commodity to be bought and sold in the marketplace.’
Pope John Paul II summarizes the thrust of CST when he says:

The individual today is often suffocated between two poles represented by the
State and the marketplace. At times it seems as though he exists only as a pro-
ducer and consumer of goods, or as an object of State administration. People
lose sight of the fact that life in society has neither the market nor the State as
its final purpose, since life itself has a unique value which the State and the
market must serve.®

The concept of the common good in CST emphasizes both the dignity of
the human person and the essentially social nature of that dignity. Both civil
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and political liberties on the one hand and social and economic needs on the
other are essential components of the common good. The common good is
not the aggregate of the welfare of all individuals. Rather it is a set of social
conditions necessary for the realization of human dignity which transcend
the arena of private exchange and contract. Such conditions or goods are
essentially relational. To exist they must exist as shared. In short, individual
persons have rights to those things necessary to realize their dignity as hu-
man beings. CST argues further that in pursuing the common good, special
concern must be given to the economy’s impact on the poor and powerless
because they are particularly vulnerable and needy.’

Pope John XXIII, in his encyclical Pacem in Terris, set out in detail a full
range of human rights that can only be realized and protected in solidarity
with others.® These rights include the civil and political rights to freedom of
speech, worship, and assembly. He also includes a number of economic rights
concerning human welfare. First among these are the rights to life, food,
clothing, shelter, rest, medical care, and basic education. In order to ensure
these rights, everyone has the right to earn a living. Everyone also has a right
to security in the event of illness, unemployment, or old age. The right to
participate in the community requires the right of employment, as well as the
right to healthful working conditions, wages, and other benefits sufficient to
support families at a level in keeping with human dignity.

CST repudiates the position that the level of unemployment, the degree of
poverty, the quantity of environmental destruction, and other such outcomes
should be left to the dictates of the market. Emphasis on the common good
means that the community has an obligation to ensure the right of employ-
ment to all persons, to help the disadvantaged overcome their poverty, and to
safeguard the environment.’

Although CST defends the right to private ownership of productive prop-
erty,'’ the common good sometimes demands that this right be limited by the
community through state regulation, taxation, and even, under exceptional
circumstances, public ownership.!!' The attainment and safeguarding of hu-
man rights sometimes require the overriding of market outcomes. Therefore,
CST insists that “government has a moral function: protecting human rights
and securing basic justice for all members of the commonwealth.”'? Pope
John Paul II says society and the state have the duty of “defending the basic
rights of workers,” defending those “collective and qualitative needs which
cannot be satisfied by market mechanisms,” and “overseeing and directing
the exercise of human rights in the economic sector.”!?

Catholic thought sees society as made up of a dense network of relations
among individuals, families, churches, neighborhood associations, business
firms, labor unions, and different levels of government. Thus, every level of
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society has a role to play in ensuring basic human rights and the common
good. In CST this is expressed as the “principle of subsidiarity:”

Just as it is gravely wrong to take from individuals what they can accomplish by
their own initiative and industry and give it to the community, so also it is an in-
justice and at the same time a grave evil and disturbance of right order to assign
to a greater and higher association what lesser and subordinate organizations can
do. For every social activity ought of its very nature to furnish help (subsidium)
to the members of the body social, and never destroy and absorb them.!*

This principle provides for a pluralism of social actors. Each, from the
individual person to the federal government, has obligations. Higher levels
should not usurp the authority of lower levels except when necessary. How-
ever, the principle works both ways. When individuals, families, or local
communities are unable to solve problems that undermine the common good,
the state governments are obligated to intervene, and if their resources and
abilities are inadequate, then the federal government assumes the responsibil-
ity. This principle also extends into the international economy. As Pope John
Paul II says, “This increasing internationalization of the economy ought to
be accompanied by effective international agencies which will oversee and
direct the economy to the common good, something that an individual State,
even if it were the most powerful on earth, would not be in a position to do.”!s

The right to private property and the principle of subsidiarity limit the role
of the state while the principle of solidarity'® requires that society and the
state intervene in markets to protect human rights, particularly of the poorest.
The thrust of CST, therefore, has been to repudiate both state socialism and
free market capitalism.

Since the primary “signs of the times” that Pope John Paul II focused on
in Centesimus Annus (1991) was the collapse of Communism in Eastern
Europe, he emphasized the limits to the role of the state and the utility of
markets in providing incentives for production. However, this was a highly
qualified endorsement as when he says the efficiency of markets in fulfill-
ing human needs is true only for those needs which are ‘solvent,” insofar as
they are endowed with purchasing power, and for those resources which are
‘marketable,” insofar as they are capable of obtaining a satisfactory price.
But there are many human needs which find no place on the market.”!” Thus,
markets do not adequately fulfill the needs of those who have little income or
provide for non-marketable goods such as a clean environment and participa-
tion in the workplace. He also registered his fears about the impact of markets
on the “human environment” and their role in creating “consumerism.”'®

What actual economic system does CST endorse? Explicitly, none. As
Pope John Paul IT says: “The Church has no models to present”" of the best
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economic system; that is for history to decide in each individual case. How-
ever, he did carefully distinguish between free market capitalism, which he
criticizes, and a socially regulated version he calls “the new capitalism.” Free
market capitalism fails to provide adequate housing, medical care, education,
socio-economic security, and meaningful participation in economic life for
all families, including the poorest. Its unrestrained profit motive results in en-
vironmental destruction, promotes a soulless consumerism, and destroys the
human environment needed by a community of persons.? It is social regula-
tion, guided by the principles of subsidiarity and solidarity, that can overcome
the injustices of free market capitalism. The degree of regulation is not a mat-
ter of principle but rather a case of prudential judgment in particular cases.

Some argue that the U.S. economy comes closest to resembling the ideal
of the new capitalism envisaged in Centesimus Annus.*' It is true that the eco-
nomic policies and social welfare measures enacted from the 1930s through
the 1960s tamed the worst consequences of free market capitalism. Macro-
economic stabilization policies reduced average unemployment levels, Social
Security enhanced the life of the elderly, and various income maintenance
programs helped the very poor. However, this regulated market economy
came under attack during the 1980s from a free market philosophy that was
resurrected with the election of Ronald Reagan as president. Government pro-
grams established during the previous 45 years were attacked because they
supposedly reduced incentives and thus productivity. Free up the economy
and all would be well. Reduce welfare, minimum wages, and unemployment
benefits so that the poor would have greater incentives to work. Lower taxes
and remove regulations on business so that the resulting higher profits would
encourage corporations and wealthy individuals to save and invest. Increased
productivity and growth in GDP would result. Eventually, the benefits would
trickle down so that even those on the bottom would be better off than before.
This vision of the world—where free individuals pursue their self-interest to
the greater good of all—is at odds both with the results of economic policies
since the 1980s and with much of CST.

With this theological and philosophical background, and with a master’s
degree, I went, with my wife and children, to teach accounting, mathemat-
ics, and economics at the Catholic University in Ponce, Puerto Rico. It was
the university vice-chancellor, Msgr. Ivan Illich, who invited me to teach in
Puerto Rico. During our stay he became my mentor and convinced me that
I needed to get a Ph.D. in economics before anyone would listen to what I
had to say. I accepted an assistantship at the University of Maryland with the
intention of concentrating on the problems of development in Third World
countries.
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ECONOMIC THEORY:
FROM THE GOLDEN AGETO A
POST-PANDEMIC WORLD

At that time, the economics department at Maryland was dominated by
Keynesians and even included courses in Institutionalism. However, they
were all thoroughgoing secularists. As a Christian I wanted more. Two
sources led me to see how my faith and economics could be reinforcing. The
early 1960s issues of The Review of Social Economy are where 1 found many
articles that connected economics and my Catholic faith. Articles critiquing
the economic man idea in light of faith forced me to think creatively.? Other
articles on Joseph Schumpeter’s model of creative destruction opened new
ways of seeing the economy in a more dynamic model.

A second important source for seeing connections between faith and
economics was in the History of Economic Thought class I was required to
take where we actually read Adam Smith’s The Wealth of Nations® and the
Theory of Moral Sentiments.** Doing so was a revelation. At that time most
mainstream economists saw themselves following in his footsteps. However,
I found that Smith had much in common with CST. I came to see that the
popular version of Smith’s theory that the so-called invisible hand of the free
market converts the self-interest of individuals into the maximum social good
is a caricature of the real Adam Smith. I have come to a fuller understanding
of my original impressions through the work of others, particularly that of
Professor Jerry Evensky.?

Smith’s writings, especially his Theory of Moral Sentiments, suggest that
he had a much more nuanced understanding of human beings than the one
which assumes that individuals are driven solely by self-interest. Although
Smith argued that self-interest has a strong influence on people’s behavior, he
had a pluralist view of human nature, in which empathy—the ability to per-
ceive things from another person’s perspective—also has an important role.

Moreover, his views on the role of self-interest leading to the common
good are not so clear-cut either. He thought that “humanity, justice, generos-
ity, and public spirit, are the qualities most useful to others,”* and believed
that while self-interest is useful in certain situations, these virtues are useful
in other cases.

Especially towards the end of his life Smith began to have doubts about
the role of the invisible hand of competition and self-interest in yielding the
common good. In his revision of the Theory of Moral Sentiments in 1789, he
added a new sixth part containing a practical system of morality. He appeals
to all people to place the well-being of society as a whole above that of their

printed on 2/8/2023 4:12 PMvia . All use subject to https://ww.ebsco.conlterms-of-use



EBSCOhost -

12 Chapter One

own factions, and stresses especially the role of statesmen in constructing
such a moral society through their actions and by setting examples for others.

For Adam Smith virtue serves as “the fine polish to the wheels of society”
while vice is “like the vile rust, which makes them jar and grate upon one
another.”” So Adam Smith, whose work was purely philosophical, would
be quite comfortable reading in Laudato Si, Pope Francis’s statement: “The
economy accepts every advance in technology with a view to profit, without
concern for its potentially negative impact on human beings. . . . Yet by itself
the market cannot guarantee integral human development and social inclu-
sion.””® Rather we are called to control the unrestricted pursuit of profit by
allowing ethics to guide us as citizens and consumers so that both the planet
and all peoples can thrive.

The early 1960s, when I was in graduate school, appeared to be a propi-
tious time for a Christian to be studying economics. Development economics
was born after World War II with the acceptance of the inevitability of politi-
cal, social, and economic change. In terms of developed countries such as the
United States, Paul Samuelson’s neo-classical synthesis version of Keynes-
ian macroeconomic management was in high gear, and it did appear that the
curse of unemployment with its attendant poverty would be overcome. But
the history of the next four decades belied that complacency.

Faith in my newly acquired knowledge in economics was undermined over
time by two realities: (1) the failure of the United States economy to over-
come poverty and inequality after being guided by economics from 1960 to
2020; and (2) the stubborn reliance on the neo-classical model to the exclu-
sion of all other approaches.

In the United States, after a golden age of economic prosperity, 1960 to
1973, guided by Washington economic policymakers, the American econ-
omy faced difficult times. Between 1974 and 1980 the New Deal-Keynesian
economic consensus came apart at the seams. The simultaneous appearance
of high unemployment and double-digit inflation—the clearest manifestation
of an economic crisis—belied the ability of prevailing economic policy to
confront these new challenges.

In 1980 Ronald Reagan represented an alternative social consensus—a
return to less government and freer markets. In 1988 the American electorate
decided to continue the same course for another four years with George Bush.
Yet, when the 12-year Reagan-Bush record is examined closely, only in the
case of inflation had the underlying problem been confronted. Unemploy-
ment remained high, productivity did not dramatically increase, and a host
of other problems—huge budget and trade deficits, increased poverty, and in
general a prosperity haunted by structural distortions in the economy and an
underclass all too often hungry and homeless—grew despite blithe denials.
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The 1992 election of Bill Clinton changed little. Recovery from the Bush
recession reduced unemployment and the budget deficit, but most of the other
problems remained. The George W. Bush administration pushed the economy
further along the Reagan path. An examination of the data on income distribu-
tion and poverty since 1970 documents a deteriorating performance in these
areas. There was a shift in the shares of income groups among quintiles, with
a continual decline in the lowest and increases in the highest income groups
since 1980. For example, the functional distribution of income shifted heav-
ily in favor of profits and away from wages. After 1980 the share of wages
declined by close to 4 percent by 2004, though it rose in 2005. The share of
profits increased by 5.6 percentage points, and proprietors’ income increased
by 2 percentage points. Between 1980 and 2004, real wages in manufactur-
ing decreased 1 percent, while during the same period the real income of the
richest 1 percent increased 135 percent. These are large shifts. As the New
York Times reported on August 28, 2006, “Wages and salaries now make up
the lowest share of the nation’s gross domestic product since the government
began recording data in 1947, while corporate profits have climbed to their
highest share since the 1960s.”%

Starting in 2007-2008, the U.S. financial system imploded, followed by
the collapse of the economy into a continuing recession with unemployment
hovering around the 10 percent level. The recovery was slow but better than
most other countries. Between 2008 and 2016 almost 19 million new jobs
were created with unemployment sinking to near full employment levels and
with little to no inflation. The downside has been the slow recovery of aver-
age wages. I would primarily attribute the recovery to President Obama’s
2009 stimulus package. A host of other policies helped the recovery, includ-
ing the extensions of unemployment insurance, payroll tax cuts, plus tax cuts
for business investment and hiring. The auto industry bailout also contributed
to the recovery. President Trump’s 2017 tax cuts on corporate profits helped
extend the recovery including lowering further the unemployment rate result-
ing in upward pressure on wages for the first time since 2008.

With the unemployment rate at 4 percent or below, 2018 appears to be the
year when the economy finally became healthy again. But while low unem-
ployment is good news, it does not tell the whole story of how typical fami-
lies are faring in the current economy. Unfortunately, the fruits of economic
growth are bypassing typical families and going straight into the hands of the
already rich. People at the bottom of the pay scale lost their jobs during the
crisis. The government’s response to the crisis helped inflate the value of as-
sets like stocks and real estate, which are more often owned by the wealthy.
In addition, many of the lower-income homeowners are the ones who could
not pay their mortgages and went bankrupt losing whatever equity they had.

printed on 2/8/2023 4:12 PMvia . All use subject to https://ww.ebsco.conlterms-of-use



EBSCOhost -

14 Chapter One

In the United States, income inequality, or the gap between the rich and
everyone else, has been growing markedly for some 30+ years and that trend
has been magnified since the Great Recession of 2007-8. Income dispari-
ties have become so pronounced that America’s top 10 percent now aver-
age more than nine times as much income as households in the bottom 90
percent. Americans in the top 1 percent average over 40 times more income
than those in the bottom 90 percent. But that gap pales in comparison to the
divide between the nation’s top 0.1 percent and everyone else. Americans at
this lofty level are taking in over 198 times the income of those in the bottom
90 percent. The top 1 percent of America’s income earners have more than
doubled their share of the nation’s income since the middle of the 20th cen-
tury. American top 1 percent incomes peaked in the late 1920s, right before
the onset of the Great Depression and now are in the process of passing that
record.

One result is that the top 1 percent owned 33.7% of all wealth in 2007 and
10 years later 38.7%; the next 9 percent owned 37.7% in 2007 and 38.5% 10
years later; the bottom 90 percent owned 28.6% in 2007 and 22.8% 10 years
later.

This extreme inequality of income and wealth has had a powerful down-
ward effect on economic opportunity, particularly for the poor, in the United
States. Most people favor equality of opportunity, at least in principle. Few,
however, believe equality of outcome is either possible or even desirable.
While it is possible that attempts to force equality of opportunity by govern-
ment intervention in the market might have the effect of reducing incentives
which, in turn, reduces output; it is clearly the case that inequality itself dis-
torts incentives and restricts opportunities. How does this apply in the United
States?

Compare two groups of children: one group is born into wealthy families,
with parents willing and able to provide books, museum visits, high-quality
schooling including private universities. A second group has parents who
struggle to put food on the table, who live in areas where the schools are
run-down and under-staffed, and where expectations are low and hope for
the future not re-enforced in home or school. We should expect that children
from the first group almost invariably do better economically and they do.
While some children from very disadvantaged backgrounds achieve success,
most do not. The reality is that our vaunted social mobility is mostly a myth.

Ron Haskins and Isabel Sawhill of the Brookings Institution show in their
book, Creating an Opportunity Society, how poorly the United States does.
For example, 42 percent of those born in the bottom fifth of the income distri-
bution remain there as adults. On the other hand, only 6 percent of those born
into a family from the bottom fifth climb to the top fifth as adults.
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Some claim that inequality is not a problem; in fact, policies that benefit
the wealthy ultimately help everybody. It is the rich who invest and create
jobs, so helping them helps everyone. However, there is little evidence for
this claim over the past 40 years. Real median household income has actually
declined over the last decade and has been stagnant since the 1970s. Wages
for males with a high school education have fallen substantially over the same
period. Most of the benefits of U.S. economic growth have gone to those in
the top percentile of the income distribution. By 2007, just one out of 100
Americans received nearly a quarter of all personal income, more than the
bottom 50 percent of households put together.

I am finishing this book just as the coronavirus epidemic has caused cata-
strophic damage in the United States. Over 225,000 people have lost their
lives and the shut-down used to combat the virus resulted in near 15 percent
unemployment, falling to 9 percent, and a shuttering of small businesses not
seen since the Great Depression. In fighting the collapsing incomes of work-
ers, businesses, and consumers, federal spending has added another $3 trillion
to the national debt. The Federal Reserve Bank has had to drive down interest
rates on long-term treasury bonds to near zero.

Growing Disillusionment

In addition to not overcoming poverty and inequality, the economist-led
economy has seen growth of an economic philosophy dominated by an ideol-
ogy fixated on competition and success as the measure of a person’s worth.
Many deny that this describes the essence of American economic philoso-
phy.*® And yet each day we are reminded of its accuracy: the down-sizing of
corporations where the managers and stockholders get richer while the em-
ployees get fired, the exaltation of sports stars, the attitude of Congress and
the business community toward welfare legislation, the whole philosophy of
success which measures the value of people by their productivity.

The promotion of success and self-interest became epitomized in the 1980s
by Wall Street stockbrokers and merger specialists and the goal of newly
minted Harvard MBAs to make $1 million per year before their thirtieth
birthday.

Government social programs established during the past 60 years have
been attacked because they supposedly reduce incentives and thus produc-
tivity. Free up the economy and all will be well. Reduce welfare, minimum
wages, and unemployment benefits so that the poor will have greater incen-
tives to work. Lower taxes and remove regulations on business so that the
resulting higher profits will encourage corporations and wealthy individuals
to save and invest. Increased productivity and growth in GDP will result.
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Eventually, the benefits will trickle down so that even those on the bottom
will be better off than before.

However, this is more ideology than fact. We have been pursuing this goal
since 1980. We have made the economy our master instead of using it as our
servant. We close industrial plants, create unemployment, devastate whole
communities, and call it an efficient reallocation of resources. We, who have
prospered from free market policies, caution that nothing can be done because
natural economic forces are at work. The poor, the unemployed and the un-
deremployed bear the burden of this free market myopia.

The philosophy and set of values embodied in a society’s institutions and
policies help shape the character of the people in that society. It is most re-
vealing to examine the character of the people in our society, such as big-time
athletes, CEOs, and Wall Street brokers, who are considered successful. R. H.
Tawney’s’! thoughts are illuminating:

The types which it [the industrial system] carries to power tend to be not un-
like those produced by war. They must have energy, self-control, foresight, a
willingness to take risks. They must be undisturbed by pity for the weak, by
doubts as to the value of the immediate ends at which they aim, by reverence for
the finer and more delicate human qualities and achievements, by humility or
consciousness of personal deficiencies. They are essentially a conquering race.
Like other conquerors they leave a trail of wreckage, consisting of the weak,
the exceptionally scrupulous and honourable, the unconventional, the merely
gentle and kindly who “dare not have the lives of others on their conscience.”*

If we believe that the natural order of society is one in which the strong
win their way to power over the ruin of the weak, we will find nothing fun-
damentally wrong with business as usual. If we object, then we are driven
to override market outcomes when they yield results that we regard as mor-
ally unacceptable. Then the hard work begins—how do you intervene in the
market without creating more harm than good? This should be the issue we
debate in the coming years of the 21st century.

