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Preface

In 2011 I published The Economist’s Oath, wherein I argued that economics 
needs a new field of inquiry: the field of professional economic ethics. My 
motivation was that economists cause harm in the world even as they do 
good. The harm can be widespread and deep, and yet economists are not 
trained to understand the full range of the harms they induce, or to think 
carefully enough about how to act responsibly when they risk harming oth-
ers. In my PhD program, which is not an outlier in this regard, we had not 
one conversation about how we economists induce harm and what ethical 
obligations follow from that fact. Only after the book was published did I 
realize that I had fallen into the same intellectual trap that imprisons many in 
the profession: the trap of thinking that “harm” is a self- evident concept, and 
that even if economists don’t think carefully enough about their obligations 
regarding harm, they at least understand what harm is.

That presumption is mistaken. Harm is a complex and contested idea. Not 
least, harm is at once a positive and normative concept. That is, one cannot 
do any positive work with the concept, such as determining whether harm 
has occurred or measuring its extent, without the careful moral reasoning 
that defining harm requires. Nor can one discern which harms are and are 
not legitimate to impose in pursuit of social betterment without first reck-
oning with difficult moral questions. So the common economic strategy of 
presuming a bright line separating positive economic science from normative 
judgments can’t work here, if indeed it works anywhere (I think it doesn’t). 
The problem of the normative nature of harm, requiring controversial value 
judgments, has been repressed by the economics profession. Economists too 
often act as if harm were a commonsensical and uncontroversial concept, 
such that when people spoke of harm they all meant the same thing. The 
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presumption permits them to get on with the project of investigating which 
policies cause harm, to whom, and in what magnitudes without wasting time 
debating just what harm entails.

This book represents an attempt to come to terms with the problem of 
harm in economics. The complexity of harm introduces difficult problems 
for economic theory and application, and ethical challenges for the profes-
sion. The book attempts to probe some of these issues.

This book is critical of the economics profession for the ways in which it 
induces and dismisses serious harms. But the book is not a full- on attack on 
the economics profession. It is a request to the profession to take better care 
with its practice. I believe that the profession should always remember that 
its preferred policy interventions are apt to cause harm no matter what good 
they achieve; that the harms are far more extensive than we’ve been trained to 
appreciate; and that the harms should not be dismissed as easily as the pro-
fession has tended to do. I will also argue that the act of harming, especially 
in the context of the professional- layperson relationship, is ethically fraught, 
and that economists are not warranted in believing that they are and should 
be society’s harm accountants who tally up benefits and harms and then pro-
nounce on economic policy. When a profession can harm others— deeply, 
badly— those others ought to be recognized as having rights and agency 
which include having a good bit to say about which harms to risk in pursuit 
of which valued ends.

A primary objective of the book is to explain to noneconomists the pre-
sumptions about harm that underlie economists’ practice, especially in the 
area of policy assessment and advocacy. Noneconomists are often befuddled 
and even offended by the way in which economists assess policy— comparing 
benefits to this group against harms to that group. I share many of their con-
cerns. Here I attempt to highlight and clarify some of the most problematic 
assumptions and procedures that lead to objectionable economic practice.

Critics of the economics profession have argued, rightly, that over the 
past century the profession has tended to oversimplify and even trivialize 
harm. It has oversimplified by means of severe reductionism, in which all 
harms, no matter their nature, depth, duration, or causes, are reduced to the 
loss of “welfare”— a concept that we will investigate throughout the book. It 
has trivialized harm by treating all harms as if they were entirely reparable, 
through compensation. Assuming compensability allows the profession to 
design policies that stand to induce widespread and enduring harm pro-
vided the purported benefits are of a greater magnitude than the anticipated 
harms. This simplistic reasoning underlies compensation tests, expected util-
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ity calculations, cost- benefit analyses, social welfare accounting, and other 
techniques that economists apply to weigh policy impacts. But if the profes-
sion contributes to harms that are irreparable and noncompensable— as it 
certainly does— then all these strategies fail. It will become apparent that the 
economist’s oversimplification and trivialization of harm matters concretely, 
affecting the lives of all of us and damaging the lives of far too many.

I will not argue that one can’t theorize harm in the simplistic way that 
economists tend to do. I will argue that a profession that induces harm has 
no business doing so. Other professions, like medicine, engineering, and law, 
have learned that lesson. When a profession is in position to risk harming 
those it serves, it takes on an obligation to wrestle with the complexity of 
harm, the act of harming, the reparability of harm, the means to achieve re-
pair, the claims of those who are harmed for repair, and the rights of those 
who face the risk of harm to decide whether to take the risk. Despite a long 
century of wrestling with the “moral geometry” of harm, I think an impartial 
observer would conclude that the economics profession has failed to give suf-
ficient attention to these matters.

Based on the many presentations and countless discussions I’ve had with 
economists on these issues I’ve come to appreciate a deep professional anxi-
ety. Serious engagement with the full complexity of  harm, it is thought, would 
stymie economists in their pursuit of social betterment. Unless we subscribe 
to a simple, tractable, good- enough account of harm, the argument goes, we 
will descend into pointless debate over philosophical matters that will pre-
vent readily available concrete interventions to promote social betterment.

That argument fails. Other professions that risk harming face many of the 
same challenges as does economics. Some of those professions grapple with 
the complex nature of harm, and yet the ongoing debates over harm don’t 
prevent practitioners from doing good work. Every day patients are treated 
for their conditions even though no one believes that medical ethics today is 
a finished enterprise, codifying the uniquely right answers to harm- related 
questions. In law, tort litigation turns on conceptions of harm and harming. 
Courts routinely ascertain legal responsibility for harm even though litigators 
often question and occasionally disrupt accepted conventions on harm and 
harming. No reasonable medical or legal ethicist or practitioner believes that 
all harm- related matters must be resolved once and for all before one can in 
good conscience practice medicine or law.

I stake out a middle ground between indicting the economics profession 
for all harms its practice induces and absolving it of all responsibility. The 
indictment would make sense only if all economic harms were avoidable. 
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But that’s not the case. In economic practice, acting induces harm. But so 
can failing to act. Absolution would make sense only if there were nothing 
the profession could do, better than it is already doing, to reduce the inci-
dence of harm, prepare for harm, alter the nature of the harms its practice 
induces, engage as equals with those who stand to be harmed, and amelio-
rate the harms that arise despite best efforts to prevent them. But that’s not 
the case, either. The profession can do much better in these regards. Here I 
seek to demonstrate just why this is so, and to map out what doing better  
might entail.