TOWARD A NEW ECONOMICS

From 1964 to 1975 I was on the faculty at The American University. Since
1975 I have been at the University of Notre Dame. During this time, I became
ever more disenchanted with traditional economic theory as the vehicle to
develop adequate policies to overcome poverty in the Third World or in the
United States. I found myself unable to accept the values embedded in eco-
nomic theory, particularly the elevation of self-interest because it supposedly
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leads to efficiency, the neglect of income distribution, and the attempts to
export these values into studies of the family, the role of the state and so on.
But Christian thought and biblical tradition make self-interest a central aspect
of fallen human nature which as Christian believers we are bound to strive to
counter with prayer, good works, and the cultivation of virtue.

The Catholic tradition dissents from this materialist view of human wel-
fare. In his 1968 encyclical, Populorum Progressio, Pope Paul VI wrote:

Increased possession is not the ultimate goal of nations or of individuals. All
growth is ambivalent. It is essential if man is to develop as a man, but in a
way it imprisons man if he considers it the supreme good, and it restricts his
vision. Then we see hearts harden and minds close, and men no longer gather
together in friendship but out of self-interest, which soon leads to oppositions
and disunity. The exclusive pursuit of possessions thus becomes an obstacle
to individual fulfillment and to man’s true greatness. Both for nations and for
individual men, avarice is the most evident form of moral underdevelopment.?

On the twentieth anniversary (1987) of Populorum Progressio, Pope John
Paul II wrote in Sollicitudo Rei Socialis: “All of us experience firsthand the
sad effects of this blind submission to pure consumerism: in the first place a
crass materialism, and at the same time a radical dissatisfaction because one
quickly learns . . . that the more one possesses the more one wants, while
deeper aspirations remain unsatisfied and perhaps even stifled.”** In Cen-
tesimus Annus—marking the one hundredth anniversary of Rerum Novarum,
Pope John Paul II writes: “It is not wrong to want to live better; what is wrong
is a style of life which is presumed to be better when it is directed toward
“having’ rather than "being,” and which wants to have more, not in order to be
more but in order to spend life in enjoyment as an end in itself.”*

How has CST impacted my view of economics as a means of correcting so-
cial problems in the world? Ever since my CFM days I have grappled with the
question: “Was the Good Samaritan a bad economist?”” In Charles Dickens’s
novel, Hard Times, his character Thomas Gradgrind is “A man of realities.
A man of facts and calculations. A man who proceeds upon the principle that
two and two are four, and nothing over, and who is not to be talked into al-
lowing for anything over.”*® Thus, he “sat writing in the room with the deadly
statistical clock, proving something no doubt—probably, in the main, that the
Good Samaritan was a Bad Economist.”’

“‘Some persons hold,” he pursued, still hesitating, ‘that there is a wisdom
of the Head, and that there is a wisdom of the Heart. I have not supposed so;
but, as I have said, I mistrust myself now I have supposed the head to be all-
sufficient. It may not be all-sufficient.”*® What is that wisdom of the heart and
where is it found, certainly not in economics alone? To use Isaiah Berlin’s
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words, we need to be foxes not hedgehogs.® Hedgehogs distill the world’s
complexity into a simple and universal theory. Foxes do the opposite and are
skeptical of simple theories about complex systems such as national econo-
mies. Economics needs the humanities, particularly theology and religious
belief, to be the fox that makes their theories more humane.

Morton Schapiro, professor of economics and president of Northwestern
University highlights the limitations of economic theory by reflecting on his
experiences of working in Egypt to “get prices right” in the 1980s. Under
pressure from many economists and international agencies, the Egyptian gov-
ernment felt compelled to end their subsidies on bread and other goods for the
poor. This allowed these goods to rise to market clearing levels, substantially
higher than they were before. “Sitting with a ‘thrilled’ group of economists,
Schapiro was haunted by reports indicating that this policy lead to riots, mal-
nutrition, and death. Were these policies nevertheless justified? How does
one properly weigh the value of life and death?”*

Let me give one more example about the head wisdom of economics and
the lack of wisdom of the heart: “ . . . onchocerciasis, also known as river
blindness . . . is a parasitic disease that has cost millions of people their eye-
sight, and is endemic in large parts of sub-Saharan Africa. In 1974, seven
West African nations got together, contacted donors, and set out to create the
Onchocerciasis Control Program, overseen by the World Health Organiza-
tion. The program was a huge success, in that it prevented hundreds of thou-
sands of people from going blind, but there was a problem: the economists
involved couldn’t show that the venture was worth it. A cost-benefit analysis
was “inconclusive”: the people who were being helped were so poor that the
benefit of saving their eyesight didn’t have much monetary impact. ‘There
are humanitarian benefits associated with reducing the blindness and suffer-
ing caused by onchocerciasis,” the World Bank report allowed. But ‘these
benefits are inherently unmeasurable, and we will not account for them here.’
In other words, the very thing that made the project so admirable—that it was
improving the lives of the poorest people in the world—also made it, from an
economic point of view, not really worth doing.”*!

We are faced with this same issue in balancing opening up the economy
versus protecting the vulnerable from the coronavirus. A cost-benefit analysis
could yield a similar result. The elderly and people with underlying health
problems are the ones most at risk. Since their lost earnings from dying will
be relatively low because they are retired or too sick to work, the economic
rationale would tilt to opening up. The morality of doing so would get short
shrift.

In this book I will try to be the fox that brings wisdom of the heart to eco-
nomics. That is, the social science of economics needs to be leavened with the
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heart wisdom of the humanities including theology and religious faith. How
do the humanities differ from economics as a social science?

Economists tend to be hedgehogs, forever on the search for a single,
unifying explanation of complex phenomena. They take large, complicated
issues involving human behavior and reduce it to an equation: supply-and-
demand curves; the Phillips curve, which shows the relation between unem-
ployment and inflation; or GDP, which measures total production and how
rich we all are.

Economics has three systematic biases: “It ignores the role of culture, it
ignores the fact that ‘to understand people one must tell stories about them,’
and it constantly touches on ethical questions beyond its ken. Culture, stories,
and ethics are things that can’t be reduced to equations, and economics ac-
cordingly has difficulty with them.”* This is where the foxlike approach of
the humanities is needed.

The fox’s humanist approach is kolistic. It is always concerned with a per-
son’s relationship to themselves but also to others, to social institutions, the
physical world, God, history, as well as the economy itself. The obverse is
also true: to the humanistic mind, things, incidents, even words are meaning-
less in isolation. Meaning is a function of tone, gesture, and situation as well
as the denotation of words.

The fox believes in mystery. It believes in the unexpected, the unpredict-
able, the uncontrollable, the unknowable. It believes in that which is beyond
logic, that which is too complex for rational understanding. It doubts the basic
Aristotelian premise that “a” cannot be both “a” and “not-a.” The process
of reconciling opposites is indeed fundamental. Ambiguity, irony, paradox
are essential categories. They do not represent challenges to be overcome so
much as realities to be discovered and revealed.

The fox’s mind analyzes life by esthetic reasoning. Basic to its forms of
thought is a thinking process by which conflict and contradiction are discov-
ered in unity, and unity is revealed in contradiction.

The fox’s humanistic mind believes in subjectivity. It takes emotions seri-
ously. It believes as much in knowing experientially what it feels like to hold
a certain conviction as in knowing rationally an idea’s logical implications
or practical consequences. It believes that a person is more than the sum of
his/her behavior, age, sex, socio-economic status, etc. It does not deny their
importance but believes there must be room for intuition and insight; and, I
might add, room for God’s grace.

The fox is concerned with the concrete. It imagines how an individual will
behave under a particular set of circumstances. It approaches understand-
ing by narrating about one person rather than generalizing about many, by
metaphor rather than by principle. Its interest in abstractions is less in their
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truth or logic than in how people act who believe them. Like a golfer, the fox
succeeds not by memorizing rules but by imagining the precise line the ball
must follow to land in the cup.

The fox’s mind tends to be apocalyptic. It is concerned with first things
and last and with such ultimate states of being as life, death, and freedom.
Loss, suffering, failure, defeat are not merely unsolved problems, but part of
the ultimate comedy/tragedy called life. A poor, homeless, unwed mother is
more than a symbol for social reform; she, too, is a child of God. Solutions
to social problems as often involve changes in human perception as they do
changes in external conditions.

Obviously, I will try and get the fox and the hedgehog to work together in
the coming chapters. As a result of the above, I started researching and writ-
ing on the philosophy of science as it applied to economics. This work led me
to two important conclusions. First is the conviction that economic theory is
not value free as is so often claimed but, rather, it presupposes a set of value
judgments upon which economic analysis is erected. Second is the realization
that the economy itself requires that the self-interest of economic actors be
morally constrained. Chapters 2-5 explain in detail the role and importance
of ethics in economics.

Over time I came to see myself as a social economist who questioned the
free market model with its emphasis on fulfilling consumer preferences as the
primary criterion of human welfare and as the engine of economic growth and
development. The fundamental premises of this social economics, in contrast
to mainstream economics and complementary to CST, are fourfold:

First, economic actors as persons are the basic unit of the economy. Sec-
ond, they act freely but within certain limits, self-interestedly but often with
regard for others, and calculatedly but at times impulsively, whimsically, or
altruistically, in a self-regulating economy which from time to time must be
constrained deliberately in order to serve the common good* and to protect
the weak and the needy. Third, their economic behavior is grounded in reason
and in faith,* changing as economic conditions change but at times reflect-
ing moral rules and principles, predictable and unforeseeable, and knowable
with mathematical certainty and empirical precision but sometimes mysteri-
ous and beyond human understanding. Fourth, their worth at times may be
construed instrumentally but finally is not reducible to economic calculus
because it rests squarely on the conviction that humans have a worth and
dignity beyond measure.®

These premises explain why social economics sees the economic world
differently and approaches policy questions differently than mainstream eco-
nomics. To social economists:
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Economic acts are both moral and economic. They are economic in that they
are necessary means for persons to act and survive. At the same time the acts
are moral or immoral insofar as they relate to dealing justly with other people
and in using material things as means to their ultimate good and purpose. Thus
economics is both a praxis and a science . . . As a science it . . . may be correct
or incorrect but not morally right or wrong. As a praxis, however, . . . economic
acts or economic conduct . . . can also be judged unjust, imprudent, intemperate,
and in general moral or immoral.*

Instead of the neo-classical homo economicus, social economists focus on
the whole person, sometimes labeled homo socio-economics.*” This enables
us to utilize concepts usually excluded from mainstream economics: needs,
power, equity, gender, culture, family, institutional context, among others.
This focus requires social economists to incorporate value frameworks that
include the use of terms such as fairness, human dignity, human rights, and
the common good.

Clearly the view of human behavior in social economics is much richer
than in neo-classical economics but that very richness of detail causes prob-
lems for economic research and policy making. The power of the rational
actor model is that its simplicity lends itself to formal modeling and empirical
research in a way impossible for the more complex models of social econom-
ics. But is there really an advantage? This is an issue we will explore in the
following chapters.

CONCLUSION

Part I of this book focuses on how my Catholic faith has shaped my view
of economics as a means of correcting social problems in the world; while
grappling with the question: “Was the Good Samaritan a bad economist?” In
Chapter 2 I argue that economics is permeated with ethical values and any
economics must be so; in Chapter 3 that human behavior is more complex
than the standard economic man theory; in Chapter 4 that markets require
intervention to create equity; in Chapters 5 and 6 that a moral theory is re-
quired, with philosophical moral theories covered in Chapter 5 and in Chapter
6, CST as a theological moral theory that provides a perspective to develop
a social economics.

Part II takes that modified economics and uses it to deal with specific so-
cial problems: labor markets in Chapter 7, poverty in Chapter 8, inequality
in Chapter 9, financial crisis in Chapter 10, and development in Chapter 11.
An observant reader might ask, Why no chapter on the environment? After
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a lot of starts and stops I decided that it is too important to be relegated to a
single chapter. The reader will find that it is an important factor in a number
of the chapters.

In Part III, Chapter 12 focuses on what we as individuals and as members
of families and other mediating institutions can do to carry out our Christian
duty to love our neighbor. Then in Chapter 13 I look at the Catholic Worker
movement and Distributism as an example of CST in practice. I conclude, in
Chapter 14, “Wisdom and the Christian Economist,” by returning to the ques-
tion, Was the Good Samaritan a Bad Economist?
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Chapter Two

Economic Theory
Requires Moral Values

Economics strives to be a value free science. In this chapter I will show that
this is impossible. The failure to recognize that values are embedded in the
very act of theorizing continues to mislead economic policy. CST recognizes
that economic relations are part and parcel with social and political relations.

The Church’s social doctrine holds that authentically human social relationships
of friendship, solidarity and reciprocity can also be conducted within economic
activity, and not only outside it or “after” it. The economic sphere is neither
ethically neutral, nor inherently inhuman and opposed to society. It is part and
parcel of human activity and precisely because it is human, it must be structured
and governed in an ethical manner. (Pope Benedict XVI, Caritas In Veritate,
para. 36.)

Economists, for the most part, failed to foresee the Great Recession of
2007-2008, the worst financial and economic crisis since the 1930s. Now
they cannot reach a consensus on what caused it. James Galbraith, an econo-
mist at University of Texas, says that “it’s an enormous blot on the reputation
of the profession. There are thousands of economists. Most of them teach.
And most of them teach a theoretical framework that has been shown to be
fundamentally useless.”" Richard Posner, with no trace of irony, wrote on the
Chicago School-based Becker-Posner Blog, in response to the question, Why
were the warnings about a looming crisis ignored rather than investigated? :
“Many economists and political leaders are heavily invested in a free market
ideology which teaches that markets are robust and self-regulating.”” A rea-
sonable question might be: Why listen to economists?

25
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THE FAILURE OF ECONOMICS AND
THE FREE MARKET MODEL

Economics is a lot like theology despite its claim to be a science. Traditional
theology establishes first principles (which are taken as axiomatic) from
revelation or natural law and then with the use of intermediate principles and
judgment evaluates real-world issues.

Economics uses an abstract model constructed from axiomatic assump-
tions about how the world works—people are motivated by self-interest,
wants exceed resources, resources are mobile and fungible. Then with ap-
propriate regard for real-world deviations from the model, economists derive
economic policies.

The problem, for both theologians and economists, lies in going from the
general to the specific. I cannot speak for theologians, but economists are
seldom trained in the specifics of how the real world works. Rather a graduate
student in economics spends all his or her time learning mathematics, statistics,
and general theory. These then are used to do policy by finding a data set some-
where and applying the given tools to yield an answer. For example, the theory
says that inter-personal wage differences are the result of different amounts of
human capital embodied in workers. How is human capital measured? There is
no thing called “human capital” out there to measure. Rather a proxy must be
constructed, such as years of schooling. One result of this is that if a statistical
test appears to falsify the theory, the test is rejected, and the proxy re-specified
until the test comes out the way expected. That is, economists believe their
theory the way theologians believe the core tenets of their faith.?

How do people become economists? As David Colander says in his de-
lightful book, The Making of an Economist, Redux,* “were an undergraduate
student to ask an economist how to become an economist, he would tell her
to go to graduate school. She might demur, asking, ‘Wouldn’t it make more
sense to go to Wall Street and learn how markets work?” Getting firsthand
experience may sound like a good idea to her, but most economists would
briskly dismiss the suggestion. ‘Well, maybe I should get a job in a real busi-
ness—say, turning out automobiles.” The answer will be ‘no’ again: ‘That’s
not how you learn economics.” She might try one more time. ‘Well, how
about if I read all the top economists of the past—John Stuart Mill, David
Ricardo, Adam Smith?’ Most economists would say, ‘It wouldn’t hurt, but
it probably won’t help.’ Instead, he would most likely tell her, ‘To become
an economist who is considered an economist by other economists, you have
to go to graduate school in economics.” So, the reality is that, to economists,
an economist is someone who has a graduate degree (doctorates strongly
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preferred) in economics. This means that what defines an economist is what
he or she learns in graduate school.”

Over the past 30 years or so the graduate economics curriculum has be-
come ever more like a program in applied mathematics with a corresponding
reduction in economic history, history of economic thought, industry studies,
and industrial relations. This narrowing of focus gets reinforced as the student
finishes the PhD and gets a job in the academy. The greatest rewards go to
those making advances in theory and publishing in the half dozen top general
journals. Few articles will be accepted by these journals that do not start with
the standard abstract model and then derive some new “interesting” result.
Publishing in policy journals receives much less prestige and can even count
against one as showing you are not a serious economist. And of course, after
receiving tenure, this is what one knows how to do.

I tried to build a different type of economics program at Notre Dame, but
ultimately it was unsuccessful. I was hired in 1975 to build a department that
used CST as the base from which to fashion a unique program. The graduate
PhD program was restructured to create a distinctive program marked by its
focus on socioeconomic issues such as economic development, its openness
to alternative methodologies such as political economy, its concern for social
justice, and its reaffirmation of standard economic theory and quantitative
methods. By redirecting its energies, the program not only reflected the goals
and objectives of the economics profession but also those of the University
of Notre Dame, as specified by Father Ted Hesburgh, C.S.C., president of
the university: “Notre Dame as a Catholic university, must be all of this and
something more. . . . Its concern touches the moral as well as the intellectual
dimensions of all the questions it asks itself and its students.” Doing econom-
ics differently was not prized by the profession, and low department rankings
according to the disciplines criteria eventually led the university to abandon
the experiment and pursue the traditional academic route with the result that
standard criteria taken over from the secular academic world came to be the
only criteria that mattered.

The microeconomic model that is the core of traditional economic theory
is a beautiful mathematical construct. With the assumptions of self-interest
of economic actors, perfect mobility of resources, perfect competition, no
externalities, etc., the model yields a so-called Pareto Optimal outcome where
no one can be made better off without making someone worse off. Since
economists rule out interpersonal comparisons of utility, there is nothing
more to be said. The result is that economists learn to believe that this is the
way the world works, and students drawn to study economics are frequently
those who already believe this. In addition, behavioral economics research
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indicates that as undergraduate students study economics, they demonstrate
ever more self-interested behavior with each class taken.®

Until the mid-1930s, most economists believed a “free market” economy
would solve whatever problems arose. If goods and services and inputs into
production were bought and sold in markets, the economy would function
as well as possible. Thus, they called on public authorities for a laissez-faire
policy of “hands-off” of markets.

However, with the breakdown of the economy in the 1930s, laissez-faire
economics seemed discredited, and the activist policies of Keynesian eco-
nomics dominated until the stagflation of the late 1970s. One of the cor-
nerstones of Keynes’s theory was his treatment of investment. He argued
forcefully that investment decisions were closely linked with what he called
“animal spirits.” The term suggested fragility and instability, even when it
was, in large measure, narrowed to refer to profit expectations or business op-
timism. Keynes had ample evidence for his case in the Depression, for even
though investment was sorely needed, and the interest rate had fallen below
1 percent, there was still minimal investment. No sane business would invest,
regardless of the interest rate, if convinced that the project would incur losses
in the future. Thus, the psychological basis of profit expectations makes eco-
nomics more of an art than a science.

In addition, Keynes rejected the neoclassical notion that wage reductions
would restore full employment equilibrium by leading employers to hire
more labor because of lower costs. Instead, he argued that wages are also a
part of aggregate demand, in addition to being production costs. If wages fall,
aggregate demand and sales will fall. If sales fall, profits will decline, and
firms will demand less labor. The Depression experience made these points
convincing to all who were not wedded to neoclassical economics.

However, a small band of economists never accepted the Keynesian no-
tion that markets were not self-regulating and that government could play an
important role in stabilizing the economy. Almost from the beginning there
were efforts to re-interpret Keynes to make his macroeconomics compatible
with neo-classical microeconomics. Eventually this work developed the idea
of micro foundations where any macroeconomics had to be derived from in-
dividual behavior that was rational and informed. In this theory of rational ex-
pectations, where actors have perfect knowledge, they act in such a way that
any governmental policy will be offset unless it is a complete surprise. Thus,
Keynesian policy is seen as ineffective at best and most probably harmful.

In the 1980s this renewed version of laissez-faire economics regained
ascendency with the election of Ronald Reagan in the United States and
Margaret Thatcher in Great Britain. At the heart of this position is the belief
that markets are self-correcting. Financial economists developed this into the
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“efficient market hypothesis” which argues that markets quickly and cor-
rectly incorporate all publicly available information into prices. Under the
strong version of this theory, the only reason prices of assets like stocks move
is because new information becomes available; thus, financial markets could
not consistently mis-price assets and therefore needed little regulation.

Between their narrow technical training and their bias in favor of free
markets, most economists failed to see the coming perfect storm of economic
recession and financial crisis. In fact, they paved the way by urging the de-
regulation of financial markets which in turn allowed the creation of all kinds
of dubious new debt instruments, wildly increasing leverage of bank capital,
and even huge Ponzi schemes to go undetected. Add to this the extremely
low interest rates set by the Federal Reserve and the “bubble” created in the
housing industry was a natural outcome and its spread to the financial sector
through these new instruments was catastrophic.

The most astonishing admission of failure of the free market model was
that of former Federal Reserve chairman Alan Greenspan in autumn 2008 that
the Fed’s regime of monetary management had been based on a “flaw.” The
“whole intellectual edifice,” he said, “collapsed in the summer of last year.””

Robert Schiller, an economist at Yale, thinks the failure to foresee the
financial collapse is the result of fearing to deviate from the consensus of
the profession. And he doesn’t see economists learning enough to change
their basic paradigm: “The rational expectations models will be tweaked to
account for the current crisis. The basic curriculum will not change.”® Dani
Rodrick, an economist at Harvard, said, “The problem wasn’t with the eco-
nomics but with the economists. . . . We have fixated on one of the possible
hundreds of models and elevated that above the others,” referring to the free
market model.

John Kay, a financial columnist for Financial Times, wrote that Max
Planck, the physicist, said he had abandoned economics because it was too
difficult. John Maynard Keynes explained that economic understanding re-
quired a mixture of logic and intuition and a wide knowledge of facts, most
of which are not precise. The mathematically inclined find this frustrating and
unscientific. “On this, as on much else, Keynes was right.”!° The hedgehog
needs the fox as the social sciences need the humanities.

I must also say some positive things about economics and economists.
There is much new work, even though still seldom included in the core,
that is exciting and holds out varying degrees of hope for a regeneration
of economics. Behavioral economics, evolutionary economics, happiness
economics, economics of social capital, and social norms, the economics
of asymmetric information, and Big Data economics all hold out hope of
breaking through the twin constraints of methodological formalism and
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competitive equilibrium. Also, behavioral finance theory should provide
a sounder basis than the efficient market hypothesis for future analyses of
financial markets.

Even more encouraging is a growing recognition that economies require
ethical behavior in addition to self-interest. As we saw in Chapter 1, modern
economics has selectively adopted Adam Smith’s invisible hand metaphor,
focusing on the economically wondrous effects of the butcher and baker
trading out of their self-interest and ignoring his prior description of the same
deistic hand’s propelling the creation of a virtuous society. Virtue serves as
“the fine polish to the wheels of society” while vice is “like the vile rust,
which makes them jar and grate upon one another.”!! Indeed, Smith sought to
distance his thesis from that of Mandeville and the implication that individual
greed could be the basis for social good. Smith’s understanding that virtue
is a prerequisite for a desirable market society remains an important lesson.
As Jerry Evensky, an economist at Syracuse, argues, for Smith “ethics is the
hero—not self-interest or greed—for it is ethics that defend the social inter-
course from the Hobbesian chaos.”!?

The heavy reliance on mathematics has contributed to the widening separa-
tion of economics and ethics. Economics is about human behavior, not the
action and reaction of inanimate objects. It is closer to psychology or sociol-
ogy than astronomy or physics. Economics and ethics are, in fact, interrelated
because both economists (theorists and policy advisers) and economic actors
(sellers, consumers, workers, investors) hold ethical values that help shape
their behavior. In the first case economists must try to understand how their
own values affect both economic theory and policy and that is the task in the
remainder of this chapter. In the second case this means economic analysis
must broaden its conception of consumer, worker, and investor behavior.
This is the task of Chapter 3. Ethics enters economics in a third way—since
economic policies and institutions impact people in differential ways, ques-
tions of efficiency cannot be separated from the ethical issues involved. That
is a topic I will treat in Chapters 4 and 5. By the end of these four chapters
we should have no trouble agreeing with Pope Benedict XVI when he rejects
“the conviction that the economy . . . must be shielded from ‘influences’ of
a moral character.”"

THE ETHICAL FOUNDATIONS OF SCIENTIFIC INQUIRY

Many economists argue that while values might have a place in what is
termed normative economics, they should be kept out of the everyday scien-
tific business of the profession—the development and testing of falsifiable
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propositions—which is often referred to as positive economics. This separa-
tion, as this chapter shows, is problematic. Value-free science is a laudable
but impossible goal in the social sciences, including economics. Economists,
as persons, necessarily work from a viewpoint that structures the questions
asked, the methods, the evidence, the answers deemed acceptable. The fol-
lowing demonstrates how normative values play an important role in the
conduct of everyday science.

The 1996 American Economic Association Presidential address was given
by health economist Victor Fuchs.'* After quoting a 1965 article by George
Stigler that “the age of quantification is now full upon us” and that it will be
“a scientific revolution of the very first magnitude,”'® Fuchs goes on to note
that the revolution is still in the future: “the shallow and inconclusive debate
over health policy in 1993-94 contradicts (Stigler’s) expectation that this
research would narrow the range of partisan disputes and make a significant
contribution to the reconciliation of policy differences.”' The debate over
health care reform continues unabated over 25 years later, highlighted by the
arguments over Obamacare and even more recently the claims and counter-
claims over the feasibility of Medicare for All

There are many other examples of contemporary social issues, and the poli-
cies to address them, whose resolution seems immune to the insights claimed
by the social sciences: environmental disputes ranging from the northwest
salmon to the Utah wilderness, welfare reform, in particular the treatment of
teenage welfare mothers, or even the inheritability of intelligence with all of
its racial and social Darwinist implications. Does the continued intransigence
of social issues and the stubborn intractability of social policy imply that all
of the developments in data collection, data storage, and data analysis have
come to naught, that the age of quantification is a bust and that the future
should see social science move in a different direction? I do not see that as
the appropriate conclusion,'” though I see the problem as a real one.

I believe that social science and empirical investigation can make impor-
tant contributions to our understanding and resolution of policy issues, but
only if we are clear on the nature of social science and the role of theory and
quantification. In particular we must recognize the limits of our truth claims,
and the possibility of their being utilized to serve vested interests. Finally,
I think that we must find ways of making our basic data and analyses more
understandable, so the public is better able to join the policy debates.

I suggest that there is a way of understanding the very real problem that
Fuchs highlights. It starts from an understanding of the nature of economic
science. There is a substantial literature on methodological issues in econom-
ics, much of it calling into question its supposed scientific character. Part of
that literature deals explicitly with the impact of ethical value judgments on
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economics as a science. Of this literature a greater amount argues the value-
permeation thesis than defends the idea of value-neutrality.

Value Permeation vs. Value Neutrality

The value permeation position argues that while science is driven by a search
for truth, it is not interested in just any truth. The relevant truth must be both
“interesting” and “valuable,” and thus all science is goal-directed activity.
Further, the criteria for a “good” or “acceptable” scientific theory cannot be
ranked in terms of their intrinsic importance, but only in relation to the degree
they serve goals of the scientific community.

Theory choice is not, therefore, based objectively on non-controversial
criteria (e.g., degree of verification or corroboration), but on criteria that are
inevitably value-laden (i.e. the extent to which each theory serves specific
ends). The scientists” search for “valuable truth” is directed by what they
think society (and science) ought to do. No amount of evidence ever com-
pletely confirms or disconfirms any empirical hypothesis but only renders it
more or less probable.

Another line of reasoning is even more convincing. Thomas Kuhn in-
troduces the concept of paradigms, characterized by the shared values of a
given scientific community.'® It is Kuhn’s rejection of the second tenet—that
we have objective access to the empirical world through our sense experi-
ence—that is important for rejecting the value-neutrality position. He argues
that the empirical world can be known only through the filter of a theory;
thus, facts, of necessity, are theory laden. The major argument of those who
build on Kuhn’s approach runs as follows: A world view greatly influences
the scientific paradigm out of which one works; value judgments are closely
associated with the world view; theories must remain coherent with the
world view; facts themselves are theory-laden; therefore, the whole scientific
venture is permeated by value judgments from the start. This world view,
or Weltanschauung, shapes the interests of the scientist and determines the
questions asked, the problems considered important, the answers deemed ac-
ceptable, the axioms of the theory, the choice of relevant facts, the hypotheses
proposed to account for such facts, the criteria used to assess the fruitfulness
of competing theories, the language in which results are to be formulated,
and so on.

The Neo-Classical World View: A Case in Point

L illustrate the world view argument by applying it to mainstream neo-classical
economics.' The world view of mainstream neo-classical economics is closely
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associated with the notion of the good embedded in its scientific paradigm.
Neo-classical economics is founded on a world view made up of the following
propositions:

1. Human nature is such that humans are:
a. Self-interested.
b. Rational. That is, they know their own interest and choose from among

a variety of means in order to maximize that interest.

2. The purpose of human life is for individuals to pursue happiness as they
themselves define it. Therefore, it is essential that they be left free to do so.

3. The ideal social world is a gathering of free individuals who compete with
each other under conditions of scarcity to achieve self-interested ends. As
in the natural world with physical entities, in the social world too there are
forces at work which move economic agents toward equilibrium positions
(equilibrium simply means a price and quantity bought and sold position
that buyers and sellers have no incentive to move from).

Neo-classical economists either accept the preceding empirically unverifi-
able and unfalsifiable statements or, barring overt acceptance, conduct scien-
tific inquiry with methods based thereon.

To state it simply, neo-classical economists believe that humans are ratio-
nal maximizers of their own self-interest and that humans act in a rational
world characterized by forces which move things toward equilibrium.?’ The
first two propositions contain the motivating force in economic life (satisfac-
tion of self-interest) and the third proposition spells out the context in which
that force works itself out.

It seems clear that judgments of value, of a particular notion of the good,
are directly implied by propositions one and two of this world view. If the
purpose of life is that individuals pursue happiness, and if they do so self-
interestedly, then it certainly would be good for individuals to receive what
they want. Here is the basic notion of the good permeating all neo-classical
economics: individuals should be free to get as much as possible of what
they want. Other value judgments of the neo-classical paradigm either qualify
what types of individual wants will be considered or are derivative from this
basic value judgment. That this basic position is, in fact, a judgment of value,
or of the good, is a point willingly granted by many economists.?!

Thus, any use of economic theory, such as cost-benefit analysis, is founded
on two basic value judgments. The first of these is that individual prefer-
ences should count. The second value judgment derives from elements one
and three of the neo-classical world view and from the basic value judg-
ment that individual preferences should count. If one takes the core ideas of
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individualism, rationality and the social context of harmony among diverse
and conflicting interests, along with a number of limiting assumptions, it can
be shown that competitive equilibrium maximizes the value of consumption
and is therefore the best of all possible economic situations. The second value
judgment is thus a different sort than the first, because it is conditional on the
first. It does not stand alone. Competitive market equilibrium is good, in part,
because it allows the greatest number of individual preferences to be satisfied.
Moreover, this value judgment is also determined by the world view. Without
the third proposition such a judgment could not be made, for then some other
economic condition could be found to satisfy individual preferences. Com-
petitive market equilibrium is good because the world view insists that only
this condition can be ideal.

The notion of competitive equilibrium carries out two basic functions:
it serves as an ideal and as a standard by which to measure the real value
of current economic conditions. Because it serves as an ideal for which we
strive, it leads directly to the auxiliary value judgment that wherever competi-
tive markets do not exist or are weak, they should be instituted or promoted.
Wherever markets do not exist, the natural competitiveness of human beings
will be channeled into other nonproductive directions. It is better to establish
markets where this competitiveness and self-interest-seeking behavior can
be channeled into mutually satisfying activities. Wherever markets are weak
and distorted due to monopoly power or government interference there is
sure to be a reduction in actual consumption. Therefore, perfectly competitive
markets should be promoted so that the ideal competitive equilibrium can be
achieved.

There are two other auxiliary value judgments, but these do not spring
directly from the world view. Instead, they make the neo-classical paradigm
operational. These are: (1) means and ends should be bifurcated into two
mutually exclusive categories and (2) means and ends should be measured
quantitatively.

The separation of means and ends is not strictly required by the world view
itself, but is an operational requirement, without which the paradigm could
generate no meaningful research or study. If means and ends were not mutu-
ally exclusive, then neo-classical economics would be nothing more than a
simple statement that humans do what they do because they wish to do it.
There could be, for example, no inquiry into how satisfaction is maximized
by choosing among various alternatives. If some activity (e.g., production or
consumption) could be both means and end, then one could not determine
which part is which. As Jerome Rothenberg concedes, the intermixing of
means and ends “does violence to our paradigm.”?? This results in the value
judgment that consumption is the end or “good” to be achieved. In so doing,
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any good inherent in the process or means for obtaining higher consumption
is ignored. For example, if the production activity of human labor were more
than just a means—if work was good in and of itself * regardless of the final
product—then it would be impossible for the neo-classical economist to dis-
cover how much individual wants are satisfied by the activity. The ends and
the means would be all mixed together and it would be impossible to speak of
the value of the product and the cost of the resources independently.

The splitting of economic activities into means and ends by its very na-
ture promotes a notion of the good. It may be an operational necessity, but
it is also a judgment of value. With means and ends separated, it becomes
convenient to measure the satisfaction given by particular ends and the dis-
satisfaction (costs) resulting from employing various means. It becomes pos-
sible to measure how much better one situation is than another, by comparing
numbers instead of concepts or ideas. Things that are apparently incommen-
surable thus become commensurable. This is evident in many branches of
neo-classical analysis; when money values are unavailable or inappropriate,
quantified units, such as years of schooling for a proxy for human capital, are
used in their place. The case from the first chapter that showed a cost-benefit
analysis concluded the costs of fighting river blindness exceeded the benefits
of the saved lives is a sad example of this incommensurability. The actual
monetary cost of producing and delivering the medicine is the means and
saving lives is the end and to make them commensurable the human lives are
priced out at what their income earnings would be if they lived.

The emphasis on quantification in neoclassical economics adds another
element to its particular notion of the good. The second auxiliary value judg-
ment tells us to focus on means and ends that can be quantified. One practical
outcome of this is a heavy emphasis on things over interpersonal relation-
ships, education, cultural affairs, family, workplace organization, etc. Things
are countable while the quality of these other spheres of human life is not. In
the area of economic policy especially, such concerns are treated often as ob-
stacles to be removed or overcome.?* To the extent that this occurs, the notion
of the good which focuses on quantifiable inputs and outputs is embedded in
the paradigm. Again, the river blindness example applies. All kinds of ways
are used to make “non-things” quantifiable.

Within neo-classical economics there are thus judgments of value which
are rooted in a fundamental world view. There are also judgments of auxiliary
value which operate in concert with the world view and which allow the neo-
classical approach to be operational. Together these judgments make up the
neo-classical position on the character of the good, and when an economic
policy is planned, implemented, and evaluated, it is done based on these
clearly defined standards.
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Thus, in summary, economic theory focuses on people as hedonists who
want to maximize pleasure and minimize pain.?® It assumes that pleasure
comes primarily from the consumption of goods and services; and that pain
comes primarily from work and from parting with your income. Thus, given
resource constraints, the goal of the economy should be to maximize the pro-
duction of goods and services. In short, more is better.

In modern industrial economies such as ours, it is perfectly rational for
people to accept a philosophy of consumerism. People have little opportunity
to choose meaningful work because the nature of jobs is determined by com-
petitive pressures. The demand for labor mobility as firms hire and fire dis-
rupts a satisfying sense of community. And the enjoyment of nature is attenu-
ated by urbanization and the degradation of nature resulting from industrial
and consumption practices. Thus, the only thing left under the individual’s
control is consumption. And it is true that consumption can substitute, how-
ever inadequately, for the loss of meaningful work, community, and a decent
environment. With enough income people can buy bottled water, place their
children in private schools, buy a mountain cabin, and obtain the education
necessary to get a more interesting job.

However, when people are surveyed about their views on what the econ-
omy should do, some surprising results emerge. For example, a study by
Scitovsky?® found that the simple increase in the amount of consumption in
the U.S. has not increased people’s happiness.?’ Richard Easterlin®® discov-
ered that a crucial component of such an evaluation was the perception of
one’s relative situation. Thus, it would seem to be exceptionally difficult for
an economy to improve its performance, for every relative gain would imply
a relative loss, or no net gain! This reality and the confusion in our society
between growth, which we place as a preeminent goal, and affluence, which
by all standards we have clearly obtained, suggests that one of the problems
of our society is to deal with “the poverty of affluence.””

To conclude this discussion, the paradigm or research program of any sci-
entific community is circumscribed by boundaries laid out in a world view
which, while not perhaps individually subjective, is nevertheless empirically
untestable, or metaphysical as Boland would say.’* How then do value judg-
ments about the good, the just and the right, enter into scientific analysis?
Such value judgments are themselves entailed by the same world view which
gives rise to theoretical and factual analysis. “What is” and “what ought to
be” are thus inextricably commingled in the data, the facts, the theories, the
descriptions, the explanations, the prescriptions, and so on. All are permeated
by the a priori world view.!

In a “fox”-like article, Professor D. McCloskey? argued that economics
is best understood as a form of argumentation or persuasion rather than a
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value-free scientific endeavor. The effort does allow economists and other
social scientists to “make knowledge,” but it is a contingent knowledge which
depends greatly on factors such as operation of the scientific community of
economists, the times, the biases or ideologies of researchers, the historical
development and context of the issues, and the technical capacities of the sci-
entists. Richard Rorty* describes this as “pragmatism” and suggests that the
aspiration of scientists should be to find mechanisms to bring about “unforced
agreement” among themselves, rather than to reach Truth. However, this
methodological perspective remains controversial,* and, for the most part,
economists are minimally introspective about their methodology.

Within the “fox”-like approach of rhetoric, data-based empirical analysis
is only one among many ways to persuasion/knowledge. For the Greeks the
intrinsic components of an argument are the proofs and the canons or prin-
ciples.® For Aristotle, data are “extrinsic” to making an argument, i.e. not an
inherent part of the process. As Sharon Crowley notes:

Ancient philosophers seem to have had a clearer understanding of the limited
usefulness of empirical facts than moderns do. . . . Perhaps because of their
skepticism about the nature of facts, ancient rhetoricians were equally skeptical
about the persuasive potential of facts. Aristotle wrote that facts and testimony
were not truly within the art of rhetoric. . . . He considered extrinsic proofs to
be outside of the art of rhetoric because a rhetor only had to pick them up and
display them to an audience. *

Making a convincing argument on any economic policy becomes much
more complex in this framework. Data and quantitative analysis can play a
role, but many other elements enter into the research, influence what is ac-
cepted as true, and determine what is persuasive in policy. Indeed, much of
McCloskey’s original article is concerned with illustrating how metaphors,
appeals to authority, analogies, etc. are immanent in good economic argument.

The personalist tradition within social economics, which was noted in the
previous chapter, sees the economic world differently and approaches policy
questions differently than mainstream economics. To them:

persons are moral agents which means that by virtue of intelligence and free
will they are capable of making moral choices. In economic affairs, the moral
choices they make are governed by justice and caring or charity. Their behavior,
therefore, reflects those kinds of choices and must be judged according to the
principles of economic justice and caring or charity.*’

Economists need to recognize that there is no alternative to working from
a world view, whether it be economic individualism, Christian communalism,
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or whatever. Making explicit the values embodied in that world view will
help keep economics more honest and useful. Furthermore, it is not sufficient
to simply reject the neo-classical position that satisfying individual prefer-
ences, as expressed in the market, is the only measure of economic welfare.
Alternatives must be proposed and developed.