The book argues for harm’s complexity, rejects the predominant concep-
tion of harm that informs the profession’s standard approach to reckoning 
with harm, and explores how professional practice might be reoriented were 
harm to be given the priority it deserves. It draws liberally on the insights 
of others, including, most importantly, economic iconoclasts and nonecono-
mists who have wrestled with the complexities of harm and who have dem-
onstrated the limitations to the predominant economic approach. Those 
looking for a new theory of harm to ground economics may be disappointed. 
The book instead demonstrates the value of exploiting insights from existing 
accounts in economics and beyond. Not all of the difficult challenges associ-
ated with theorizing harm identified in the following pages are resolved. The 
book does not seek theoretical closure on these issues. In fact, the pursuit 
of theoretical closure underlies many of the problems with the profession’s 
handling of harm. The goal of the book might be stated as probing how to act 
responsibly in the face of sustained theoretical aperture about harm. Other 
professions do it, or at least aspire to. Economics should, too.

The failure of the economics profession to engage ethically with economic 
and economist- induced harm matters. Reorienting economists’ behavior is 
urgent. I share the view with other critics that the illiberal turn in US and 
world politics can be traced in part to the failures of the economics profession 
over the past fifty years or so to grapple adequately with harm. The economics 
profession is culpable in the contemporary backlash against democratic gov-
ernance, civic obligation, and racial and other forms of equality. It is equally 
culpable in inducing the social conditions that promote the widespread rejec-
tion of expertise in policy making. The profession shares responsibility for 
the erosion of solidarity and empathy that marks contemporary politics in 
too many societies. Demonstrating this point adequately would require an-
other book, one that others are by now no doubt writing. Here I ask readers 
to keep this hypothesis in mind as they consider the arguments at the heart of 
this book— arguments that concern the ways in which economists treat the 
harms associated with their practice.
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This book unapologetically sacrifices technical precision for the sake of 
accessibility to noneconomists. I ask the forbearance of professional econo-
mists as I simplify complex material. Interested readers wanting to explore 
formal presentations of the issues should consult the economic and philo-
sophical literature cited in the text and endnotes. Some chapters are neces-
sarily more abstract than others, but in all cases I’ve attempted to convey the 
central insights with the bare minimum of technical jargon.
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1

The Tragedy of Economics

The economics profession . . . is the priesthood of a powerful secular religion. . . . Be-
neath the surface of their formal economic theorizing, economists are engaged in an 
act of delivering religious messages. Correctly understood, these messages are seen to 
be promises of the true path to a salvation in this world— to a new heaven on earth.

— r o b e r t  n e l s o n  (2001, xx)

Virtuous economists aspire to do God’s work— to promote social betterment. 
Economists ranging from Karl Marx to John Maynard Keynes to the high 
priests of the Chicago School placed their science in the service of human 
salvation. Robert Nelson is right to identify economics as a secular religion 
led by those hoping to achieve heaven on earth. But economists’ practice also 
contributes to harm. The harm can be severe, even devastating. Sometimes it 
destroys lives. Regrettably, the risk of harming is ineliminable from economic 
practice. This is the tragedy of economics. It is a statement of fact. It is not an 
indictment of the profession.

Economists seeking to do good but who are aware of the harms their prac-
tice induces have looked for ways to manage the resulting cognitive disso-
nance. That’s understandable. It’s disturbing to realize you’re contributing to 
harm to so many you hope to help. Unfortunately, the predominant approach 
to resolving the moral dilemma is irresponsible. I’ll refer to that approach 
as economic “moral geometry.”1 Moral geometry represses the complexity of 
harm and insulates the profession morally from the harms people suffer be-
cause of the policies it advocates. Moral geometry entails seductive, unambig-
uous decision rules that dictate policy choice when all the available options 
threaten harm. Methods like cost- benefit analysis attempt to resolve deep 
moral questions— such as what kinds of harm are appropriate to impose on 
some members of society for the well- being of others— by way of simple math 
problems. Having done the math, the economist can assess policy without 
giving much thought to those the policy will harm. Moral geometry allows 
economists to sleep well while others suffer the consequences of their prac-
tice. Approaching harm in that way is reckless. That claim is an indictment.
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Causes of Economic Harm

u n e v e n n e s s

Competent, well- meaning economists cause harm for two principal reasons. 
The first is that the economic policy interventions they advocate induce un-
even impacts across society, and sometimes across national borders. This 
problem is widely recognized in the profession, and is explored in the fields of 
welfare economics and social choice theory. Like technological innovations 
that emerge from the initiatives of private individuals in the economy, con-
sciously designed public policy that is intended to improve the human condi-
tion can disturb social arrangements upon which many depend. Schumpeter 
(1942) argued famously that capitalist development induces a “perennial gale 
of creative destruction.” So, too, can policy innovation. Typically, even the 
most promising economic policies have disparate effects on distinct groups of 
people. That insight led the “new welfare economists” of the 1930s to see harm 
in every policy intervention. Uneven impact is the rule in complex economies 
where individuals inhabit dense webs of economic, social, and political rela-
tions. The problem of uneven impact would arise even if all economic actors 
wanted and valued the same things. The problem is substantially exacerbated 
in societies where there is heterogeneity across individuals in their desires 
and values. In the context of COVID- 19, for instance, we have been reminded 
that some individuals prioritize personal autonomy over public health while 
others do not. Even were COVID- 19 containment policy to have the same 
objective impact on all people, the impact would be experienced as beneficial 
by some but deeply harmful by others.

i r r e p a r a b l e  i g n o r a n c e  a n d  h a r m

A second set of drivers of economist- induced harm has received far less at-
tention than it deserves. It comprises the epistemic conditions under which 
economists operate. By “epistemic conditions” I refer to what economists do 
and don’t know, and can and can’t know.

Economists confront the problem of what I call “irreparable ignorance.” 
They do not and cannot possibly know all they need to know to design in-
terventions that avoid unanticipated consequences. The unforeseen conse-
quences of economic interventions can be benign, and even beneficial. But 
they are often damaging. One important example involved Federal Reserve 
Chair Alan Greenspan in the years preceding the crisis of 2008. During 
his twenty- year tenure as chair, Greenspan used his immense influence to 
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prevent tighter government regulation of financial markets at a time of sub-
stantial financial innovation involving new financial assets and trading strate-
gies. He believed, right up until the financial implosion, that financial insti-
tutions could be counted on to regulate their own behavior. He was wrong. 
He acknowledged his error in testimony before the Government Oversight 
Committee of the US House of Representatives (Greenspan 2008):

I made a mistake in presuming that the self- interest of organizations, spe-
cifically banks and others, was such that they were best capable of protecting 
their own shareholders. . . . Those of us who have looked to the self- interest of 
lending institutions to protect shareholders’ equity, myself especially, are in a 
state of shocked disbelief.