Scripture will be a major source of ethical guidelines for any attempt at
an economic theory informed by Christian belief. But the relationship of
Scripture to ethics is a tremendously complex one. The Bible originated in a
completely different culture and historical setting than our own. Economies
in the ancient world were largely agricultural, rather than industrial; religion
and society were much more closely linked; and a communal anthropology
prevailed, in contrast to modern individualism. It is questionable to assert that
specific Scriptural rules can be transported directly into the modern world.
God’s will was mediated to the Israelites in their concrete historical situation,
and can only be mediated to us in our historical situation. We should certainly
attempt to discern basic ethical principles in Scripture and apply them to our
economic analysis, but this is different from finding exact blueprints. CST is
such an attempt to use Scripture and Tradition to address the problems of the
modern economy, as we will see in Chapter 6.
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Chapter Three

Individual Actors Have
Moral Values

Economic theory, with its focus on self-interest, obscures the fact that
people’s preferences are formed not only by material self-interest but also by
other factors such as habit, ignorance, and my major concern in this chapter,
ethical values. Writing in the fourth century, Macarius of Egypt, an Egyptian
Christian monk and hermit, said:

The heart itself is but a small vessel, yet dragons are there, and there are also
lions; there are poisonous beasts and all the treasures of evil. But there too is
God, the angels, the life and the kingdom, the light and the apostles, the heav-
enly cities and the treasures of grace—all things are there.

We will see in Chapter 5 that market economies require that ethical behavior
for efficient functioning.

Economic theory focuses on people as hedonists who want to maximize
pleasure and minimize pain. It assumes that pleasure comes primarily from
the consumption of goods and services; and that pain comes primarily from
work and from parting with your income. Thus, given resource constraints,
the goal of the economy should be to maximize the production of goods and
services. In short, more is better.

INDIVIDUAL PREFERENCE FORMATION

Mainstream economics’ rational actor theory is more than an empirical theory
of behavior. This is perhaps most clear when economists try to gauge the rela-
tive efficiency of alternative economic arrangements, and, therefore, the de-
sirability of policies. Since the definition of welfare is individual preference

41
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satisfaction, an individual’s utility function becomes a normative benchmark.
To provide empirical measurement, economists utilize cost-benefit analysis
(CBA). In this practice, the merit of projects or policies is determined by add-
ing up their costs and benefits. The benefits are usually measured in terms of
the willingness of the affected parties to pay for them; with willingness-to-pay
the normatively relevant piece of data because it reflects preferences. Thus,
when applying CBA, economists rely on the notion that welfare amounts to
the satisfaction of observed individual preferences.

One problem! with the use of preference-satisfaction as a yardstick for
policy choice is not that it gives the wrong policy recommendations, but that
in some cases it fails to issue in any coherent recommendations at all. This
argument is analogous to a problem raised by Tibor Scitovsky. Incomes de-
pend in some cases on which policy is chosen, and, in turn, partly determine
the measured benefit of any particular policy. Thus, the valuation of benefits,
which is the basis for policy choice, itself depends on the policy chosen; thus,
the economist’s logic is circular.

The argument I make here is based on this paradox. Preferences, and not
just income, shift in response to policy. Thus, there is a second potential
source of circularity in the use of preferences to guide policy. An example
will serve to illustrate the point. Suppose that liberal education instills in stu-
dents liberal values and a tendency to favor government support for liberal
education; at the same time, those educated in a more authoritarian system
tend to support authoritarian educational policies. In this situation, the prefer-
ence sovereignty standard fails to provide any consistent advice to the policy
maker. Which policy satisfies preferences best depends upon which policy is
implemented in the first place. Thus, “preference sovereignty” as a criterion
for policy selection is not only incorrect; it is incoherent.

These problems are compounded when considering the problem of how to
count the welfare of future generations. The shape (and existence!) of future
individuals’ preferences are determined in part by the policies adopted today,
so again one is faced with the question of which preferences to count.’

A related problem arises when we deal with the problem of imperfectly
informed preferences. It has been empirically documented that in the real
world, preferences are affected by all kinds of irrational influences. Advertis-
ing shapes our preferences and addiction overrides our desire to quit smoking,
gambling, or using drugs. How, then, can one justify relying on those prefer-
ences to guide policy? This problem leads to efforts by some theorists to save
the preference-sovereignty criterion by using preferences that are “cleansed”
of malign influences such as imperfect information. But this only introduces
new problems. For example, people often value things or not—such as a
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surprise birthday present—because of the very uncertainly surrounding
them. In such situations, the “cleansing” process may not just cleanse but
also distort preferences. Thus, the supporter of preference sovereignty has a
dilemma. Either he or she must accept “bad” preferences or tolerate an alien
version of preferences, which may lack the moral appeal of more authentic,
but ill-informed, ones. The preference sovereignty standard thus fails even
when modified to take account of imperfect information.

Amitai Etzioni® suggests a way in which deontological considerations
might be used to augment neo-classical economics. The essence of the de-
ontological,* or Kantian, approach, he says, is that while the utilitarian views
the person as a unified bundle of preferences, the Kantian sees the self as
bifurcated. Each person has a set of desires as well as a separate aspect of the
self that judges those preferences in light of moral considerations. The ulti-
mate choices of the individual are the product of both aspects of the self. This
notion, as Etzioni points out, is consistent with the work of those economists
such as Amartya Sen who have introduced “meta-preferences”—a secondary
set of preferences over the domain of all possible preferences. For example, if
my faith commitments lead me to support farm workers, I may choose to not
buy grapes, which I dearly love. My meta-preference for justice overrides my
preference for grapes. In addition to the fact that preferences have this dual
nature, Etzioni points out that preferences respond to experience, and thus are
endogenous in an important way.

Etzioni argues for the incorporation of the moral aspects of the individual
into economic theory and he argues against seeing the moral aspects of the
world as a limited and distinct area in which special rules apply. Morality
interpenetrates all of economic life; its implications are sweeping and do not
apply only to certain areas. For example, in considering work life, the moral
value of work, and not just preferences, Etzioni says, must be considered.’
Moreover, moral behavior undergirds all of the economy, which would
quickly disintegrate if large numbers of people attempted to cheat one another
or failed to honor their contracts. Thus, moral considerations demand a radi-
cal rethinking of all of economics.

Virtue theory® also can add insight into the role of ethics in economics.
All evidence indicates that people as economic actors (consumers, workers,
investors) act out of more than calculated self-interest. People’s behavior is
influenced by many things including ethical norms.

The most recent evidence on people acting out of more than self-interest
comes from a large three-year study, 2015-2018, carried out in 40 coun-
tries.” The study examined the trade-off between honesty and self-interest
in 355 cities by having researchers turn in over 17,000 “lost” wallets with

printed on 2/8/2023 4:12 PMvia . All use subject to https://ww.ebsco.conlterms-of-use



EBSCOhost -

44 Chapter Three

varying amounts of money to public and private institutions such as banks
and then seeing if the recipients (employees or managers) contacted the
owner to return the wallets. In virtually all countries people were more
likely to return wallets that contained money; and the more money, the bet-
ter the chances of being returned. Additional data from the study suggest
these findings can be explained by a combination of altruistic concerns and
an aversion to viewing oneself as a thief, which increases with the material
benefits of dishonesty.

What impact does this have upon the ability of economic theory to predict
outcomes of economic actions? To the extent that economics is used as an
empirical science, a faulty theory of human behavior will lead to an inabil-
ity to predict and control. For example, how should government encourage
people to behave in socially beneficial ways, say, to donate blood? If people
are self-interested maximizers, government can best achieve its ends by pro-
viding a proper set of economic incentives for such behavior. But if econom-
ics misconceives the way people are motivated, material incentives might fail
to work. In fact, there is some evidence that blood donations decline when a
system of cash payments is introduced. How can this be?

It is not totally clear how to account for the decline in blood contributions,
but one possible answer relates to a second, generative, role for economic
theory. By this is meant its role in generating behavior as opposed to merely
predicting or controlling it. Economics can play this role in several possible
ways. First, as an article by Frank, Gilovich and Regan® suggests, economics
can become a sort of philosophy of life for those who study it, leading them
to behave in economically rational ways. Economists bring certain values
to their interpretation of the facts, for example, by imposing a neoclassical
template on the world they observe. Frank et al. go a step further. They ex-
perimentally demonstrate that economists’ values can affect the “real world”
itself—and not just economists’ interpretations of it. This happens when
economists “export” values in the classroom by teaching the economic theory
of rationality. The authors report several experiments, in one of which they
put students in a prisoners’ dilemma situation, with actual cash at stake. In
a regression model of the resulting data, with the decision to defect as the
dependent variable, an economics-major variable was significantly positive;
those who had studied economics the most were more likely to take the most
self-interested action. If this kind of effect is common, then even clearly
self-interested behavior may not constitute an independent verification of the
theory of rational self-interest, but instead may be a product of that theory.

Dawes and Thaler attempt to empirically document and catalog moral be-
havior as it has been observed in experiments. They recount evidence that in
experimental situations people will contribute money toward a public good,

printed on 2/8/2023 4:12 PMvia . All use subject to https://ww.ebsco.conlterms-of-use



EBSCOhost -

Individual Actors Have Moral Values 45

contrary to the predictions of rational actor theory. And, reminiscent of the
paper by Frank, Gilovich and Regan, they show that groups that have studied
economics contribute much less to the public good than others—an illustra-
tion of the generative role of social science. They show that groups that can
have discussions before they decide how to play have much lower rates of
defection, which to them suggests a role for “impure altruism”—obtaining
utility from doing the right thing. Finally, people seem to be more inclined
to cooperate when they have been given an opportunity to develop a sense of
common identity with the beneficiaries of their cooperation.

Second, economically rational ways of behavior can be taught by exposure
to social policies and practices that presuppose economic rationality. Thus,
for example, even those who initially behave according to social norms about
giving blood may come to view blood donation as just another economic
transaction, once they see people being paid for their donations. Thus, their
non-economic motives are undercut by an economic policy based solely on
self-interest; what was a priceless gift becoming merely a $50 one.

Robert Goodin’ describes a “Gresham’s Law of Sentiments” that seems to
operate when a reward system (such as monetary incentives) is introduced
to encourage an activity that individuals already find intrinsically valuable.
Citing experiments in which the introduction of money rewards results in
a reduction of individuals’ volunteering to perform the same task, Goodin
argues that, with respect to moral motives and altruistic behavior, we see
real evidence of “base motives driving out noble ones.” The introduction of
material incentives does not, as economists would predict, necessarily com-
plement altruistic or beneficent impulses, but rather may have the contrary
effect of contaminating and making profane the very impulses that they were
designed to foster.

The Example of Blood Collection Systems

I want to illustrate the problem of relying solely on self-interest by pursuing
further a comparison of the system of blood collection for medical purposes
in the United States and in England. In his 1970 book, The Gift Relation-
ship, Richard Titmuss questions the efficiency of market relationships based
on purely monetary self-interest principles.'® Instead he hypothesizes that in
some instances, such as blood giving, relying on internalized moral values
(in this case, altruistic behavior) results in a more efficient supply and better
quality of blood. Kenneth Arrow’s response!! to Titmuss questions the extent
to which altruism or other internalized moral values may be counted upon as
an organizing principle yet acknowledges that there may, indeed, be a role
for altruistic giving.
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This claim can be stated in economists’ jargon as: “Material incentives
crowd-out moral incentives.” But what is the empirical evidence? The origi-
nal claim by Titmuss about blood donations was never tested empirically
until much later. An exception to this is the questionnaire data collected by
Ireland and Koch.!? They asked a class of economics students if they would
be willing to provide blood at various prices. Consistent with the crowding-
out hypothesis there was a reduction in the supply of blood donors at the first
positive price.

In a much later study, “Crowding Out in Blood Donation: Was Titmuss
Right?” Carl Mellstrom and Magnus Johannesson'® test Titmuss’s argument
that monetary compensation for donating blood might crowd out the supply
of blood donors. To test this claim they carried out a field experiment in Swe-
den with three different options. In the first one, subjects were given the op-
portunity to become blood donors without any compensation. In the second,
subjects received a payment of approximately $7 for becoming blood donors,
and in the third, subjects could choose between a $7 payment and donating
the $7 to charity. The results differ markedly between men and women. For
men the supply of blood donors is not significantly different among the three
experimental groups. For women there is a significant crowding-out effect.
The supply of blood donors decreases by almost half when a monetary pay-
ment is introduced. There is also a significant effect of allowing individuals to
donate the payment to charity, and this effect fully counteracts the crowding-
out effect.

Moving beyond the blood donation case, the general idea that economic
incentives may sometimes backfire has received substantial empirical
support in recent years. Building on work in social psychology, Frey and
Oberholzer!* argued that the introduction of monetary payments may reduce
the intrinsic motivation to behave altruistically or perform one’s civic duty.
They illustrated this with questionnaire data about the location of a nuclear
waste repository facility, showing that individuals were less willing to ac-
cept locating the facility in their community if they were offered monetary
compensation.

A growing experimental literature testing monetary incentives also sug-
gests that financial incentives can be counterproductive. Gneezy and Rus-
tichini'> found that subjects answered fewer questions correctly on an 1Q
test if they were paid a small fee per correct answer, and that high school
students in Israel collected less money towards charity if they were offered a
small monetary incentive. In a field experiment on day-care centers in Israel,
Gneezy and Rustichini'® furthermore found that introducing a fine increased
the number of late-coming parents. Consistent with this finding, several
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recent laboratory experiments suggest that the introduction of fines or mini-
mum performance requirements can reduce performance. !’

This research illustrates that a person is not born with a set of ready-made
values; rather the individual’s values are socially constructed through his or
her being a part of a family, a church, a school, and a particular society. If
these groups expect and urge people to give their blood as an obligation of
being members of the group that obligation becomes internalized as a moral
value. Blood drives held in schools, churches, and in Red Cross facilities
reinforce that sense of obligation. As commercial blood increases, the need
for blood drives declines. Thus, the traditional reinforcement of that sense of
obligation declines with the result that the embodied moral value atrophies.
There is also an information problem. As blood drives decline it is rational for
an individual to assume that there is no need for donated blood. The outcome
is that a typical person must overcome imperfect information and a lack of
social approbation to be able to choose to donate blood.

This suggests that the type of policy recommended will have implications
for the type of society that will develop. Inherent in the type of policy sug-
gested is a preference as to the motivational attitudes that are appropriate and
should be encouraged.

In South Asia several countries have worked at setting up a volunteer blood
donor system. They have found that:

The most satisfactory way to attract and retain blood donors is to appeal to their
altruistic motivation. Donors who give blood because they really desire to help
their community need little by way of physical rewards. The downside of such
a recruitment drive is that it requires additional financial input and considerable
effort by all concerned to present a campaign that will appeal to the hearts and
intellects of the population. For this reason, there has been considerable reluc-
tance on the part of authorities in some countries to have the courage to rely on
the goodwill of a community to provide blood. Countries such as Korea, Hong
Kong, Singapore, Macau and Thailand and others have faced this problem suc-
cessfully, with the result that each has now good functioning voluntary blood
services. The pathway to success in this area of health services is reasonably
clear. . . . Volunteer donors eventually can provide the safest and surest supply
of blood, but for such a program to be successful, good regional and national
planning in all aspects of blood transfusion service is required to ensure that all
needs of the donor are met.'®

One implication of these examples is that the motivations on which the re-
sults are based are also important, that is, how we achieve these results needs
to be addressed. This problem arises because economists take preferences as
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given—they neither change over time nor are affected by the preferences of
other individuals or society. Consequently, the process of preference forma-
tion and the nature of the preferences that people have are ignored. That the
distribution of beliefs and behaviors at time t influences individual beliefs
and behaviors at time ¢+/ is, however, the single most basic finding of the
voluminous research within sociology on the behavior of groups.'’

Even though economists are seldom interested in why people behave the
way they do, society usually places a high value on motivations. This is read-
ily evident if one looks at the legal system. Consider a situation in which a
person shoots and kills someone else. The result is the same but depending
on the motivation the act may be judged to be murder, justifiable homicide,
or even just an accident.

In short, three conclusions can be derived from our discussion of the blood
supply issue. First, economic policies have a direct effect on both market
outcomes and individual values. Second, economists should drop their nar-
row approach to human behavior and join the rest of society in giving atten-
tion to the effect that policies have upon values. How we achieve results is
important. Finally, economists must recognize that the policy impact upon
values exerts its own influence on future market activity. Thus, over time the
type of values promoted by public action has significance even within the
“efficiency” realm of traditional economic analysis.

WHAT NEEDS TO BE DONE?

Can anything be done to reduce the reliance on self-interest and the empha-
sis on consumption while, at the same time, increasing the possibilities for
meaningful work and the restoration of community? I am not optimistic, but
as a Christian and as an economist I would argue we need to develop habits
of morally constrained behavior, reinforced by cultural practices, so that
short-run rewards become less important. We need values that transcend the
narrow self-interest of the economic model as the guide for individual behav-
ior. Is it possible to rebuild a moral consensus wherein we re-learn habits of
morally constrained behavior? Yes, this is a major point of Catholic Social
Thought which we will explore in Chapter 6. Economists need to re-think
their view of people as simply self-interested maximizers. They have made
a major mistake in treating love, benevolence, and particularly public spirit
as scarce resources that must be economized lest they be depleted. This is a
faulty analogy because, unlike material factors of production, the supply of
love, benevolence, and public spirit is not fixed or limited. As Hirschman?
says: “First of all, these are resources whose supply may well increase rather
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than decrease through use; second, these resources do not remain intact if
they stay unused.” These moral resources respond positively to practice, in a
learning-by-doing manner, and negatively to non-practice. Obviously, there
are limits; if overused they become ineffective.

I do not want to leave the impression that ethically based behavior and
self-interest are always mutually exclusive. Proximity to self-interest alone
does not defile morality. Moral values are often necessary counterparts in a
system based on self-interest. Not only is there a “vast amount of irregular
and informal help given in times of need”?!; there is also a consistent depen-
dence on moral values upon which market mechanisms rely. Without a basic
trust and socialized morality, the economy would be much more inefficient.

Peter Berger reminds us that “no society, modern or otherwise, can survive
without what Durkheim called a ‘collective conscience,’ that is without moral
values that have general authority.”” Fred Hirsch reintroduces the idea of
moral law into economic analysis:

Truth, trust, acceptance, restraint, obligation—these are among the social vir-
tues grounded in religious belief which . . . play a central role in the functioning
of an individualistic, contractual economy. . . . The point is that conventional,
mutual standards of honesty and trust are public goods that are necessary inputs
for much of economic output.?

Hirsch argues that there has been an erosion of this internalized moral code
as religious belief has declined. This has “freed” economic actors of the old
religious and moral constraints; but the self-interest led growth process has
not provided any ready substitute social morality. Thus, the previously effec-
tive inhibitions on lying, cheating, and stealing have lost their effectiveness
and the functioning of both the public and private economy has suffered. The
legacy is an upper class bent upon immediate gains and conspicuous con-
sumption and an underclass frequently hungry, homeless, and incapacitated
by drug dependency.

Attempts to rely solely on material incentives in the private sector, and
more particularly in the public sector, suffer from two defects. In the first
place, stationing a policeman on every corner to prevent cheating simply does
not work. Regulators have a disadvantage in relevant information compared
to those whose behavior they are trying to regulate. In addition, who regulates
the regulators? Thus, there is no substitute for an internalized moral law that
directs persons to seek their self-interest only in “fair” ways. The second
shortcoming of relying on external sanctions alone is that such reliance can
further undermine the remaining aspects of an internalized moral law. As
discussed above, by promoting solely self-interest, society encourages that
type of behavior rather than ethical behavior. The argument is not that there
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is no role for self-interest, but rather that there is a large sphere for morally
constrained behavior. To distinguish in which sphere self-interest should be
used and in which sphere altruism should be promoted is very important and
sends signals to society as to what we value.

The coronavirus pandemic of 2020 highlights this issue. People are asked
to wear masks to protect others, but many resist, saying, “You are taking
away my freedom.” Our emphasis on individualism does not serve us well
in this situation.

In summary, the erosion of society’s religious-based moral code has im-
portant practical results. As Hirsch says:

Religious obligation performed a secular function that, with the development of
modern society, became more rather than less important. It helped to reconcile
the conflict between private and social needs at the individual level and did it
by internalizing norms of behavior. It thereby provided the necessary social
binding for an individualistic, nonaltruistic market economy. This was the non-
Marxist social function of religion. Without it, the claims on altruistic feelings,
or on explicit social cooperation, would greatly increase, as was foreseen, and to
some extent welcomed, by a long line of humanists and secular moralists. Less
love of God necessitates more love of Man.

Values can be changed. In fact, a principal objective of publicly proclaimed
laws and regulations is to stigmatize certain types of behavior and to reward
others, thereby influencing individual values and behavior codes. Aristotle
understood this: “Lawgivers make the citizen good by inculcating habits in
them, and this is the aim of every lawgiver; if he does not succeed in doing
that, his legislation is a failure. It is in this that a good constitution differs
from a bad one.”” While families, churches and schools play the most im-
portant role in shaping behavior and inculcating values, public laws have a
role to play. For example, while law cannot make people stop holding racist
beliefs, it can make them stop engaging in certain types of racist behavior.
With time that behavior, say refusing service in a restaurant, becomes de-
legitimized in public opinion.

The churches have an important role to play in this regard. Stanley Hauer-
was argues that:

Christian enthusiasm for the political involvement offered by our secular polity
has made us forget the church’s more profound political task. In the interest of
securing more equitable forms of justice possible in our society, Christians have
failed to challenge the moral presuppositions of our polity and society. Nowhere
is the effect of this seen more powerfully than in the Christian acquiescence to
the liberal assumption that a just polity is possible without the people being
just. We simply accepted the assumptions that politics is about the distribution
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of desires, irrespective of the content of those desires, and any consideration of
the development of virtuous people as a political issue seems an inexcusable
intrusion into our personal liberty.?

CONCLUSION

There are other differences between economic theory and Christian beliefs.
Economic theory abstracts man/woman into a rational calculator of pleasures
and pains. Christianity teaches us the stories of the Good Samaritan and the
Sermon on the Mount. Meaning and dignity come from being participating
members of the faith community. And a faith community is neither created
nor maintained by rational self-interest alone. We would do well to heed Ken
Boulding’s caution of almost 50 years ago:

There is a danger . . . in a predominately commercial society, that people will
take economic behavior as the measure to all things and will confine their
relationships to those which can be conducted on the level of the commercial
abstraction. To do this is to lose almost all richness or purpose in human life.
He who has never loved, has never felt the call of a heroic ethic to give and not
to count the cost, to labor and not to ask for any reward has lived far below the
peak levels of human experience. Economic man dwells in Limbo—he is not
good enough for Heaven or bad enough for Hell. His virtues are minor virtues:
he is punctual, courteous, honest, truthful, painstaking, thrifty, hardworking.
His vices are minor vices: niggardliness, parsimoniousness, chicanery. Even the
covetousness of which he is often accused is a playful and innocent thing com-
pared with the dreadful covetousness of the proud. On the whole he escapes the
deadly sins, for his very vulgarity saves him from pride (how much better, for
instance, is the commercial vulgarity of Coca Cola than the heroic diabolism of
Hitler). But he misses the Great Virtue, and in that he is less than Man, for God
has made man for himself, and he has an ineradicable hunger for the Divine, the
heroic, the sanctified and uneconomic.?”
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Chapter Four

Markets Require Intervention

In this chapter I will explain why I believe our market economy and, for that
matter, any market economy, requires intervention to channel its positive
results so they benefit everyone and why its negative results need to be con-
strained by countermeasures. To quote Pope Francis:

The need to resolve the structural causes of poverty cannot be delayed. . . .
As long as the problems of the poor are not radically resolved by rejecting the
absolute autonomy of markets and financial speculation and by attacking the
structural causes of inequality, no solution will be found for the world’s prob-
lems, or, for that matter, to any problems.

Pope Francis, The Joy of the Gospel, para. 202

First, I will focus on the origins and history of market economies to show
intervention was and is a necessary part of their evolution. Second, I will
discuss moral limits to the use of markets and of market-oriented policies in
the allocation of resources. The first objection is based on the belief that not
all market exchanges are truly voluntary but rather contain an element of co-
ercion. The second objection is based on the concept of corruption. It focuses
on the degrading effect that market allocation can have on certain types of
goods and services. Finally, I will discuss duty- and virtue-based objections.

THE EVOLUTION OF THE
SELF-REGULATING MARKET SYSTEM

The market economy is an evolving system of self-regulating markets that had
a beginning in historical time and has been in the process of transformation
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ever since. Let me develop this argument in some detail, building on the
original work of Karl Polanyi.'

Most historians, whether their orientation is political, cultural, or eco-
nomic, clearly recognize that the eighteenth century was a turning point in the
nature of the Western world which saw momentous movements and events
intellectual, political, military, social, cultural and economic. The enlighten-
ment, with its emphasis on reason, natural law, and progress, and its avant-
garde philosophes and physiocrats opened new vistas, although most of the
population of Europe and the remainder of the world scarcely glimpsed those
vistas. The writings of the philosophes, Rousseau, Montesquieu, and Voltaire
in particular, infected the rising bourgeoisie of France and, together with the
maladministrations of Louis XV and X VI, brought on the French Revolution,
the second momentous event of the eighteenth century.

In economic affairs, the eighteenth century began with Francois Quesnay’s
campaign against mercantilism and ended with the completion of the cam-
paign by Adam Smith. In the process, the classical school of economics, a
new social science, came into being. Finally, in the course of the century,
the agricultural and commercial revolutions of the previous two centuries
initiated the Industrial Revolution in England in four key industries: mining,
metallurgy, munitions, and textiles.

It was England of the later eighteenth century which provided the fer-
tile ground in which the self-regulating market could and initially did take
root and mature. Not only had the Industrial Revolution begun in the four
industries cited above; of equal or greater importance, it began in a period
in English history when poverty and its tragic result, pauperism, showed an
alarming increase. Even more to the point the poor laws were modified to
throw a great mass of English paupers upon the mercy of market wage levels.

Now that the self-regulated market had arrived, what were its character-
istics? A capitalist market economy is controlled, regulated, and directed by
markets alone. Order in the production and distribution of goods is entrusted
to this self-regulating mechanism, based on the expectation that human be-
ings behave to achieve money gains. It assumes markets in which the supply
of goods, including services available at a definite price, will equal the de-
mand at that price. A market economy assumes the presence of money, which
functions as purchasing power in the hands of its owners. Production will
then be controlled by prices, for the profits of those who direct production
will depend upon them; the distribution of the goods also will depend upon
prices, since prices form incomes and it is with the help of these incomes
that the produced goods are distributed among the members of society. Thus,
order in the production and distribution of goods is ensured by prices alone.
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In contrast, during preceding historical periods, markets were never more
than accessories of economic life. Generally, the economic system was em-
bedded in the social system. In Babylonia and even Greece, the local markets
(trading centers) were compatible with the established social way of life; mar-
kets did not expand at the expense of the society. Even under the mercantile
system of the previous two centuries, where markets had expanded to involve
a large part of the nation, they were not free markets as described above but
were subjected to centralized administration. In Karl Mannheim’s words, the
market was transformed from a regulatory mechanism utilized by society into
the very organizing principle of society itself.

On the eve of the Industrial Revolution, the English economy could be
characterized as follows: (1) Although the new national markets were in some
degree competitive, the overriding feature of these markets was regulation;
(2) The self-sufficing household of the peasant remained the basis of the
economic system and was being integrated into large national units through
the formation of an internal market; and (3) Agriculture was supplemented
by internal commerce, although at the beginning of the eighteenth century the
system of internal commerce was one of relatively isolated markets.

This new phenomenon, the self-regulating market, would include some
additional ingredients: (1) Self-regulation implied that all production was
for sale on the market and that all incomes derived from such sales; (2) there
were markets for all elements of industry including goods, labor, land, and
money, whose prices were respectively commodity prices, wages, rent, and
interest; (3) The state would do nothing to inhibit the formation of markets,
and incomes would be formed only through sales; and (4) there would be no
interference in adjustment of prices to changed market conditions.

The self-regulating market, which came into existence during the latter part
of the eighteenth century and became fully operative with the creation of a
true labor market in 1834, and the repeal of the Speenhamland system, was
an economic utopia along the lines envisaged by free market advocates. The
transition from regulated to self-regulating markets represented a complete
transformation in the structure of society. A self-regulating market demanded
nothing less than the institutional separation of society into an economic and
a political sphere, a singular departure from previous societies whose econo-
mies were embedded in the social system and “economic” decision making
was determined by larger needs and values.

Moreover, such an institutional pattern could not function unless society
was subordinated to its requirements. A market economy could only exist in
a market society, as the following examination of the institutional nature of a
market economy will serve to illustrate.
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Labor, land, and money, as well as commodities, form a vital part of the
economic system. They are, in fact, just like commodities, to be bought
and sold on the market. However, labor, land, and money are obviously not
commodities since they are not “produced” primarily for sale. Labor is only
another name for a human activity which is part of life itself, and which is
not “produced” for sale but occurs for entirely different reasons. In addition,
that human activity cannot be separated from the rest of life. Land is only an-
other name for nature, which is not produced either. Actual money is merely
a token of purchasing power that is not produced but comes into existence
through the mechanism of banking or state finance. None of the three is
produced for sale, so the commodity description of labor, land, and money is
purely fictitious. Never in history had there been true self-regulating markets
in labor, land, and money. As Polanyi notes, however:

It is with the help of this fiction that the actual markets for labor, land, and
money are organized; they are being actually bought and sold on the market;
their demand and supply are real magnitudes; and any measures or policies
that would inhibit the formation of such markets would ipso facto endanger the
self-regulation of the system. The commodity fiction, therefore, supplies a vital
organizing principle in regard to the whole of society affecting almost all its
institutions in the most varied way, namely, the principle according to which no
arrangement or behavior should be allowed to exist that might prevent the actual
functioning of the market mechanism on the lines of the commodity fiction.?

This meant that the self-regulating market mechanism became, in fact, the
sole director of the fate of human beings and of their natural environment.
Polanyi observed that:

... the alleged commodity “labor power” cannot be shoved about, used indis-
criminately, or even unused, without affecting also the human individual who
happens to be the bearer of this peculiar commodity. In disposing of a man’s
labor power the system would, incidentally, dispose of the physical, psycho-
logical, and moral entity “man” attached to that tag. Robbed of the protective
covering of cultural institutions, human beings would perish from the effects
of social exposure; they would die as the victims of acute social dislocation
through vice, perversion, crime, and starvation. Nature would be reduced to its
elements, neighborhoods and landscapes defiled, rivers polluted, military safety
jeopardized, the power to produce food and raw materials destroyed. . .. But
no society could stand the effects of such a system of crude fictions even for
the shortest stretch of time unless its human and natural substance as well as
its business organization was protected against the ravages of this satanic mill.?

This was, indeed, a creative-destructive process which would have annihi-
lated society but for protective countermoves. Accordingly, no sooner had the
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utopia of the self-regulating market been established than it was challenged
in order that society itself might survive. Polanyi observed: “Accordingly,
the countermove consisted in checking the action of the market in respect
to the factors of production, labor and land. This was the main function of
interventionism.”

Interventionism, of course, did not occur simultaneously both on the
national scene and in international affairs. On the national scene it did not
become a potent force until after midcentury while the international market
system was not placed in jeopardy until the last quarter of the nineteenth
century. The forces of intervention gathered only slowly; as they accelerated,
all was swept before them.

By 1820, in England at least, three tenets of classical laissez-faire eco-
nomics had been clearly identified: that commodities (including labor) find
their price on the market; that the creation of money should be subject to
an automatic mechanism; that goods should be free to flow from country to
country without hindrance or preference. Policy called for a free labor mar-
ket, the gold standard, and free international trade. Between 1820 and 1850
economic laissez-faire was fully implemented in England, France, and the
Low Countries.

In England, the Poor Law Amendment Bill terminating the Speenhamland
system became effective in 1834, thereby ending the system of poor relief and
creating a free labor market. Given the assurances that the market knows best,
economists and their followers in the nineteenth century thought indifference
to the condition of the poor served the best interest of society. This peculiar
moral system embodied in the economics of the day was quite evident to
Charles Dickens, who, as we saw earlier, devoted Hard Times to attacking
it.5 “In the novel, the doctrines of classical political economy are taught in a
proprietary school owned by one Thomas Gradgrind. Dickens sarcastically
dismisses the writings of his character Gradgrind as “proving . .. that the
Good Samaritan was a Bad Economist”—or, as the modern economics-text
writers might say, irrational. Dickens thus warned that the moral precepts of
the parable and of economics were poles apart.®

By 1825, despite inflation and a business slump following the Napoleonic
Wars, it was clear that Parliament intended to adhere to the classical principle
of a sound currency; its method was to support and defend the gold standard.
However, the gold standard implied deflation and monetary stringency in the
face of depression. The chief supporter of laissez-faire and the self-regulated
market, the manufacturer, had therefore to be protected. Wages had to fall
at least in proportion to the general fall in prices to allow the exploitation
of an ever-expanding market. Thus, the repeal of the Corn Laws in 1846, a
corollary of Peel’s Bank Act of 1844, was undertaken to bring laissez-faire

printed on 2/8/2023 4:12 PMvia . All use subject to https://ww.ebsco.conlterms-of-use



EBSCOhost -

60 Chapter Four

to world trade, to allow the free flow of grain into Britain, and to ensure that
wages and prices would tend to a free market equilibrium. By 1850 in Eng-
land, therefore, it appeared that the self-regulating market was triumphant as
these three elements, a true labor market, the gold standard, and free trade
now formed a coherent whole.

The utilitarians, including Bentham, however, had long since reflected on
the shortcomings and contradictions inherent in this classical utopia and were
more than mildly distressed at the sacrifices such a system exacted from the
people. The utilitarian critiques and the excesses of the market system in gen-
eral sparked a revolt among not only the working class but more significantly
among the rising middle class. Polanyi termed this revolt the collectivist
movement. In England, the collectivists, led by the utilitarians, looked to the
government for redress. On the Continent, after the unifications of Germany
and Italy and the creation of the Third Republic in France, the governments
of these countries followed the utilitarian lead. Scarcely more than a decade
after the self-regulating market appeared to be triumphant, it was already in
retreat, however grudgingly.

Then on the Continent and in England, particularly after the English Parlia-
mentary Reform Act of 1867 which gave the working class the right to vote,
a series of “protectionist” legislation was enacted. Factory laws, social insur-
ance, municipal trading, health service, and public utility laws were passed in
close succession. New tariffs, embargoes on immigration, national subsidies,
formation of cartels and trusts, and curtailment of capital movements were
also enacted, all of which inhibited the self-regulating mechanism of the
market. German, Japanese, and American growth in the late nineteenth and
early twentieth centuries took place behind high tariff walls; and in the first
two countries, government intervention was pervasive.

The countermove against economic liberalism and laissez-faire possessed
all the unmistakable characteristics of a spontaneous action. At innumerable
disconnected points it set in without any traceable links between the interests
directly affected or any ideological conformity between them. Even in the
settlement of one and the same problem, as in the case of workmen’s com-
pensation, solutions switched from individualist to collectivist merely as a
result of the increasing realization of the nature of the problem in question.
The change took place in several countries at a similar stage in their industrial
development. Finally, even free-market liberals were forced to support gov-
ernment intervention to prevent monopoly and so secure the preconditions of
the self-regulating market. Indeed, such a market, in all its manifestations,
threatened society—which undertook measures to protect itself.

Despite ample evidence that the self-regulating market, and with it nine-
teenth-century market society, had broken down, efforts were made during
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the post—World War I years to rehabilitate both. The chief instigators of this
effort, of course, were the laissez-faire economists.

The root problems of market society, interventionism and currency, reap-
peared after Versailles and these issues became the center of politics in the
1920s. A singular effort was made in Geneva during the 1920s, particularly by
Britain, France and the United States, to reestablish stable exchanges through
a return to gold. Increasingly the responsibility for carrying this burden fell on
the United States; and when the Depression struck in 1929, the effort dissolved
with the stock market. The effort, however noble, to re-create free trade, a free
labor market, and a freely functioning gold standard went the way of the inflated
stock. The self-regulating market had succumbed to its own nemeses.

The response to this collapse was Fascism in some countries and the ex-
pansion of the welfare state in others. The conclusion I draw is that the free
market economy, in the sense of a self-regulating system, is a utopian vision
in the minds of economists and was at best a temporary aberration in the his-
tory of humankind. Individual markets may have always existed (at least for
commodities), but an economy run by free markets was anything but natural
and required specific actions of government to come into existence. The
mercantilist controls over the economy that laissez-faire economics fought
against were merely that era’s way of embedding the economy into the social
system. The attempt to “free”” markets (particularly for the fictitious commod-
ities of labor, land, and money) from societal control was a failure. Society
was not willing to live with the creative-destructive process and the uneven
development results of a pure market system. In practice, few would accept
the notion that everything and everyone’s worth was measured by a market
determined price. Workers formed trade unions to eliminate competition in
the labor market, business firms merged or sought government regulation
to eliminate competition. Farmers sought government price supports. And
consumers sought government protection from the free market in the form of
pure food and drug acts. Professionals convinced government that the public
welfare demanded the licensing of lawyers and physicians.

If anything is “natural,” it is social control of the economy as a way of
embedding it in the total social system; and, if anything is “unnatural,” it is
a laissez-faire system of self-regulating markets. Government may interfere
with our private lives; an unregulated market system with its creative-destruc-
tive processes and uneven development has an even greater negative effect
in most lives. Therefore, CST argues that the burden of proof should lie with
the free market devotees. History and common sense make the real issue,
“What type of policies will harness the creative side of the capitalist market
economy to achieve our economic goals without allowing the destructive side
to override our social and political values and needs?”
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This historical analysis casts serious doubt on the long-term success of free
market policies in the United States. The attempts to dismantle the protective
devices created by previous generations by the Reagan, Bush and Trump
administrations are fraught with danger. “Freeing-up” labor markets and
creating an enterprise culture will release the destructive forces of the market
system upon individual lives and society itself. “Freeing-up” land use and an
emphasis on unfettered economic growth threaten the environmental system
within which we all must live.

In brief, it is incorrect to assume that the problem is too much govern-
ment intervention. Rather the problem is the specific structure of government
intervention. This implies that more, and different, government intervention
might be necessary to overcome our current economic problems. The analy-
sis above implies that government interventions are constitutive of a market
economy—without them capitalist society could not exist. Thus, it does not
make sense to speak of a contradiction between government intervention and
the internal logic of a market economy. Some economic policies are more
effective than others and an explanation for the difference will be found at a
more concrete level of analysis than the general incompatibility theses pro-
pounded by free markets devotees.

Of course, government cannot have an unlimited range of action either.
The problems of the communist economies and their move to greater use of
markets attest to this. It must be limited to actions that clearly enhance the
goals of the economy. I understand, using David Brook’s thoughtful words,
“that capitalism is really good at doing the one thing socialism is really bad at:
creating a learning process to help people figure stuff out. If you want to run a
rental car company, capitalism has a whole bevy of market and price signals
and feedback loops that tell you what kind of cars people want to rent, where
to put your locations, how many cars to order. It has a competitive profit-
driven process to motivate you to learn and innovate, every single day.””’

Chapter 6 will use CST to argue that there must be a balance of govern-
ment and the market, a mixed economy which must be guided to serve human
needs of life-sustenance, fellowship, and freedom. Also, in Chapter 12 I will
argue that mediating institutions must be encouraged as an important means
of carrying out needed policy.