Looking back now, it is easy to infer that Greenspan overlooked obvious 
risks from freewheeling financial activities prior to 2008. But his error re-
veals a more fundamental problem in economics. Economic practice entails 
wrestling with the unknown and the unknowable. Greenspan’s error, widely  
shared by economists, was to believe he knew far more than he did. Green-
span failed to recognize that the larger the scale of an economic intervention— 
and keep in mind that decisions concerning financial regulation have global 
implications— the more severe is irreparable ignorance and the greater the 
chances for deep and extensive unintended harms. Economists often advo-
cate very big interventions. “No other science,” Charles Plott (2010, 7) cor-
rectly argues, “aspires to such difficult goals as influencing an entire economy 
or even controlling a single market.”

Epistemic insufficiency connects with economist- induced harm in vari-
ous ways. Economists can’t know in advance how individuals and institu-
tions will respond to economic policy interventions. Greenspan could not 
have known how financial institutions would exploit the freedom provided 
by light- touch government oversight, for instance. But the ultimate impact 
of policy interventions depends on those responses. Moreover, economists 
cannot know in advance how their work will be taken up by decision makers 
who formulate policy or applied by those empowered to administer policy. 
This gives economists an out that they regularly exploit when things go badly. 
“The science cannot be held accountable for how it is used or mistakes made 
when it is used” (Plott 2010, 7).

Is that the right inference to draw from the fact that noneconomists mis-
use economic theory? In fact, it isn’t. The correct inference is that economists, 
just like other experts, at best enjoy influence without control. Unfortunately, 
influence without control can be very dangerous. Think of a ten- year- old 
child behind the wheel of a Humvee, careening down Main Street. Does the 
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child influence what happens next? Of course. But does that child control 
the ensuing events? Don’t bet your life on it, or especially the lives of others. I 
submit that this is exactly the right way to think about the situation facing 
an economist in the policy world who is trying to promote good economic 
outcomes. The greater the degree of influence without control, the greater the 
risk of inducing unintended harm. Let’s call it the Alan Greenspan problem. 
It follows that as economists substantially extended their influence over the 
course of the twentieth century, they also increased their capacity to exert 
unintended and unforeseen harm. And with that capacity comes greater re-
sponsibility on the part of the economics profession to wrestle with its moral 
duties to those who may be harmed by its practice.

An Epistemic Paradox

Economics is marked by an epistemic paradox. Economists know so much, 
and yet know so little. Economists know more than laypeople about their field 
of expertise, which establishes their authority and influence. Laypeople might 
hope that economists are wizards who can steer the economy any way they 
like. And economists seeking influence are too often willing to exploit that 
misapprehension. But economists know far too little to do what is often asked 
of them. For instance, economists at best have imperfect knowledge about 
the values and desires of the inscrutable individuals their policies will affect 
or the full set of circumstances that constitute their lives (Hayek [1944] 2007). 
Unfortunately, knowing more than others is often misinterpreted as possess-
ing adequate knowledge. While it is true that those with expertise in a field 
should have more authority over certain matters than those who do not, dan-
ger emerges when those in whom authority is entrusted come to believe they 
know more than they do, or even more than they possibly can.

Economists too often deceive themselves and their audiences into believ-
ing they know more than it is possible to know. As keepers of this Secret 
Knowledge, economists are rewarded in compensation, prestige, and influ-
ence for their expertise. At a 1991 speech at a World Bank– International Mon-
etary Fund meeting, the famed Larry Summers told an audience, “The laws 
of economics, it’s often forgotten, are like the laws of engineering. . . . There’s 
only one set of laws and they work everywhere.” He added, “One of the things 
I’ve learnt in my short time at the World Bank is that whenever anybody says, 
‘but economics works differently here,’ they’re about to say something dumb” 
(cited in Hardy 2019, 18).

The Larry Summers Problem arises when one assumes that being the 
smartest person in the room by one’s own estimation implies being adequate 
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to the task at hand— that knowing more means knowing enough. Economists 
too often lose sight of the wisdom attributed to Josh Billings (Keeler 1913): “It 
ain’t so much men’s ignorance that does the harm as their knowing so many 
things that ain’t so.” The arrogance has at least temporarily been dampened by 
a series of massive economic failures, such as the crisis of 2008, but only after 
millions have lost their livelihoods and many have lost their lives.

Causality and the Epistemic Problem of the Counterfactual

Economics explores causality. Economists want to know the causal connec-
tions between diverse events and variables of interest so that they can exploit 
those connections in designing beneficial interventions. Economists need to 
know whether raising the minimum wage increases unemployment, for in-
stance. But as concerns causality in economics, the problem of irreparable 
ignorance is acute.

Causal claims in economics generally entail counterfactual reasoning. The 
truth of the claim that raising the minimum wage last year increased unem-
ployment today depends on the veracity of the counterfactual claim that had 
the minimum wage not been raised, unemployment would be lower today 
than it is. The problem is that in economics we can’t ever be certain about 
what would have happened in the absence of an event we take to be causal 
because that alternative historical path was permanently foreclosed as soon as 
the causal event occurred. So our competing explanations of what happened 
in the world and why are grounded in competing fictions— fictitious accounts 
of how the world would have been absent the causal event. In very simple 
cases that problem may appear manageable. We can be fairly certain that 
taxing soft drinks to improve public health will have the proximate effect of 
reducing soft drink consumption below what it otherwise would have been. 
Even in this simple case, however, we cannot know whether the measure will 
succeed in improving public health unless we know in advance whether con-
sumers will substitute alcohol, ice cream, or cigarettes for soft drinks. In more 
complex cases, like the minimum wage, our knowledge of proximate and ul-
timate effects is much less secure.