MARKETS REQUIRE MORAL VALUES
In this section, I will reinforce the historical analysis above (that people try

to re-embed the market into the total social system) by focusing on ethical
issues involved in using markets as not only the primary but almost the sole
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means of determining usage of economic resources including that of labor.?
This term labor, of course, hides the reality that it is the lives of individual
human beings that are being talked about.

To discuss moral limits to the use of markets and of market-oriented poli-
cies in the allocation of resources, we need to distinguish between two objec-
tions to extending the reach of market valuation and exchange.

The first objection is based on the belief that not all market exchanges are
truly voluntary but rather contain an element of coercion. When people buy
and sell things under conditions of severe inequality or out of extreme eco-
nomic necessity, calling it voluntary seems misplaced. Rather there is more
than a little coercion involved and is thus unjust. A poor person may agree to
sell a kidney or cornea in order to feed their starving family, but this agree-
ment is not truly voluntary. They are coerced, in effect, by the necessities of
the situation.

The second objection is based on the concept of corruption. It focuses on
the degrading effect that market allocation can have on certain types of goods
and services. Moral and civic goods can be damaged or corrupted if bought
and sold for money. If, for example, the sale of human body parts, such as
kidneys, is intrinsically degrading as a violation of the sanctity of the human
body, then kidney sales would be morally wrong for rich and poor alike. Thus,
this objection is valid even without the coercive effect of economic necessity.

Each objection is based on a different moral ideal. The objection from
coercion draws on the ideal of consent exercised within a fair context, i.e., a
more or less level playing field. It is not an objection to markets per se, but
rather to markets that operate within a context of income and wealth inequal-
ity that is so extreme that market bargaining conditions can only be described
as coercive. The objection based upon coercion provides no basis for reject-
ing market allocation of goods where the income and wealth context is just.

The objection based on corruption appeals not to the voluntary nature
of consent but to the moral importance of the goods and services being
exchanged. The argument from corruption is more basic in the sense that it
applies under conditions of equality and extreme inequality alike.

To illustrate the difference between the two objections, Sandel says:

Consider two familiar objections to prostitution. Some object to prostitution on
the grounds that it is rarely, if ever, truly voluntary. According to this argument,
those who sell their bodies for sex are typically coerced, whether by poverty,
drug addiction, or other unfortunate life circumstances. Others object that pros-
titution is intrinsically degrading, a corruption of the moral worth of human
sexuality. The degradation objection does not depend on tainted consent. It
would condemn prostitution even in a society without poverty and despair, even
in cases of wealthy prostitutes who like the work and freely choose it.’
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The point is not to argue for or against prostitution, but rather to show the
difference between the two objections and to illustrate the further part of the
claim, which is that the second objection is not reducible to the first. Even
when there are no unjust differences in income and wealth, there will still be
goods and services that should not be bought and sold through markets.

I need to emphasize an important distinction. There may be situations
where the sale of a good through markets is morally objectionable and yet
the practice should not be legally banned. As Sandel says: “Prohibition may
carry moral and practical costs that outweigh the good of preventing the prac-
tice.”!® And there may be other, better ways of discouraging it. For example,
a tax on cigarettes instead of outright banning. The moral status of a good
or service should count as one consideration among others in determining its
legal permissibility.

No one defends the out-right purchase and sale of votes.!! But why is it
objectionable? The answer lies in our understanding of what it means to be a
citizen. If that means to be a participating member of a community with the
obligation to help decide the issues facing the community, then selling your
vote abdicates your responsibility. If on the other hand, your understanding
of the purpose of democracy is simply a mechanism to aggregate people’s
interests and preferences and translate them into policy, then there is no good
reason to prohibit the buying and selling of votes. In this understanding of de-
mocracy “citizens are consumers and politics is economics by other means.”!?

Coercion-Based Objections

It is possible to provide general reasons for using the market to allocate goods
and services—it is efficient, except where there is market failure due to ex-
ternalities, public goods, monopoly, or imperfect information. The objection
based on coercion is like the efficiency argument for the use of markets in that
it points to a single reason—the lack of consent. The form of the objection
is always the same. What appears to be a free exchange of goods or services
for money is not truly voluntary, because economic coercion, or economic
necessity, is operating to vitiate consent.

During the 2020 Coronavirus pandemic, meat packer workers were or-
dered to return to work while the virus was still active or lose their jobs and
thus be unable to support their families. The choice to get the virus or to go
hungry is not a free choice. And it was made worse by the employer report-
ing that the employee quit and therefore was ineligible for unemployment
insurance payments.

Another example of moral limit on markets, based on coercion, is il-
lustrated by considering what we owe the interests of future generations
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in making decisions."® Of course, the market in most cases is blind to such
considerations, since it is oriented to the purchasing power of those who are
alive today. If it is determined that future generations indeed should have
some sort of moral standing in our deliberations, then we have a failure of
the market and intervention on their behalf may be needed. In instances when
government intervention is already taken for granted, as in cases in which
cost-benefit analysis is being used to evaluate a project, the interests or needs
of the future represent at least an additional factor to be added to the analysis.

If it is decided to consider the interests of future generations and to do so in
a quantified, utilitarian way, one question that arises is whether and by how
much costs and benefits in the future should be discounted. What this means
is that interest rates that are determined by the existing population decide
what future costs and benefits are worth. For example, benefits received 12
years in the future, if discounted at 6 percent, are worth half as much as a
dollar today, and in 25 years less than a fourth as much. This is the crux of
the problem in attempting to solve environmental issues where the costs are
born now, and the benefits reaped in the future. In effect, future generations
are coerced—that is, their preferences do not count. The future generations’
vital, and only, voice is the conscience of the present generation. As Pope
Francis said in Laudato Si:

If we approach nature and the environment without this openness to awe and
wonder, if we no longer speak the language of fraternity and beauty in our
relationship with the world, our attitude will be that of masters, consumers,
ruthless exploiters, unable to set limits on their immediate needs. By contrast,
if we feel intimately united with all that exists, then sobriety and care will well
up spontaneously.'*

Corruption-Based Objections

The objection based on corruption must be made in a different way, case by
case. It must be shown how, in each case, market valuation and exchange
degrade or corrupt important values or ends that non-market practices may
embody. An example is the voting issue mentioned above. Our conception of
citizenship requires us to exercise our duty to help decide issues. Selling our
vote vitiates that understanding of democracy.

Elizabeth Anderson suggests one generalized approach to showing how
market valuation and exchange degrade or corrupt important values or ends
that non-market practices may protect. She argues that when we distribute
a good in a certain institution such as the market, we treat it in accordance
with the norms of that institution. Those norms may allow us to realize
some values but fail to realize—or even undermine—others. Thus, a good
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is properly traded on the market if its value is successfully realized by the
norms of the market. Also, an institution like the market, together with its
associated norms, embodies certain interpretations of ideals, while possibly
denying or ignoring other ideals. To determine whether a good is appropri-
ately distributed by the market, we can examine the rival ideals at stake. The
way we value things when they are on the market is what Anderson calls
use. When we use something, we treat it in accordance with certain norms
of the market.

First, market relations are impersonal ones. Second, the market is under-
stood to be a sphere in which one is free, within the bounds of the law, to
pursue one’s personal advantage unrestrained by any consideration of the
advantage of others. Third, the goods traded on the market are exclusive and
rivals in consumption. Fourth, the market is purely want-regarding: from its
standpoint all matters of value are simply matters of personal taste. Finally,
dissatisfaction with a commodity or market relation is expressed primarily by
“exit,” not “voice.”’® To determine whether a good should be traded on the
market, according to Anderson, we should consult this list of market norms
to see if they are compatible with the full realization of its values.

To illustrate the application of this theory, consider Anderson’s treatment
of the good of personal relationships. Anderson says that the practice of mod-
ern relationships is informed by the ideals of intimacy and commitment, as
opposed to the ideal of market freedom embodied in the market. This means
that the goods of personal relationships are, to a significant extent, shared
ones. So, each partner enjoys those goods and knows that the other also
enjoys them. And the goods at stake must be provided in the spirit of a gift,
rather than out of narrow self-interest, meaning for Anderson that they must
express a cognizance of and appreciation for the personal characteristics of
the recipient.

All this conflicts with the market norm of impersonality, which requires
that goods be provided without regard to any characteristics of the buyer
other than his or her willingness to pay. Also, the goods of personal relation-
ships cannot be attained if they are given for base motives, like economic
gain. Thus, Anderson argues, we can see that sexuality is not appropriately
traded on the market. For a prostitute is motivated by monetary gain and, in
providing her sexual “services,” does not respond to the personal qualities of
his or her customer. Furthermore, the goods of personal relationships can be
seen as “higher” than those of the market. By implicitly equating the personal
goods of the prostitute with the money of the client, a lower good, prostitu-
tion degrades the prostitute. For these and other reasons cited by Anderson,
prostitution does not realize the goods of love; thus, we should not distribute
sex on the market.
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For another example, let us apply Anderson’s theory of what goods are
properly traded on the market to the case of commercial surrogate mother-
ing. This is where a couple, through a broker, hires a woman to carry a child
conceived through artificial insemination. Should such a contract be enforce-
able in law? To answer this, Anderson asks if the goods of women’s labor
are best realized when they are treated as commodities. She argues that they
are not, for two sets of reasons, one relating to the commodification of the
mother’s “services” and another centering on the commodification of the
children themselves.

I focus here on the argument regarding the commodification of children. At
issue once again in this case are several rival modes of valuation. Anderson
argues that the values involved are best served when children are valued ac-
cording to the norms of parental love, rather than those of the market. These
norms require that parents act in the interests of children, or in the family’s
shared interests; on the other hand, surrogate mothers must give up the chil-
dren involved for private gain, without considering the interests of the child.
The norms of parental love dictate that parents love their child uncondition-
ally and not based on any particular characteristics of the child. The parents
who acquire the child from a surrogate mother violate this norm, because they
choose the mother based partly on IQ and other characteristics, to ensure the
“quality of the product.” Finally, like the surrogate mother, the surrogacy
agency acts solely in the interests of the couple who pay the fee, for example,
by doing everything in its power to pry the child free from the birth mother.
All these violations of parental norms amount to treating the child as a com-
modity, which is degrading to the child. It is easy to dismiss such effects as
merely symbolic, but children in general may be hurt by the degradation, if,
for example, they come to fear being sold themselves.

Art Okun has provided another example in his book Equality and Ef-
ficiency,'S where he says you can defend minimum wage laws by arguing
that no one should be forced to sell their labor for less than a living wage.
A fundamental human right, at least in a prosperous society like ours, is the
right to earn a minimum livelihood. If markets do not yield minimum wages
that provide for this living wage, then society has a moral right to intervene
and enact minimum wage laws. Without these laws human life is corrupted
in the sense that life itself is threatened. It is a similar argument to the one
against indentured servitude. We do not allow someone to sell themselves
into servitude for a set period. This was a common phenomenon at the time
the country was founded. By some estimates some one third of the population
in the early 1700s had arrived here as indentured servants.

Although the goods and services involved will vary, it is still possible to
identify one general feature of objections based on corruption that are leveled
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against market allocation: all call into question an assumption that informs
market theory. This is the assumption that all goods are commensurable,
that all goods can be translated without loss into a single measure or unit of
value—a monetary value.

Other coercion- or corruption-based objections can be leveled at an all-
volunteer army versus a citizen army utilizing a system of drafting everyone
within a certain age cohort; a market in human organs; a market for child
pornography; etc.

Duty- and Virtue-Based Objections

Financial issues, including usury, profit maximization, and insider trading,
provide additional examples of potential moral limits to markets. Amartya
Sen considers both deontological and consequentialist perspectives on these
issues.!” As described in Chapter 5, by duty-based, or deontological, ethi-
cal approaches, we mean those that claim certain actions have ethical value
in themselves and independent of their consequences. This contrasts with
the consequentialist view that rules or actions can only be justified by their
consequences. It might be wondered how anything other than consequences
could possibly matter, but consider an example. Suppose we have a busi-
ness opportunity that involves cheating a customer, but we know that if we
do not take the opportunity, someone else will. The consequences are the
same regardless of our action because the customer is cheated no matter
what we choose to do; only the identity of the cheater depends on our ac-
tion. A duty-based ethic, unlike a simple consequentialist one, may hold that
we are obligated not to cheat in this scenario because we have a duty not to
deceive that holds regardless of the consequences for us or others. Consider
a second example, first noted in Chapter 4. In the mid-1980s many colleges
and universities were considering divesting their portfolios of securities of
companies that did business in South Africa. Some economists argued that
this well-intentioned effort would be ineffectual since other investors from
around the world would provide any needed capital. This argument clearly
neglected the possible relevance of agent-centered restrictions.

As one more example, I want to briefly look at profit-making and financial
responsibility. Here the question becomes: Should firms maximize profits
without regard to moral considerations? Amartya Sen rejects both the con-
sequentialist argument that profit maximization leads to a Paretian optimum
and the deontological one that firms are bound by their fiduciary responsibil-
ity to shareholders to maximize profits. As a member of an ongoing commu-
nity firms have responsibilities to other stakeholders—employees, customers,
suppliers, and the community in which they operate.
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The above examples do not exhaust what can be said about the moral
limitations of markets. In virtue ethics, the main criterion to judge the market
mechanism is whether the market contributes to the well-being of individual
and community life. Since the attainment of the good life depends on the de-
velopment of virtues and the restraint of vices, the market should be evaluated
by considering its impact on virtues and vices.

An analysis of the impact of markets upon virtues is also relevant from a
consequentialist or purely economic point of view. As discussed in Chapter
4, ethically embodied behavior such as altruism and trust are important to
sustain efficient market operations. Therefore, economists need to be inter-
ested in how this ethically embodied behavior comes about and what are the
cultural effects of market operations.

Markets and other economic institutions do more than allocate goods and
services. They also influence the evolution of values, preferences, and per-
sonalities. There is considerable empirical evidence that market-type policies
can crowd out social virtues. For example, there are several studies that show
that market policies can crowd out the intrinsic motivation to contribute to the
social good. As we saw in Chapter 4, Frey and Oberholzer tested the “base
motives driving out noble ones” hypothesis by analyzing the preparedness
of citizens to accept a nuclear waste repository in their hometown.!® They
found that if citizens were offered financial compensation, the acceptance
rate declined from 51 percent to 25 percent. Detailed statistical analyses
showed that civic-mindedness and care for the broader social costs had a
significant positive impact on the willingness to accept the waste repository.
When compensation was offered, the positive impact of these social factors
on the willingness to accept the repository disappeared. Frey and Oberholzer
conclude that where public spirit prevails, the use of price incentives tends
to crowd out civic duty and therefore needs to be reconsidered as an instru-
ment of social policy. Fehr and Gachter' present an experiment in which
an increase in monitoring of workers and the imposition of fines in case of
verified shirking significantly reduces workers’ efforts. This indicates that
explicit incentives may destroy embodied ethical motivations. Finally, it
should be noted that crowding out of intrinsic motivation may not only result
from market incentives, but also from government regulations that reduce the
freedom of agents. For example, volunteer work has been found to be lower
in state welfare countries than in countries where there is less government
intervention with the social economy.?

I conclude this discussion with a specific example of the possible role of
virtue in the economy. In an opinion piece on inner-city poverty in The Wall
Street Journal, Glenn Loury?! argues that policy makers must recognize that
creating incentives based solely on the assumption of rational self-interest
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is doomed to failure. He says liberals, like the sociologist William Julius
Wilson, now acknowledge that behavioral problems are fundamental, but
they still insist that these problems derive ultimately from a lack of economic
opportunities and will abate once “good jobs at good wages” are at hand.
Conservatives, such as the political scientist Charles Murray, see the tragic
developments in the inner cities as the unintended legacy of a misconceived
welfare state. If the government would stop underwriting irresponsible be-
havior, they argue, poor people would be forced to discover the virtues of
self-restraint.

Loury argues these polar positions have something in common. They both
implicitly assume that economic factors lie behind the behavioral problems,
even behaviors involving sexuality, marriage, childbearing, and parenting.
Both points of view suggest that behavioral problems can be cured from
without, by changing government policy or by getting the incentives right.
As he says, “Both smack of a mechanistic determinism, wherein the myster-
ies of human motivation are susceptible to calculated intervention.” He goes
on to say:

Ultimately, such sterile debates over policy fail to engage the fundamental ques-
tions of personal morality, of character and values. We do not give public voice
to the judgments that it is wrong to abuse drugs, to be sexually promiscuous, to
be indolent and without discipline, to be disrespectful of legitimate authority, to
be unreliable, untruthful, unfaithful.

Social scientists need to understand that a conception of virtuous living
needs to be revived in the public debate over workable policies. More surpris-
ing, coming from an economist, is his argument that virtuous living requires
a spiritual motivation that is learned in the home and church. “No economist
can devise an incentive scheme for eliciting parental involvement in a child’s
development that is as effective as the motivations of conscience deriving
from the parents’ understanding that they are God’s stewards in the lives of
their children.” He urges that future policy debates need to bear these behav-
ioral issues in mind. And, of course, to evoke the issue of spirituality is not to
deny the relevance of public action.

To be healthy every economy needs some degree of market competition,
which stimulates efficiency and development. But there are limits as Pope
Pius XI wrote in Quadragesimo Anno: “The right ordering of economic life
cannot be left to a free competition of forces.”?

In the next chapter I will examine moral theories and theories of justice as
guides to how and when the market requires intervention. Then in Chapter 6
I will present modern Catholic social thought, focusing on the United States
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Catholic bishops’ 1986 pastoral letter, Economic Justice for All, and the papal
encyclicals from Leo XIII’s Rerum Novarum in 1892 to Pope Francis’ Lau-
dato Si in 2015 and Fratelle Tutti in 2020.
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Chapter Five

Moral Theories and Justice

In this chapter I will analyze the need for people, both as individual economic
actors and together in communities, to make the moral decisions required for
an economy to be judged moral. As the United States Catholic Bishops said:

Christians, like all people, must be concerned about how the concrete outcomes
of their economic activity serve human dignity; they must assess the extent to
which the structures and practices of the economy support or undermine their
moral vision.

Economic Justice for All, para. 127

I will first discuss ethics at the individual level and then turn to a discus-
sion of ethics for society as a whole. It is meaningful and relevant to exam-
ine separately both what is intrinsically good at the individual level—for
instance, who is a good person, or what are good actions of individuals—and
what is intrinsically good at the social level—that is, what is a good society.
Moreover, ethics at the individual level and at the societal level are related
in various ways. First, it may be instructive to examine analogies between
individual and societal ethics, since such an examination can increase our
understanding of both. In the Republic, for instance, Plato compared the
virtuous individual to the virtuous society to understand what it means for in-
dividuals to have virtue, but he was also concerned intrinsically with virtuous
states or societies. Second, individuals collectively comprise societies, and
societies affect individuals and their actions so that goodness at the individual
level and at the social level may be instrumental for each other. The conse-
quences of individual actions will depend on what others in society do, social
rules and norms can limit or otherwise affect what individuals can do, and
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the nature of society can have an influence on the kinds of people who live
within it. Moreover, individual ethics is likely to affect societal ethics both
in the sense of what kinds of ethical considerations will actually be adopted
in social arrangements and how society as a whole evaluates the goodness of
collective actions and their consequences.

MORAL THEORIES

A moral theory is needed to provide a framework for responding to the ethical
questions that arise in the course of economic activity.! For example, if one
decides that value-free economics is impossible, which moral values should
inform the discipline? If people do not behave simply as self-interested ratio-
nal maximizers, what moral theories might guide their actions? What moral
theory should be used to answer applied policy questions? And finally, if
individual preference sovereignty is not accepted as the overriding goal of
the economic system, what moral benchmarks or objectives should take its
place? None of these issues can be understood, much less resolved, without
some sort of a moral theory as a guide.

In addition, moral theory may be of help in answering some questions that
we have only hinted at so far. First, in a market society such as ours, in which
firms have strong incentives to act in their own interests, is there a place for
morality, or a kind of business ethics? Do firms have any obligations other
than to earn money for their stockholders? Consider a recent regulatory case.
It was discovered that a particular model of automobile was susceptible to
catching on fire in an accident, leading to unnecessary deaths and injuries.
The costs of recalling all the vehicles involved and fixing each one would
have been high. Finally, the producers of the car agreed to a settlement with
regulators in which they would not be forced to fix the defect but promised to
undertake other safety measures that would save as many lives, but at lower
cost.

What moral issues are at stake here? If the company knew of the problem
before it sold the cars, did it act improperly in selling them? Once the problem
became apparent, did the firm have a duty to fix the defect at any reasonable
expense? Did the firm relieve itself of any such responsibility when it agreed
to alternative actions that would save as many lives? Trying to answer such
questions without a moral theory is like trying to send a rocket into space
without physical theory. I will examine several of the philosophic candidates
for this theoretical role in this chapter and then examine a religious approach
using modern CST in Chapter 7.
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Types of Moral Theories

In philosophy ethical theories are usually classified into three basic types:
virtue theories, deontological theories, and consequentialist theories. I ex-
amine these three types of normative theory with the aim of exploring their
distinctive features. As will become clear, these categories, while useful, have
limitations. In practice, all three may be appealed to for guidance.

As Solomon points out,? the basis for distinguishing the three types of
normative theory lies in three universal features of human actions. Every hu-
man action involves (1) an agent who performs (2) some action that has (3)
consequences. These three features may be set out as follows:

AGENT >>>>> ACTION >>>>> CONSEQUENCES

If Jones tells a lie to Smith that causes Smith to fire White, a good reliable
worker, then Jones is the agent, his telling a lie is the action, and White losing
his job is one of the consequences of the action.

Ethical or broadly evaluative judgments can also be classified using a tax-
onomy drawing on these features of human action. Some ethical judgments
are primarily evaluations of agents, such as “Smith is a compassionate and
understanding supervisor” or “White is a conscientious worker.” In these
cases, the object evaluated is a particular person, and he or she is evaluated
as a possible or actual agent of an action. Some other ethical judgments are
primarily about actions in the narrow sense, such as “Jones has a duty to tell
the supervisor the truth about the accident” or, at a higher level of generality,
“The direct killing of the innocent is always wrong.” In these cases, the pri-
mary object of ethical evaluation is an action—the thing done or to be done.
This action may be characterized either as required (“X must be done”) or as
permitted (“X would be right to do) or as forbidden (“A would be wrong to
do”). In all the cases the action is the primary object of evaluation.

A third class of ethical judgments is primarily about states of affairs or
objects that are neither agents nor actions, such as “Being fired unfairly is
wrong” or more generally “Health is more important than money” or “Hu-
man suffering is a terrible thing.” Ethical judgments like these do not, directly
at least, evaluate either agents or actions. However, the objects evaluated in
them may be, and frequently are, the possible consequences of actions. Thus,
this last class of judgments can also be matched to one of the three basic
features of human action.

Normative theories may have any of three basic structures, and the differ-
ences among these structures are determined by which of the three kinds of
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practical judgments is taken as basic by a theory. Virtue theories take judg-
ments of agents or persons as most basic; deontological theories take judg-
ments of actions as most basic; and consequentialist theories take judgments
of the possible consequences of an action as more basic. The sense in which
a theory takes a judgment of a certain kind as most basic will become clear
in the discussion of each type of theory.

I will discuss these three theories in reverse order and in accord with their
current popularity: consequentialist, deontological, and virtue ethics.

Consequentialist Theories

Consequentialist ethical theories take the value of the consequences of ac-
tions as most basic. According to these theories, one’s crucial ethical task
is to act so that one will bring about as much as possible of whatever the
theory designates as most valuable. If a particular consequentialist theory
designates, for example, that pleasure is the only thing valuable in itself, then
one should act so as to bring about as much pleasure as possible. The goals
of a consequentialist theory itself are threefold: (1) to specify and to defend
some thing or list of things that are good in themselves; (2) to provide some
technique for measuring and comparing quantities of these intrinsically good
things; and (3) to defend some practical policy for those cases where one is
unable to determine which of several alternative actions will maximize the
good thing or things.

For consequentialists, the distinction between instrumentally good things
and intrinsically good things is of special importance. Instrumentally good
things are good only insofar as they play some role in bringing about intrinsi-
cally good things. Its goodness is merely dependent. Intrinsically good things,
on the contrary, are good not because of any relation in which they may stand
to other things. Their goodness is independent because it is constituted by
the kind of thing the good thing is. Thus, a consequentialist theory may hold
that only pleasure is intrinsically good, but that other things, including types
of action and states of character, are instrumentally good. The virtue of hon-
esty, for example, might be regarded as instrumentally good by such a theory
since honesty is likely to contribute to maximizing human happiness. Even
if honesty is typically instrumentally good, however, situations may arise in
which one could maximize pleasure by acting deviously rather than honestly.
In such cases, a consequentialist theory (complications about rule versions
of the theory aside) would hold that one should perform the devious action.
According to this view, there is nothing about honesty in itself that is good.

Consequentialist theories find their fullest expression in modern thought,
especially in the thought of British utilitarian’s Jeremy Bentham, John Stuart
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Mill, and Henry Sidgwick. Drawing on earlier work in the British empiricist
tradition, the classic utilitarian claimed that the only intrinsically good thing
is human happiness, which they understood as constituted by pleasure and
the absence of pain. The utilitarian maxim, “Act always in such a way as to
promote the greatest happiness to the greatest number,” has been the para-
digmatic consequentialist moral principle and has inspired many more recent
consequentialists.

There was much disagreement among classical utilitarians, however, about
the details of their view. Can pleasures be distinguished qualitatively as well
as quantitatively? What role should rules and virtues play within the practi-
cal thought of a utilitarian? How can the flavor of the absolute prohibitions
associated with justice and the inviolability of the person be preserved within
a utilitarian framework? These questions, along with other similar ones, were
answered differently by different utilitarians. They were at one, however, in
aspiring to formulate and defend a particular version of consequentialism.

Implementing utilitarianism presents certain problems. How does one
measure welfare or preference satisfaction, particularly when different indi-
viduals must be compared? Do consequences count if they are not expected
in advance? Does the welfare of future generations matter? What of animals?
How does one compare two different states of affairs in which population
levels differ? How does an individual make ethical decisions when quantify-
ing utility is difficult if not impossible?

Despite these difficulties, it is argued by many that utility is the only intrin-
sically good thing. Others argue that utilitarianism is justified on the basis of
equal respect among persons. There has been a recent resurgence in the popu-
larity of consequentialism and many economists find it appealing because of
its apparent compatibility with neo-classical economic theory.

Deontological Theories

Deontological normative theories take moral judgments of action as basic,
and they regard the fundamental ethical task for persons as one of doing the
right thing—or, perhaps more commonly, of avoiding doing the wrong thing.
While virtue theories guide action by producing a picture of ideal human
character and a list of virtues constitutive of that character, deontological
theories characteristically guide action with a set of moral principles or moral
rules. These rules may refer to particular circumstances and have the follow-
ing form:

Actions of type T are never (always) to be performed in circumstance C. Or
they may be absolute in that they forbid certain actions in all circumstances
and have the following form: Actions of type T are never to be performed.
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The essential task of a deontological theory, then, is twofold: (1) to for-
mulate and to defend a particular set of moral rules and (2) to develop and
defend some method of determining what to do when the relevant moral rules
come into conflict.

Just as a virtue theory subordinates judgment of actions and consequences
in a characteristic way, a deontological theory subordinates judgments of
character and consequence. The state of character ethically most important
in a deontological view is conscientiousness—that state of character that
disposes persons to follow rules punctiliously, whatever the temptations
may be to make an exception in a particular case. Conscientiousness does
not have value in itself, but it has value derivatively because it is the most
important state of character for ensuring that persons follow rules and, hence,
that they do what is right. In a similar way, the consequences of actions that
deontologists are most concerned with are the consequences of particular
rule-followings.

The most profound attempt to defend this view was anticipated in ancient
moral philosophy by the Stoics and was developed in its most persuasive
form by the modern German philosopher Immanuel Kant. The Stoics claimed
that moral rules are expressions in the human realm of laws of nature and
that rational creatures are required to follow these rules because, as creatures,
they are part of nature and, as such, obligated to bring their action in line with
natural forces. Human beings differ from other objects of nature by possess-
ing both freedom and reason. Since they are free, they may act against na-
ture; since they have reason, however, they can understand natural laws and
choose to bring their action in line with such forces. Kant’s view agrees with
the Stoic view in broad outline, but he develops the notions of freedom and
reason far beyond the Stoic view. Kant’s ultimate answer to questions about
how we discover the correct set of moral rules is that only by following the
dictates of reason can we be genuinely free.

Hausman and McPherson® demonstrate that the deontological position is
intuitively appealing by means of an example: a situation in which a person
must choose between killing one innocent person himself or allowing two
others to be murdered by another person. The consequences, in terms of the
number of lives lost, are not as bad if the person commits the murder. But
to do so violates the duty not to kill. This may seem to be an obvious point
and perhaps beyond the scope of economics but consider a second example.
In the mid-1980s many colleges and universities were considering divesting
their portfolios of securities of companies that did business in South Africa.
Economists argued that this well-intentioned effort would be ineffectual since
other investors from around the world would provide any needed capital.
This argument clearly neglected the relevance of agent-centered restrictions;
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to many people, support for companies operating under apartheid conditions
was morally unacceptable.

Amitai Etzioni,* as we saw in Chapter 3, suggests a way in which deonto-
logical considerations might be used to augment neoclassical economics. The
essence of the deontological, or Kantian, approach, he says, is that while the
utilitarian views the person as a unified bundle of preferences, the Kantian
sees the self as bifurcated. The person has a set of desires as well as a separate
aspect of the self that judges those preferences in light of moral consider-
ations. The ultimate choices of the individual are the product of both aspects
of the self. This notion, as Etzioni points out, is consistent with the work of
those economists who have introduced “metapreferences”—a secondary set
of preferences over the domain of all possible preferences. For example, we
like to buy our clothes cheaply but our moral commitment to justice keeps us
from buying those made in sweatshops.

Virtue Theories

Normative theories that regard judgments of agents or of character as most
basic are called virtue theories because of the central role played in them by
the notion of a virtue. In the context of these theories, a virtue is understood
as a state of a thing “in virtue of which” it performs well or appropriately.

A virtue theory takes judgments of character or of agents as basic in that
it regards the fundamental task of normative theory as depicting an ideal of
human character. Those features of human beings on which virtue theories
concentrate in depicting the ideal human being are states of character. Such
theories typically issue in a list of virtues for human beings. These virtues are
states of character that human beings must possess to be successful as human
beings. Typically, a virtue theory has three goals:

1. to develop and to defend some conception of the ideal person

2. to develop and to defend some list of virtues necessary for being a person
of that type

3. to defend some view of how persons can come to possess the appropriate
virtues.

Virtually all ancient moral philosophers developed normative ethical theo-
ries of this sort. The ethical theories of Plato and Aristotle provide models
of this kind of normative ethical theory. Much of the discussion of ethics in
ancient Greece centered on a particular short list of virtues—justice, temper-
ance, courage, and wisdom—that came to be called the cardinal virtues. After
the introduction of Christianity into Europe, these four virtues were joined by

printed on 2/8/2023 4:12 PMvia . All use subject to https://ww.ebsco.conlterms-of-use



EBSCOhost -

80 Chapter Five

faith, hope, and charity—the so-called Christian virtues—to form the seven
virtues; these, together with the seven deadly vices, dominated medieval
thinking about ethics.

One can also see how questions of human character are basic according to
virtue theories by seeing how questions about (1) which actions one ought
to perform and (2) which consequences one ought to bring about are sub-
ordinated to questions of human character. For a virtue theory the question
“Which actions ought one to perform?” receives the response “Those actions
that would be performed by a perfectly virtuous agent.” Similarly, those
states of affairs one is required to bring about in the world because of one’s
actions are those states of affairs valued by a perfectly virtuous person. Of
course, particular actions may also be required by one’s particular virtues. For
example, someone who possesses the virtue of honesty may be required by
the virtue itself to tell the truth in certain cases. Or someone may be required
to pursue certain consequences by certain virtues. For example, an agent who
has the virtue of benevolence may be required to pursue the happiness or
well-being of others. But these requirements are derivative from the virtues,
and the fundamental ethical question thus remains a question about the cor-
rect set of virtues for human beings.

Happiness plays a central role in virtue theory, but virtue theorists mean
something different than what is usually thought when they refer to happi-
ness. Aristotle used the term to refer to activity in accordance with virtue.
Virtues, in turn, are the personal qualities that enable us to do the things
that good people do. To use an analogy, a good watch is one that tells time
well, looks stylish, and has other such virtues. Of course, the qualities of a
good person are more complicated than those of a good watch and require
agreement on the proper ends of humankind. Among the most prominent
present-day proponents of virtue theory, Alasdair MacIntyre® has argued that
an important feature of modern societies is their inability to reach agreement
on such matters. But we can possibly agree that the human virtues probably
include truthfulness, courage, and so on. These virtues come into play in dif-
ferent human practices, or spheres of endeavor, each of which has distinct
goods and virtues. Thus, the main goods of playwriting may include witty
wordplay, while the goods of news writing may prominently include being
informative and concise, and the virtues of the practitioners of each of these
fields vary accordingly.

David Stewart’s work® on developing ethical habits in business is in-
fluenced by virtue theory. Stewart argues that virtue theory has much to
teach modern businesspeople. He argues that businesses would perform
better if they concentrated on developing virtues or excellences like quality,
rather than focusing exclusively on the bottom line. And just as Aristotle
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emphasized the importance for the individual of cultivating friendships,
Stewart emphasizes the importance to the firm of developing good long-term
relations with partners such as suppliers and customers. Stewart argues that
Japanese firms have long followed such “communitarian” business practices,
which in part account for their remarkable successes.

In Catholicism’s version of virtue theory, one is called to base one’s life
on that of Jesus and the Saints. In contrast to self-interest as the virtue of
economic man, Christianity provides an alternative view. In a world where
competition is the dominant mode of relating with others, Jesus models a
different way; the way of compassion where we are called “to be the kind of
people who are moved to absorb the terror of pain and suffering that threatens
to isolate those in need and destroy their dignity.”” As compassionate people
we are called to reach beyond ourselves and into the community—to the poor,
the homeless, immigrants, and all those marginalized by racism, sexism, and
homophobia. Compassion enables us to walk side-by-side with them.

A recently published book entitled Compassionomics® summarizes many
past studies, providing significant evidence that in health care, at least, com-
passion in the form of human connection matters in astonishing ways. They
conclude that: compassion has vast benefits for patients across a wide variety
of conditions; missed opportunities for compassion can have devastating
health effects; compassion can help reverse the cost crisis in health care;
compassion can be an antidote for burnout among health care providers; 40
seconds of compassion can save a life.

Although I have argued for the incorporation of the moral aspects of the
individual into economic theory, I argue against seeing the moral aspects
of the world as a limited and distinct area in which special rules apply. It is
thus not enough merely to qualify economic rationality in a few areas where
moral considerations are important. Morality interpenetrates all economic
life; its implications are sweeping and do not apply to only certain areas.
For example, in considering work life, the moral value of work, and not just
preferences, must be considered. Moreover, moral behavior undergirds all
the economy, which would quickly disintegrate if large numbers of people
attempted to cheat one another or failed to honor their contracts. Thus, moral
considerations require a radical rethinking of all of economics.

THEORIES OF JUSTICE

Having briefly discussed ethics at the individual level, I now turn to a discus-
sion of ethics for society as a whole.” There are differences between ethics
at the individual level and at the societal level, since societal ethics refer not
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only to the ethics of individuals comprising it, but also ethics regarding the
rules and regulations that affect all individuals and govern how individuals
interact with each other, how individuals affect each other and how they fare
in relation to each other. For these reasons, it is difficult to have a discussion
of justice or ethics at a societal level which completely parallels the discussion
of ethics at the individual level in terms of virtue, actions, and consequences.
However, there are elements of virtue, deontological and consequentialist
ethics to be found in the different theories of justice discussed below.

I will discuss five theories of justice: (1) egalitarian theories that focus on
equality; (2) theories that focus on consequences, as exemplified by utilitari-
anism; (3) theories that focus on individual rights and the notion that people
should receive what they contribute or what they deserve; (4) theories which
base principles of justice on freely made contracts between self-interested
individuals; and (5) theories that focus on a communitarian ideal of the com-
mon good.

Egalitarian Theories of Justice

The first category covers approaches to justice which emphasize equality,
the well-being of the least advantaged people in society, and focus on the
satisfaction of basic needs of all people.

There are many modern egalitarian conceptions of justice, some of which
argue that equality is good in itself, especially if inequality is involuntary,
and if it concerns the distribution of some broad thing—such as health care,
housing, education, or more generally, income—that people value.

A focus on equality leads to a number of questions concerning what it is that
we seek equality of. One question is whether what is good is equality of op-
portunity among people, or the equality of outcomes. If it is the equality of out-
comes, how do we measure outcomes? Should our goal be to equalize income
across people, or to equalize some other goods that we think are important, for
instance, equality of health conditions. If it is equality of opportunity, how do
we ensure such equality by creating a level playing field? Should the rules that
are in place treat all individuals in the same way, or address problems of certain
types of differences, such as handicaps? If large inequalities in outcome persist,
how can we be sure that opportunities actually are equal? See Chapter 9, “Pope
Francis and Inequality,” for further discussion of egalitarian views.

Utilitarianism and Related Theories

Utilitarianism is the exemplar of theories that involve the maximization of
social good. It was developed by British philosophers in the 18" and 19%
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centuries such as Jeremy Bentham (1748-1832), John Stuart Mill (1806-
1873) and Henry Sidgwick (1838-1900) and has been described as the
theory which seeks to achieve the “greatest good for the greatest number
of people.” More specifically this approach to justice involves the maximi-
zation of the sum of utility of all individuals in society. Individual utility
reflects the balance between positive and negative feelings of individuals
and is generally taken to be the amount of pleasure people obtain minus
the amount of pain they experience. Social changes, such as those involv-
ing government policies, are considered to be good if they increase the sum
total of individual utility, and the aim of society should be to maximize total
utility for society as a whole.

Utilitarianism, as defined above, represents a form of consequentialist
ethics, since good and bad are judged in terms of consequences or social
outcomes. It also takes a hedonistic approach to the good since it evaluates
consequences by summing up the net pleasure (that is, pleasure minus pain)
obtained by individuals.

There are a number of problems with utilitarianism in addition to its ne-
glect of freedom and rights. First, is the question about the definition and
measurement of pleasure and pain. Utilitarianism based on pleasure and pain
has to a large extent been replaced among economists by the implications of
choice theory. People are assumed to be better off (and therefore obtain more
utility) when they choose something over something else when they could
have chosen the latter. However, this is true by definition. If you didn’t get
more utility, you wouldn’t have chosen that bundle. While this overcomes the
problem of measuring pleasure and pain, it has the problem that it assumes
away the problem of buyer’s remorse. Second, utilitarianism has the problem
that it requires comparing the utility of different people and summing them
up, that is, it involves interpersonal utility comparisons. That is, there is no
way to equate two different people’s utility gains or losses without a common
measuring rod and none have been found.

Equity, Desert, and Rights-Based Theories

The theories of justice considered here are based on the concepts of pro-
portionality and individual responsibility. Equity theorists trace the roots
of their theory in the Nichomachean Ethics, in which Aristotle described a
theory of justice based on proportionality between a person’s contribution
to an exchange or interaction, and the outcome in terms of consequences
the person receives, positive or negative. In other words, if two people are
involved in an exchange or interaction, the ratio of what a person receives
to his or her input should be equal for the two people: the one who provides
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more inputs should get proportionally more output. Difficulties relate to
quantification of inputs and outputs, and also what kinds of inputs are con-
sidered appropriate in this approach. Some equity theorists argue that the
class of inputs relevant to the equity approach should only be those over
which the agent exercises control.