The Elusive Nature of Economic Harm

In comparison with the harm that is caused by one individual acting directly 
on another, such as through fraud or a physical assault, economic harm is 
generally indirect, deferred, and diffuse. Tracing economic harm back to its 
origins in a single event, like a policy shift, is not just exceedingly difficult 
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but often misguided. As is increasingly recognized in the social sciences 
today, the social world is irreducibly complex. Events result from the com-
bined effect of innumerable forces and events, many of which are themselves 
complex. Economists try to skirt the problem by setting aside most variables 
when constructing causal models so that they can focus on just those few 
causal linkages that they take to be paramount. The strategy requires the as-
sumption of ceteris paribus— that all else remains constant— while econo-
mists explore the isolated effect of a small number of variables on others. The 
strategy generates impressive blackboard demonstrations of causality. The 
problem, though, is that in the actual economy other things are changing 
constantly and unpredictably. These other changes can alter and overwhelm 
the power of the causal relationship captured in a model (Cartwright 1980). 
If in fact economic causality is complex, then we need to take some care in 
attributing this effect to that cause.

Economic harm is often structural, arising from the way economies work 
rather than from explicit wrongdoing. Even if everyone plays by the rules, 
many people may suffer economic harms, like unemployment and economic 
insecurity. Even if no one cheats, an economy may generate extraordinary 
levels of inequality that shred the social fabric while marginalizing those indi-
viduals who are disadvantaged, denying them economic and political efficacy. 
Structural harm is far too often accepted by economists as legitimate. Milton 
Friedman, one of the most influential economists of the twentieth century, 
dismissed racial economic disparities on grounds that the “negative” harms 
that result from normal market processes were to be taken as legitimate (even 
if regrettable), while government mandates to correct such problems were to 
be taken as unjustifiable “positive” harms (Friedman 1962, 112). In his view it 
was far better to live with racial injustice than to tolerate government coer-
cion to address the problem.

The structural nature of economic harms can complicate the assignment 
of blame for harm, as is the goal in tort litigation, in which one party sues 
another over alleged harm. Fortunately, assigning blame is contrary to this 
book’s purpose. My goal is to explore the responsibility of economists con-
fronting uneven impact and epistemic insufficiency when their practice can 
induce deep direct, indirect, and structural harms.

Deweaponizing Harm

A hazardous profession should worry, a lot, about the harms its practice gen-
erates. But, in fact, the economics profession has instead pursued strategies 
that discount the salience of those harms.
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That claim will strike many economists as absurd given the centrality of 
the practice of cost- benefit analysis to their work. But the standard approach 
to harm, including but not limited to cost- benefit analysis, trivializes eco-
nomic harms. The standard approach takes a unidimensional view of harm. It 
defines harm in terms of the loss of welfare, where welfare is typically defined 
in terms of preference satisfaction. That is, individuals are harmed when they 
face diminished access to goods they prefer. Under the standard approach, all 
harms are assumed to be commensurable with one another and with benefits, 
and as fully reparable through compensation. The approach oversimplifies 
harm while allowing the profession to countenance even extensive harms in 
its pursuit of the greater good.

i at r o g e n i c  h a r m

Some professions that generate harm do much better. Medical practice is the 
imperfect exemplar in this respect, where the concept of iatrogenic (from the 
Greek, “physician- originating”) harm is at the center of medical practice and 
medical ethics. Practitioners in clinical and public- health settings and medi-
cal ethicists understand that helping risks harming, most immediately to in-
dividual patients but also to people tied to patients through affection and fi-
nancial and other forms of dependence. Physicians understand that the most 
virtuous and best- trained practitioners can and do induce harm. Much of the 
research on iatrogenic harm focuses on the failures of medical systems and 
institutions rather than on bad apples in the profession (Kohn et al. 2000). No 
standard of practice can eliminate all medical harms. A US government study 
estimates that 13% of hospital patients in 2012 suffered a potentially avoidable 
“hospital- acquired condition” (Department of Health and Human Services 
2014). Medical practitioners and institutions cause harm for some of the same 
reasons that economists do. Physicians, too, run up against epistemic limits, 
while public- health interventions like pandemic containment strategies also 
generate uneven impact among society’s members. Medical practice wrestles 
with the matter of iatrogenic harm by focusing on the nature of harm and 
by formulating protocols to avert avoidable harm and minimize unavoidable 
harm, as well as strategies to prepare for and mitigate the harms that befall 
those being served by medical care.

Iatrogenesis most immediately encompasses harms of a strictly medical 
nature, such as damage to patients’ bodies. But the concept is also employed 
to capture harmful nonmedical effects of medical interventions. Examples 
include the impoverishment that accompanies “catastrophic health care ex-
penditure” (Meessen et al. 2003, 581) and abridgments of individual rights 
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that sometimes arise in the context of public- health interventions such as 
enforced quarantines (Giubilini et al. 2018).

In comparison, economics has given little serious attention to economist- 
induced harm. The predominant view in the profession is that while some 
harms are the price to be paid for social betterment, others are gratuitous. 
Gratuitous harm is what other economists do. The allegation of gratuitous 
harm is deployed in an ideologically charged fight between mobilized camps 
of antagonists formed around alternative theoretical perspectives. Each camp 
sees itself on the side of the angels protecting the gates of the cathedral from 
the infidels. John Maynard Keynes believed that those who peddled specious 
doctrines, like Marxists, were likely “to serve not God but the devil” (Nelson 
2001, 34). More prosaically, Keynes criticized classical and neoclassical econ-
omists for inducing the gratuitous harms of unemployment and economic 
stagnation. By the 1970s monetarists were attacking Keynesians for crippling 
market economies and exacerbating business cycles. Successive decades fea-
tured new controversies of the same sort, with protagonists blaming gratu-
itous harms on others. Some of the critiques were warranted, some not. But 
the sad fact is that one is hard- pressed to find instances of economists explor-
ing rigorously the harms they themselves generate.

Respectful debate across theoretical paradigms is essential to the vital-
ity of any discipline. But a consequence of the fervent secular religiosity un-
derlying economic debates is that economist- induced harm has been weap­
onized rather than acknowledged as a fundamental problem for which all 
economists share responsibility. Attacking opponents blocks introspection 
and self- critique, preventing the development of shared acknowledgment 
of economist- induced harm across schools of thought. The resulting mis-
apprehension is that to diminish gratuitous economic harm, we just need 
to banish from the profession the charlatans and frauds who hold to incor-
rect doctrines. The predominant view holds that economic pluralism— the 
proliferation of contending economic theories backed by warring camps of 
economists— is the problem. That view is incorrect. In fact, the efforts of 
leading economists to establish one official economic church with one official 
economic gospel has sustained groupthink and left the profession woefully 
unprepared to deal with economic events that do not conform to its official 
version of how economies work. A case in point is the financial crisis of 2008. 
The collapse shocked a profession that had come to embrace sophisticated 
macroeconomic models that did not accept even the possibility of financial 
instability, and to discount the views of heretical economists who warned of 
crisis (DeMartino 2011b).
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e c o n o g e n i c  h a r m

A weaponized approach to harm is not propitious for the development of 
deep insight into economist- induced harm. The profession lacks even the 
language to capture the phenomenon. The linguistic omission abets the pro-
fession in its collective repression of the tragedy of economics. Economists 
tend to hold to the view that what is not priced is not counted. The linguistic 
analogy is that what is not named is not seen, let alone properly theorized. 
To address this omission I have proposed the term “econogenic harm” to re-
fer to the diverse harms that are induced by economic practice (DeMartino 
2016). The study of econogenic harm would then be known as “econogenic 
zemiology,” where zemiology refers to the study of social harm (Linklater 
2011, 43; Hillyard et al. 2004).2 The study of economic harm more broadly 
(including but not limited to econogenic harm) defines the scope of the field 
of economic zemiology. This book is intended as a contribution to economic 
zemiology that focuses in particular on econogenic harm. This is a field, un-
fortunately, that largely awaits inauguration.

A hope driving this book is that deweaponizing harm will allow the profes-
sion to pursue constructive conversations about these daunting issues. In prin-
ciple, there is no good reason why economists of diverse schools of thought 
should not be able to productively engage questions concerning the harms 
their practice induces, in dialogue across ideological boundaries. Physicians 
manage to do it; so do engineers. Economists should be able to do it, too.

Repressing Econogenic Harm

The economics profession represses econogenic harm by appearing to give it 
careful attention. Economics does in fact wrestle with harm all the time, but 
in ways that don’t begin to do justice to harm’s conceptual and ethical com-
plexities. Under the standard approach, economists rely on moral geometry 
to dispose of counfounding ethical problems concerning professional harm-
ing and the distribution of harms. In this approach, all economic harms ap-
pear to be fully reparable. Harm’s victims can always be made whole through 
compensation. Unsafe working conditions that involve high risk of injury 
and even death can be compensated for with higher wages, for instance. No 
other profession gets away with treating harm in this way.

Do economists continue to repress harm, even today? The short answer 
is yes. One example will have to suffice. In 2010 John Siegfried, at the time 
the secretary- treasurer of the American Economic Association, edited Better 
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Living through Economics. The book presents what the contributors see as the 
unqualified accomplishments of standard economics. The list of contributors 
includes some of the most influential economists of the past generation. For 
instance, Anne Krueger, who had served both as the chief economist of the 
World Bank and as the first deputy managing director of the International 
Monetary Fund, supplied the chapter on the virtues of trade liberalization. 
Economists have known for well over a century that trade liberalization in-
evitably induces benefits and harms. It is therefore surprising that on the mat-
ter of harm Krueger has nothing at all to say. But objections about that over-
sight are preempted in the editor’s introduction, where a stunning disclaimer 
appears. If a policy is consistent with the Kaldor- Hicks compensation test 
(Kaldor- Hicks justifies policy that will harm some people provided the gains 
to the winners are greater than the losses to the losers),

then, at least in theory, the policy change could be constructed to make some 
people better off while making no one worse off. Absent such considerations 
as envy and other relative income issues, the policy change might then be de-
clared “a good thing.” Unfortunately, however, matters are not quite so simple. 
Whether, in fact, compensation actually must be paid, or whether it is suf-
ficient that it could be paid, even though in fact it is not paid, remains con-
troversial. The chapters in this volume, by and large, ignore such distributional 
considerations. To do otherwise would drag the analysis into a morass it could 
hardly escape. (Siegfried 2010, 2, emphasis added)

What is going on here? Siegfried is announcing, at the outset of a book 
that purportedly surveys economists’ social impact, that the authors have 
been relieved of the duty to consider the complexities of harm in policy as-
sessment. They did not have to concern themselves with the many ways that 
those who lose from policy are harmed, or whether measures must be taken 
to offset their losses. Siegfried’s strategy is not idiosyncratic; it reflects the domi­
nant tradition in economics over the past century. Economists are so accli-
mated to the idea that they can dispense with harm’s complexity that they 
hardly take notice of what’s happening here. We economists give ourselves a 
pass, repressing the complexities that attend our work so that we can get on 
with it, even when the harms entail serious, sustained disruption to the lives 
of others. It is a very good thing that other professionals don’t do the same. 
From the doctors who attend to our bodies to the engineers who attend to 
our roads and bridges, other professionals operate according to strikingly dif-
ferent sensibilities that acknowledge and attempt to prepare for the risks that 
their practice induces.
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e c o n o m i c  e x c e p t i o n a l i s m ?

Why do economists break with other professionals on the matter of harm 
and harming? The standard justification is suggested in the passage just cited 
and is ethical in nature. Better Living conveys a widespread sentiment in the 
profession that economists are doing sacred work, eliminating hardship and 
promoting social betterment in the aggregate even if their work unavoidably 
harms some individuals or groups. It argues that if economists were forced 
to wrestle carefully with the harm their work might induce before they acted, 
the profession would be stymied in its mission to promote social betterment. 
Society would suffer. Indeed, so the thinking goes— and this is one area where 
epistemic limitations in economics are explicitly recognized— since we can’t 
ever know the full effects of our preferred policies in advance of their im-
plementation, the demand that we comprehensively probe potential harms 
would paralyze the profession altogether. The effect would be to deny the 
world the enormous benefits of economists’ interventions.

This kind of thinking is associated with a profound defensiveness that 
becomes visible in the face of criticism that economic practice induces harm.  
In her review of the Oxford Handbook of Professional Economic Ethics (De-
Martino and McCloskey 2016), Krueger (2017) conveys her impatience with  
talk of harm:

How would one “consider and identify” all the gainers and losers before tak-
ing action? . . . When I was Vice President for Economics and Research at the 
World Bank I found it ironic that many proposals were blocked by calls for 
further research. . . . A call for more knowledge was a call to retain existing 
policies. . . . If some [World Bank] funds are to be used for additional evalu-
ations, a question arises as to whether more evaluations will yield a sufficient 
return to compensate for the foregone [sic] projects that might otherwise be 
funded.