The American philosopher Robert Nozick argues that a distribution of
goods is just if it is brought about by free exchange among consenting adults
from a just starting position, even if large inequalities subsequently emerge
from the process. This approach is concerned with the entitlement, or rights
of individuals to what they possess, or their “holdings,” and at the core of this
approach are two principles: (1) the principle of justice in acquisition, that
is, how things came to be originally owned, and (2) the principle of justice
in transfer, that is, how these holdings were transferred between people.'”
Nozick argues that these two principles are violated by theft, fraud, enslave-
ment, and forcible exclusion from participating in exchange. This view draws
on the English philosopher John Locke and Kant, but is opposed to utilitarian-
ism because he takes individual choices to be paramount rather than attempts
to promote the social good.

Theories of desert aim to provide people with their just desert, or what
they deserve. These theories usually distinguish between different factors
that affect the distribution of claims on income and wealth. The American
economist and Nobel Laureate James M. Buchanan, like Nozick, envisions
a limited role for state intervention and dominant role for individual choice
and action. However, he specifies four factors which determine income and
wealth distribution, that is, luck, choice, effort, and birth. He argues that of
these, the relevance of effort in justifying inequality is least controversial,
and the only one which conflicts with widely held views of justice are those
caused by birth.!" In this view, inequality caused by effort, choice and luck
would not be considered unjust.

The approaches discussed in this section are usually associated with lib-
ertarianism, which gives a very small role to government, and with a fairly
wide acceptance of inequality, at least when it results from these acceptable
causes. It can, however, be rooted in both deontological and utilitarian ethical
theories. Thus, the minimal role of government can be advocated because it
seems to deny people some basic right. Government intervention is argued
to have the bad consequence of reducing people’s choices and, in addition,
of lowering levels of production by reducing people’s incentives. Similarly,
inequality can be justified by an appeal to the natural right to private property,
as advocated by the British philosopher John Locke, or in terms of the con-
sequentialist argument that inequality induces people to excel and to increase
economic growth.
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Contract Theories of Justice

Contract theories derive principles of justice from what individuals in a
group would choose voluntarily even when there are conflicts of interest but
may still yield mutually beneficial results.!> Contract theories try to derive
ethical principles that individuals may choose, given their objectives which
may involve solely the pursuit of self-interest. The idea that the principles of
justice can be derived from (possibly implicit) contracts between individuals
has early roots in the writings of Plato, Hobbes, Kant and Rousseau. Brian
Barry distinguishes between two broad categories of contract theories as ap-
plied to justice: (1) those based on mutual advantage, in which self-interested
individuals agree on a bargain that furthers each individual’s advantage; and
(2) those based on impartiality, which examines what individuals who are
impartial (about their place in society) would pursue certain ends which may,
but need not be, self-interested.* A variant of the latter is what the American
philosopher John Rawls calls the reciprocity approach in which individuals
pursue the common good provided that others reciprocate, while impartiality
may imply an unconditional commitment to the common good.

Rawls is the central figure in modern contract theories of justice. Rawls’s
theory of justice'* has been extremely influential in reinvigorating an interest
in justice issues among philosophers, and in framing discussions of justice
among social scientists, including economists. Rawls’s theory is partly a cri-
tique of utilitarianism, and builds on the theory of social contract—in which
self-interested individuals come together and voluntarily agree upon a social
contract—developed by Locke, Rousseau and Kant, and equality plays a
central role in it, including the duty to help people in need. Rawls’s principle
of justice, which provides a standard against which the distributional aspects
of the basic structure of society can be assessed, is one “that free and rational
persons concerned to further their own interests would accept in an initial
position of equality.”’® He called this the “original position,” a hypothetical
situation in which people stand behind a “veil of ignorance” which prevents
them from knowing their social status, wealth, abilities, etc. Rawls claims that
two justice principles would be chosen by everyone in such a position. He
states these principles as:

1. Each person has an equal right to a fully adequate scheme of equal basic
liberties which is compatible with a similar scheme of liberties for all.

2. Social and economic inequalities are to satisfy two conditions. First, they
must be attached to offices and positions open to all under conditions of
fair equality of opportunity; and second, they must be of greatest benefit
to the least advantaged members of society.
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In Rawls’s view the first principle takes priority over the second which
implies that he is giving absolute priority to liberty compared to other con-
siderations, including social equality. That is, personal liberties cannot be
violated for whatever reason. The first part of the second principle ensures
that public opportunities are open to all; no one can be excluded from such
opportunities on grounds, say, of race or religion. The second part, which has
come to be called the “difference principle” is taken to mean that a social state
is an improvement if it increases the amount of “primary goods” going to the
least well off. “Primary goods,” for Rawls, refers to general-purpose means
to meet people’s ends such as “rights, liberties and opportunities, income and
wealth.” For example, high salaries for doctors may be justified by improved
medical care for all other strata of society including the lowest. If such an ar-
gument cannot be made, then doctors’ salaries should be no higher than those
for other workers. Rawls’s principles of justice are intended to indicate how
major social institutions should distribute rights and liberties, or what Rawls
calls the “basic structure of society” but does not apply to the formation of
government or individual market transactions.

Rawls’s approach is appealing for a number of reasons. It is fair and
evenhanded in the sense that it prohibits parties in the original position from
choosing a theory designed to unfairly favor particular parties. If there was
some chance that you would either be a doctor or a nurse’s aide, you would
be unlikely to insist on policies that unfairly allowed doctors to feather their
nests at the expense of less well paid health care workers. Moreover, it is
related to individual self-interest. People choosing the structure of society
behind the veil of ignorance would be risk-averse, and since everyone has
a chance of being part of the poorest strata of society, the social contract is
constructed to benefit the least well-off members.

However, Rawls’s theory has also been subject to a great deal of criticism.
Libertarian critics on the right, such as Robert Nozick, who defend a mini-
malist state, argue that Rawls’s theory of justice requires an extensive state
which would interfere continually in individual’s free choice and infringe on
people’s natural rights to private property. Marxist critics on the left take the
view that Rawls’s approach does not address what they consider the root of
the problem of injustice, that is, the capitalist system and the unequal owner-
ship of productive assets, and by giving priority to the first principle over the
difference principle it limits the extent to which income can be redistributed.

Virtue and Communitarian Approaches

Another approach to justice is what has been called communitarian justice
which defends the communitarian ideal of the common good.!¢ Writers in this
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tradition often regard their work as being rooted in Aristotelian virtue theory.
Some proponents have defended their approach by criticizing the welfare
liberal conceptions of justice of the utilitarians and Rawls. An example of
this is the work of Michael Sandel!” who claims that the western liberal view
of justice is based on an inadequate conception of human nature; one that is
composed of the particular wants, interests, or ends that we have does not
constitute who we are essentially. Sandel argues that welfare liberals espouse
this conception of the self because it is fundamental to their conception of
justice, one that gives priority of individual rights over the common good.
Maclntyre also characterizes liberalism as attempting to separate the rule de-
fining right action from conceptions of the human good, and argues that these
forms of liberalism fail and are bound to fail because the rules governing
right action cannot be adequately grounded independent of a conception of
the common good. As mentioned earlier, Maclntyre stresses the importance
of internal goods generated in terms of practice within communities which
generate good qualities in people within that community. Maclntyre’s focus
on internal goods like achieving high standards of excellence within the prac-
tice makes external goods like money and status unimportant to the pursuit of
the common good. His focus on the community and good internal to it draw
attention to the fact that virtue cannot be defined for individuals alone, but
individual virtue depends on the virtues of communities—so that the whole
of society is more than the sum of the parts, that is, its members—and that
different communities may, in principle, emphasize different lists of goods
which represent virtues. However, Maclntyre does not argue that any notions
of excellence that are developed by a community are virtuous, and therefore
does not take the view that all communities are intrinsically good.

Sen’s approach, in terms of functionings and capabilities in achieving
goods that are valued, usually includes goods such as good health, educa-
tion, etc., but Sen argues that the precise content of these goods is to be
determined by societies in the process of public deliberation.!® Others in the
virtue tradition, such as Nussbaum, argue for a universal list of goods which
are common to all communities, although communities can add additional
goods to this list.

St. Thomas Aquinas and a Faith-Based Approach

Despite being a virtue ethicist, in the mold of Aristotle, Aquinas’s ethical writ-
ings' demonstrate how all three moral theories play a role in actual practice.
In the classifications I have used above, Aquinas’s thought reflects a theory of
justice of the communitarian type. He focuses on people as Christians acting
morally that yield morally good outcomes. Agreeing with Aristotle, Aquinas
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argued that private ownership of property is morally legitimate because it is
both natural and serves utilitarian purposes; for example, people take better
care of what they own than common property. But he goes on to argue that
owners must use their property for the common good. That is, it is a steward-
ship theory of property. The earth and all in it belong to God and people are
merely trustees of that property for the common good and cannot use it just
to promote their personal gain.

Social responsibility is inherent to private property because God’s gift
of the earth is to all people in common. People can own property, but once
their needs are met, the needs of others must be met out of their surplus. It
is this common purpose in use which justifies, in cases of extreme necessity,
the right of the poor to take for their needs the property of the rich. In other
words, whatever one has in “superabundance”—that is, above and beyond
what will reasonably satisfy the needs of them and their family—*"is owed, of
natural right, to the poor for their sustenance.” In support of this view Aqui-
nas quoted Ambrose, one of the four original Great Doctors or teachers of the
church. He also cited the Decretum Gratian, a twelfth-century compilation of
canon law, that contains the powerful statement: “The bread which you with-
hold belongs to the hungry: the clothing you shut away, to the naked: and the
money you bury in the earth is the redemption and freedom of the penniless.”

Note those words owed and belongs. For Christians sharing their surplus
wealth with the poor is not a matter of charity, but of their duty and their
rights. Aquinas even went so far as to say: “It is not theft, properly speaking,
to take secretly and use another’s property in a case of extreme need: because
that which he takes for the support of his life becomes his own property by
reason of that need.”

Aquinas does not leave the enforcement of the social responsibilities of
private ownership solely to the consciences of individuals. He is sure that so-
cial supervision (the level will depend on circumstances) is needed. He cites
Aristotle, who reasoned that the regulation of possessions helps to preserve
states or nations because, if a few gain control of property and income, the
future of the community may be undermined. Everyone needs a sufficiency
of material goods because this is necessary to lead a virtuous life, a life of
human well-being of human dignity. Extreme disparity in the distribution
of income and wealth frequently results in social discontent because it is an
affront to the human sense of fairness and justice. It is the responsibility of
the state to regulate the use of private property (and of the resulting markets)
so that the common good is maintained. The state is responsible to make eq-
uitable property laws, impose taxes, and generally exercise jurisdiction over
property and economic activity. Again, following Aristotle, Aquinas argues it
is up to the good legislator to decide how this is to be done. The legislator has
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the duty to ensure that an adequate amount of the necessities of life are avail-
able to all who are ready and willing to work for them. In return the citizen is
expected to contribute to the common good.

These social responsibilities, which are demands of justice, must be met if
society is to be peaceful and well-ordered. But Aquinas argues they are not
enough by themselves. Justice removes obstacles to peace and community,
but more is needed. Justice alone will not produce the required social cohe-
sion, the solidarity that only can come from the virtue of charity. Charity im-
plants the desire to help one’s neighbor which is needed for social cohesion.
Good laws can help and are necessary but there is much they cannot achieve.
Much must be done by private individuals motivated by the virtues, particu-
larly that of charity. Self-seeking and greed will always be part of property
ownership and justice will not always be able to be done. To Aquinas the
proper moral and spiritual values are essential for the common good in any
community.

Ever since the late Middle Ages, Aquinas’s moral thought on social is-
sues has shaped the growth and development of Catholic teaching. His social
teachings make up a coherent whole because he taught that the same moral
norms that govern an individual’s actions and choices are the ones that should
govern social, political, and economic activities. It is religious faith that pro-
vides a moral framework for choice and an ethical standard for action. We
will see more in Chapter 6 when we take up CST.

CONCLUSION

This chapter has briefly discussed some major approaches to the theories of
ethics and justice. It has first distinguished between virtue, deontological and
consequentialist ethics from the perspective of individual actions, and then
distinguished between societal ethics in terms of theories of justice which
take egalitarian, utilitarian, and equity, desert and rights-based, contractual
and communitarian perspectives. I will end with three comments.

First, the discussion has many deficiencies. The coverage of approaches to
ethics and justice has by no means been exhaustive. Nor could it be expected
to be, given the length of this chapter. I will discuss many of the issues dis-
cussed here in more detail in later chapters.

Second, despite its deficiencies, the discussion here (plus the earlier dis-
cussions in Chapters 2 and 3) suggests that the theory of ethics implicit in
mainstream economics is a very limited and partial one which follows a
consequentialism that is related to a particular form of utilitarianism based on
the Pareto principle and the social welfare function, and which for the most
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part ignores virtue and deontological concerns and theories of justice based
on egalitarian and communitarian concerns.

Third, with the exception of Aquinas, I have only discussed philosophi-
cal approaches to ethics and justice. The next chapter on Catholic Social
Thought and the Common Good attempts to show how CST, as a religious
based communitarian approach to justice can be useful to economic theory
and economic policy.
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Chapter Six

Catholic Social Thought and
the Common Good

CST raises larger questions about the economic system itself and the values
it expresses. These are questions that cannot be ignored in the Catholic vision
of economic justice. For example:

Does our economic system place more emphasis on maximizing profits than
on meeting human needs and fostering human dignity? Does our economy
distribute its benefits equitably or does it concentrate power and resources in
the hands of a few? Does it promote excessive materialism and individualism?
Does it adequately protect the environment and the nation’s natural resources?
Does it direct too many scarce resources to military purposes? Economic Justice
for All, para. 132

I will focus on three issues in this chapter. First, drawing on the CST
outlined in Chapter 1, I will more fully develop the conception of the com-
mon good first mentioned there and then as an economist try to flesh out its
meaning to me. Second, I will explain some of the ways that economic theory
can be useful to policy makers in attaining that common good. Third, I will
suggest some practical changes to the way the actual economy operates.

THE CATHOLIC SOCIAL THOUGHT TRADITION
AND THE COMMON GOOD

As we saw in Chapter 1, the tradition of CST is rooted in a commitment to
certain fundamental values—the right to human dignity, the need for human
freedom and participation, the importance of community, and the nature of
the common good. These values are drawn from the belief that each person
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is called to be a co-creator with God, participating in the redemption of the
world and the furthering of the Kingdom. This requires social and human de-
velopment where the religious and temporal aspects of life are not separated
and opposed to each other.

As a result of these fundamental values two principles permeate CST. The
first is a special concern for the poor and powerless, which leads to a criti-
cism of political and economic structures that oppress them. The second is
a concern for certain human rights against the collectivist tendencies of the
state and the neglect of the free market.

In the United States, both liberals and conservatives support markets. The
economies of Sweden, Germany, Japan, South Korea, France, South Africa,
and Brazil are all built upon markets. The issue that divides people is how
much and what kinds of social regulation are appropriate, how much trade-off
is there between efficiency and equity. There is little in CST to support the
free market policies of the U.S. since the 1980s and much that would oppose
the burdens placed upon the poor by those policies.

In 1986 the United States Catholic bishops issued a pastoral letter, Eco-
nomic Justice for All, that summarized this tradition of CST and applied it
to the U.S. economy.! In my opinion, the process of writing the letter was
as important as the actual message. In 1980 the bishops approved a pastoral
letter on Communism and Christianity, written by a Yale philosopher in
consultation with the bishops. It was decided to do one on Capitalism and
Christianity. A five-member committee of bishops was appointed to do so.

The five bishops met and appointed a group of theological and economic
advisers, including myself. We quickly realized that such a pastoral would be
next to impossible and be little read, the typical fate of past pastoral letters.
The first questions were “which Christianity,” “which capitalism”? Given the
time—early 1980s—we decided to focus on Catholic Social Thought and the
U.S. Economy. This was a period of recession and a time of attacks upon the
poor and on poverty programs. Inflation was seen as public enemy number
one and concern for unemployment was relegated to the back burner.

Hearings were held over several years with many different groups—gov-
ernment officials, business CEOs, labor leaders, welfare mothers, academic
economists, social action people from the church, representatives of other
churches, et al. Meetings of the committee were held about once a month,
usually in Washington, D.C., but also in San Francisco, New York, and at
Notre Dame in Indiana.

Many meetings of the committee were held where drafts of parts of the
letter were debated, amended, and tentatively approved. In 1984 a first draft
was submitted to the assembled bishops for discussion. In addition, they
were asked to hold consultations in their dioceses and submit back to the
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committee any comments and recommendations they wanted. Many dioceses
held widespread meetings of the laity right down to the parish level. Also,
bishops consulted with their key advisers. The bishops submitted more than
10,000 pages of material to the committee, including 500 pages written by the
bishops themselves. Over the next year this material was utilized, along with
additional hearings, to write a second draft of the pastoral.

This second draft was submitted to the bishops for discussion at their an-
nual meeting in 1985. From this meeting further amendments were made
to the text. The Vatican reviewed the draft and suggested a meeting with a
group of Latin American bishops to discuss the section on the international
economy. A third draft was submitted to the bishops in 1986 and approved by
a vote of 220 to 9. This is the document released to the public.

There are two points that need to be made clear when discussing the mes-
sage of the pastoral letter. First, the bishops decided to address the pastoral
to two audiences—the policy making community and to Catholics and other
people of good will generally. Second, the intent of the bishops was to initi-
ate a debate, not conclude it. That is, they wanted to show that public policy
making needs to be informed by moral concerns. They hoped the letter would
stimulate public discussion toward more humane policy. Also, they wanted
to create church structures that would generate greater understanding of CST
among the faithful. They set up an implementation office with the respon-
sibility of getting courses on CST taught in every Catholic high school and
every seminary.’

The bishops’ pastoral letter Economic Justice for All is fundamentally a
moral document, concerned with the effects of the economy on the lives of
millions of human beings. It argues that concern for human dignity in social
solidarity is at the core of Christian faith. Because economic institutions and
policies have a major impact on human dignity, they are not only technical
but moral concerns as well. Therefore, the bishops argue, every perspective
on economic life that is human, moral, and Christian must be shaped by three
questions: What does the economy do for people? What does it do to people?
And how do people participate in it? In addition, the bishops argue that in
pursuing the common good, special concern must be given to the economy’s
impact on the poor and powerless because they are particularly vulnerable
and needy.

Basically, the bishops have set out a moral vision to guide both policy mak-
ers and individual Christians. To quote them at some length:

We have outlined this moral vision as a guide to all who seek to be faithful to
the Gospel in their daily economic decisions and as a challenge to transform the
economic arrangements that shape our lives and our world. These arrangements
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embody and communicate social values, and therefore have moral significance
both in themselves and in their effects. Christians, like all people, must be con-
cerned about how the concrete outcomes of their economic activity serve human
dignity; they must assess the extent to which the structures and practices of the
economy support or undermine their moral vision.

Such an assessment of economic practices, structures, and outcomes leads
to a variety of conclusions. Some people argue that an unfettered free-market
economy, where owners, workers, and consumers pursue their enlightened self-
interest, provides the greatest possible liberty, material welfare, and equity. The
policy implication of this view is to intervene in the economy as little as possible
because it is such a delicate mechanism that any attempt to improve it is likely
to have the opposite effect. Others argue that the capitalist system is inherently
inequitable and therefore contradictory to the demands of Christian morality, for
it is based on acquisitiveness, competition, and self-centered individualism. They
assert that capitalism is fatally flawed and must be replaced by a radically differ-
ent system that abolishes private property, the profit motive, and the free market.

Catholic social teaching has traditionally rejected these ideological extremes
because they are likely to produce results contrary to human dignity and
economic justice.(1) Starting with the assumption that the economy has been
created by human beings and can be changed by them, the Church works for
improvement in a variety of economic and political contexts; but it is not the
Church’s role to create or promote a specific new economic system. Rather,
the Church must encourage all r