The problem with the main thread of the argument is Krueger’s mistaken 
inference from the request to think more carefully about econogenic harm. 
That request doesn’t translate into having to know, prior to acting, the iden-
tities of all those harmed. The point, in an important sense, is the reverse. 
Given our epistemic limitations, we must presume that we can’t ever know 
in advance who will be victims of the policies economists embrace, or the 
precise ways in which they will be harmed. The resulting obligation is to 
act responsibly, to learn what Wendell Berry (2005) calls “the way of igno-
rance” (cf. Welch 2000). Acting responsibly entails anticipating that some 
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individuals will face predictable and unpredictable harms; preparing to ame-
liorate those harms; and, when deciding which harms are worth risking in 
pursuit of which social goods, acknowledging the claims of those who might 
suffer harm. Acting responsibly also requires incorporating those facing the 
risk of harm more directly into the policy- making enterprise. Is that asking 
a lot of the profession? Maybe it is. But it is the price to be paid for the enor-
mous influence over the lives of others that economists have sought and now 
wield in the world. Simply put, influence entails responsibility. The greater 
the influence, the more extensive the responsibility.

w h e r e  n o r m at i v e  m e e t s  p o s i t i v e

Economists have attempted to sustain a bright line between what they call 
“positive” and “normative” analysis. Positive economic analysis seeks to in-
vestigate the way the economy works, not the way we might hope it works. 
It is thought to require objectivity, avoiding all value judgments. Normative 
analysis instead involves subjective judgments about the desirability of eco-
nomic outcomes, such as full employment or sustainability. The claim that 
a particular policy is beneficial is, then, a normative claim. Under this way 
of thinking, positive economics comes first. We can’t know what policies to 
propose, it is thought, until we know how the economy works.

The concept of harm, however, refuses to play by the rules. It is at once 
positive and normative. We can’t begin positive analysis of harm, identify-
ing and measuring it, without first reaching normative judgments concern-
ing what it means to be harmed. And those judgments in turn hinge on 
value- laden conceptions about human needs and potential and about human 
relationships with others and with their natural and social environments. 
Harm judgments also depend on an adequate conception of human rights, 
freedoms, liberties, spirituality, and responsibilities. This implies that a com-
prehensive account of harm, which I barely sketch in this book, presumes a 
comprehensive account of these salient features of human existence. But all of 
these conceptions are contested. Distinct theoretical traditions reach distinct 
judgments about what effects register as harm, which harms are serious and 
which are de minimis, which forms of harm are ethically worrisome, which 
are and are not reparable. For instance, when a local government appropri-
ates private property to build a highway while compensating the owners the 
full market value of their property, have the property owners been harmed? 
The standard approach in economics holds that no lasting harm has been 
done since the compensation makes the homeowners whole. But libertarians 
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are apt to view the appropriation of private property, with or without com-
pensation, as an egregious, irreparable violation of individual rights.

The implication is clear. Positive analyses of harm, such as assessing the 
presence and magnitude of harm, require normative judgments. Harm as-
sessment requires difficult decisions about what counts as harm and which 
harms are and are not to be taken as ethically indictable. All of this implies 
that as regards harm, the positive and the normative are inescapably linked. 
Blurring the distinction between the two spheres of economics, harm violates 
the professional economic taboo that is thought to protect the objectivity of 
positive economics against incursions from the subjectivity of normative eco-
nomics. We will take time to explore the proposed resolution to this problem. 
The standard approach to policy assessment, “welfarism,” is often taken to 
be self- evidently adequate and in little need of elaboration or defense. In the 
view of Partha Dasgupta (2005, 226), for instance, “The ethical foundations of 
modern economics are . . . broad and strong.” Unfortunately, and as the most 
careful welfare economists have demonstrated, that claim is entirely incor-
rect. Angus Deaton puts it concisely: “Economists have this sort of bastard 
idea of welfare economics, or of human well- being, which is not thought out 
at all” (Sen, Deaton, and Besley 2020, 16). In fact, most advanced economics 
students today do not study the normative foundations of the economics they 
practice. And so it is not surprising that Anthony Atkinson (2009, 793– 94), a 
leader in the study of inequality, finds that there is a “yawning gulf ” today be-
tween the normative criteria employed in economics and those in the policy 
world.

t h e  b l a s é  p r a c t i t i o n e r

Relatively few economists serve individual clients. Economic interventions, 
like public policy, affect many people over long periods. Moreover, interven-
tions exert their effects through extraordinarily complex causal pathways 
under the influence of diverse contingent events. In part for these reasons, 
economists are never held accountable for their errors or the harmful im-
pacts of their practice. These factors can lead to what Andrew Linklater (2011) 
calls the “blasé self,” which blocks active sympathy even in the presence of 
severe suffering. The condition can arise from the fact that, unlike physicians 
who treat individual patients and are confronted directly with the effects of 
their interventions, economists confront those harmed by economic policy 
only at a distance, if at all. Moreover, economists may fall into the trap of 
overidentifying harm. Seeing harm everywhere, all the time, economists too 
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often resign themselves to the inevitability of economic harm. Economists 
are inured to econogenic harm not by indifference but by a counterfactual 
premise, in full evidence in Better Living, that but for their expertise social 
harms would be so much worse.

Repression of the harms associated with their practice does not come eas-
ily, especially for those economists with self- awareness who seek to promote 
social betterment. One stratagem that has permitted caring economists to 
repress harms is to dismiss the claims of those who would be harmed to the 
goods they are to sacrifice for the public good. Economists deride workers 
who protest free trade and demand labor rights protections in trade agree-
ments, claiming that the workers are hypocritical protectionists who pay lip 
service to international labor solidarity but in fact exploit fair trade to protect 
their own privileges. Environmentalists who resist ecological degradation in 
their neighborhoods are dismissed as NIMBY (“not in my backyard”) free 
riders: even though environmentalists claim to protect the earth, economists 
know that their concerns are limited to their own little patch. Those who ad-
vocate for the protection of women’s rights abroad are labeled cultural impe-
rialists. Paul Krugman’s stance on the fair traders utilizes this strategy. As he 
put it in one of his several dismissive critiques of those demanding fair trade 
during the 1990s (before he quietly switched sides of the debate in 2007), “In 
short, [fair traders] are not entitled to their self- righteousness. They have not 
thought the matter through. And when the hopes of hundreds of millions are 
at stake, thinking things through is not just good intellectual practice. It is a 
moral duty” (Krugman 1997).3

A fundamental conceptual distinction between rights and privileges un-
derlies the economist’s justification for imposing harms. Those who would be 
harmed by economists’ preferred policies must be theorized as enjoying ben-
efits to which they are not entitled, at the expense of others; as parasites who 
must be dispossessed of their ill- gotten gains. To the economist, the injustice 
is not in harming these people but in letting them continue to enjoy unde-
served benefits that impair social betterment (Hayek [1944] 2007, chap. 9).  
In contrast, those who would benefit from economists’ proposed policies 
are theorized as victims of the status quo who, in the absence of a proposed 
policy initiative, would continue to be denied their rightful rewards. This 
discursive strategy blinds the profession to what would otherwise be very 
troubling: that so many individuals and their communities, including many 
who are particularly vulnerable, are harmed deeply by economists’ preferred 
policy interventions. The strategy easily bleeds into “moral exclusion” of cer-
tain groups, which justifies their harm as “appropriate, acceptable, or just” 
(Opotow 1990, 1).
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Econogenic Harm and Illiberalism

One important feature of the recent illiberal turn in politics over the past sev-
eral years is the widespread rejection of experts and even the idea of expertise. 
There is particularly strong antipathy toward economic expertise. As British 
Conservative Party leader Michael Gove put it famously during the Brexit cam-
paign: “I think the people in this country have had enough of experts, from 
organizations with acronyms, saying that they know what is best and getting it 
consistently wrong.” In a subsequent BBC interview (Gove 2017) he clarified by 
stating that he was referring primarily to economists. In the US and elsewhere 
the antipathy toward expertise spilled over onto public- health practitioners just 
when trust in those experts was vital to COVID- 19 containment.

Could it be that economists’ cavalier approach to harm over recent de-
cades has contributed to the startling pushback against expertise in policy ar-
eas as diverse as trade, climate change, and even public health? The preceding 
discussion reveals my own suspicions, which are shared by other economists 
(DeMartino 2018; Rodrik 2018).4 Economists are now facing a backlash from 
those whose claims they too readily discounted in their rush to pursue their 
preferred economic policies. Illiberal politicians have mobilized a latent anti-
expert sentiment as a cornerstone of their wider populist programs.

If the critics are correct, then the illiberal turn represents in part a rebuke 
to the presumption of epistemic adequacy in the economics profession and 
the associated paternalistic ethos under which the economist is presented as 
knowing best. But this insight raises a difficult set of questions. What alterna-
tive ethos might temper or even replace economic paternalism? How might 
economists apply their expertise in ways that engage vulnerable laypeople as 
partners in knowledge formation and policy application, rather than as pas-
sive receivers of the benefits and harms of economic policy? Fortunately, we 
can learn from the practice of economists who are now rethinking how to 
wield economic expertise responsibly in a world they can’t ever sufficiently 
know or control. Economic policy iconoclasts are taking seriously the claims 
of those who will be affected, for better or worse, by economists’ practice.

First Do No Harm?

Since the publication of The Economist’s Oath (DeMartino 2011a) I have had 
the opportunity to discuss economic harm with many economists. When I 
have spoken of the need for economists to take better care regarding econo-
genic harm, economists often infer that I am advocating the Hippocratic 
principle “First, do no harm.” Krueger’s response to the Oxford Handbook 
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is again relevant. She asserts in her review (2017, 210) that “one of the policy 
prescriptions accepted through much of the book is ‘first, do no harm.’” She 
takes this principle as an inviolable dictate and easily dismisses it on grounds 
that it would prevent all initiatives that risk any harm to anyone, even those 
initiatives that promise to reduce misery. She adds that even not- acting causes 
harm. The problem with her argument is that not one of the thirty- seven es-
says in the book endorses the Hippocratic principle. All contributors to the 
book who raise the principle problematize its relevance for economics. The 
editors of the Handbook ask, in the opening pages of the book, “What does 
‘do no harm’ mean in a world where there are no free lunches and where 
all actions (including doing nothing) entail tradeoffs?” (DeMartino and Mc-
Closkey 2016, 7). In a separate essay in the book I argue that the Hippocratic 
directive “‘first, do no harm,’ if taken as an inviolable mandate or decision 
rule, has no relevance in economics since it would imply that economists 
can do nothing at all” (72). The development ethicist Des Gasper (535) writes 
that “often the do- no- harm principle cannot be fulfilled: not only cannot all 
consequences [of development projects] be foreseen, but ethically desirable 
material progress depends on development projects that inevitably displace 
some people, and full remedial compensation appears not always possible.”

Krueger’s mistaken belief that the only alternative to standard moral 
geometry is an inviolable Hippocratic principle that threatens economists’ 
practice reveals the terribly undeveloped state of thinking in the profession 
concerning harm and harming. And so it bears emphasis: engaging economic 
and econogenic harm carefully does not necessitate the adoption of a new 
economic decision rule such as “first, do no harm.” Economists very often 
face “tragic choices” (Nussbaum 2001) in policy formation where all options 
(including preserving the status quo) generate damage. Though decision 
rules are attractive and convenient for making tragic choices tractable, care-
ful consideration of harm and professional harming leads us away from any 
moral geometry. Tragic choices are, in a word, tragic. They must be recog-
nized as such, not converted by magical thinking into simpler problems.

A Harm- Centric, Ignorance- Based Economics

The foregoing yields a terribly difficult question, which this book seeks to an-
swer: how might economists’ practice be revised were they to pursue harm­ 
centric, ignorance­ based economics? If harm­ centric economics rejects simplis-
tic moral geometry, how does it proceed? An important requirement entails 
accepting the inherent complexity of harm, and the idea that not all economic 
and econogenic harms are reparable or compensable. A second requirement 
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follows: the economics profession must accept the autonomy of those whom 
economists purport to serve but whom their practice also harms.

An ignorance­ based economics builds upon the understanding that there 
is so much we cannot know in economics and so little we can control. It nev-
ertheless seeks to apply economic expertise responsibly, in concert with those 
whom economists seek to serve. Recognizing irreparable ignorance with clear 
eyes opens the door to promising new thinking about policy formation that 
can achieve just what it is economists hope to achieve, the promotion of so-
cial betterment. In fields such as urban planning, water resource manage-
ment, climate change, and security, we find important innovations today in 
policy formation that address irreparable ignorance. Economists can learn 
from other practitioners who also face severe epistemic limitations.

Plan of the Book

What are economic harms, and how severe are they? Why do economists 
cause harm as they aspire to do good? How do economists make sense of the 
harms their practice induces? And what can be done to improve how econo-
mists theorize and manage economic harm, especially to the most vulner-
able? These are the organizing questions of the book.

This book can be approached as an integrated monograph that chapter by 
chapter builds a set of related arguments. Chapter 2 explores the deficient pater-
nalistic ethos that guides economists’ professional practice. Chapter 3 develops 
an account of harm that emphasizes its irreducible complexity, which presents 
challenges to all professions that risk harming. Part II of the book comprises 
three chapters that examine why even virtuous economists cause harm as they 
aspire to do good. Chapter 4 emphasizes the uneven impact of economic inter-
ventions, while chapters 5 and 6 explore the problem of irreparable ignorance 
in economics. Part III examines economic moral geometry. Chapter 7 presents 
and chapter 8 critiques moral geometry. Though the material in these chapters 
is a bit more complex, the presentation prioritizes clarity over technical preci-
sion. Chapter 9 then moves beyond moral geometry, offering a more adequate 
account of harm for economics. It expands the concept of harm to encompass 
setbacks to interests, social harms, and capabilities deprivation. Part IV exam-
ines how economic practice might be reformed to take better account of eco-
nomic and econogenic harm. Chapter 10 presents a harm- centric approach to 
economic assessment. Chapter 11 highlights the epistemic problem, exploring 
how economists can promote social betterment when they cannot know the 
future impacts of the policies they propose. Chapter 12 concludes the book, 
returning us to the question of professional ethos.
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Alternatively, the book can be approached as a series of essays that can be 
read independently depending on the reader’s interests and purposes. The 
final chapters on harm­ centric, ignorance­ based economics provide the practi-
cal payoff. Practitioners might start with chapters 10 and 11 and then circle 
back to those chapters that are relevant to their work.

This book is a work in what might be called critical economics. It is not as-
sociated with a particular ideological position. The argument draws liberally 
on contributions across the political spectrum without passing them through 
an ideological filter. The new field of economic and econogenic zemiology 
marks a potential space for constructive dialogue across the profession, just 
as the study of iatrogenic harm is a shared venture in medicine despite phy-
sicians’ respective worldviews. A subordinate goal of the book is to model 
the kind of discourse that welcomes conflicting perspectives. To that end the 
book raises far more questions than it seeks to answer. It should be read not 
as a treatise but as an invitation to contribute to a new conversation.

One terminological point might prevent misunderstanding. I principally 
use the term “economic harm” to refer to the source and not the nature of 
harm. Interventions that economists propose induce heterogeneous harms. 
Some harms are of a strictly economic character, such as increased unem-
ployment. But economic interventions also induce physical, psychological, 
social, cultural, ecological, and political damage. Just as iatrogenic harm can 
be taken to reach beyond harms that are strictly medical in nature, so can 
economic harm (as cause) be associated not just with economic effects but 
also with the other harms that follow from economic events. For instance, 
economic policy can generate adverse health effects, including dramatic de-
clines in life expectancy. We can therefore speak of “econogenic morbidity” 
and “econogenic mortality” in cases where economist- advocated interven-
tions undermine public health.

That said, to avoid a proliferation of terms, I will also use the term “eco-
nomic harm” in its more natural usage to refer to damage that is explicitly 
economic. The distinction between the two usages of the term (as cause and 
as one kind of effect) will be clear from the context in which the term appears.

A final preliminary: the book focuses solely on the damage associated 
with economic practice. It should not be inferred that economists only in-
duce harm. My claim is that they contribute to deep, enduring harm as they 
promote social betterment. The positive side of the ledger has been well doc-
umented in work like Siegfried’s. The negative side is too often overlooked by 
economists eager to apply their craft to social problems. This book tries to 
balance the scales.
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Economic Paternalism, Heroic Economics

[The “man of system”] is apt to be very wise in his own conceit; and is often so enam-
oured with the supposed beauty of his own ideal plan of government, that he cannot 
suffer the smallest deviation from any part of it. He goes on to establish it completely 
and in all its parts, without any regard either to the great interests, or to the strong 
prejudices which may oppose it. He seems to imagine that he can arrange the different 
members of a great society with as much ease as the hand arranges the different pieces 
upon a chess- board.

—  a d a m  s m i t h  ([1759] 1976, 286)

Ten Million Missing Russian Men

“Ten million Russian men disappeared in the early 1990s” (Stuckler and Basu 
2013, 21). The deaths occurred among working- age men. In just three years, 
from 1991 to 1994, life expectancy among Russian males fell from sixty- four 
to fifty- seven years.5 A workforce projected to grow from 149 million in 1985 
to 164 million by 1998 in fact shrank to 144 million in that year. The missing 
ten million Russian men accounted for 6.7% of the total Russian population.

Catastrophes of this magnitude typically occur only during pandemics 
and wars. Even by that standard, the Russian deaths are staggering. As of 
November 2021, the total number of people who have perished globally from 
COVID- 19 is estimated at about 5 million, or .06% of the world’s population. 
Even the flu pandemic of 1918– 1920 killed far fewer in relative terms— about 
2.8% of the world’s population— compared to the Russian deaths. The deadli-
est war in US history, the Civil War, claimed the lives of about 2.1% of the US 
population. The total number of Americans who have lost their lives in war 
over the past 250 years is about 2.9 million— less than a third of the Russian 
deaths. France lost 1.9 million soldiers in WWI, representing 4.9% of its total 
population. So the loss of ten million working- age men in Russia over just a 
few years is stunning.

The Russian deaths were not caused by war or pandemic. The proximate 
causes included alcohol poisonings, suicides, homicides, injuries, and heart 
attacks (Stuckler and Basu 2013, 25). Many of the alcohol deaths involved the 
consumption of particularly lethal odekolon by men who could no longer af-
ford vodka. Odekolon (a sound- alike for “eau de cologne”) is “manufactured 
using aftershave, mouthwash, and other products that [contain] alcohol but 
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were not meant for consumption.” Odekolon consumption increased the 
rate of death from “alcohol psychosis, liver cirrhosis, and heart disease by a 
factor of twenty- six over not drinking these substances” (Stuckler and Basu  
2013, 26).

How are we to account for these deaths? In 1991, under the tutelage of 
economists from Harvard and other Western institutions, Russia pursued a 
massive and unprecedented economic experiment (Wedel 2001; DeMartino 
2011a). It sought to transform its state- directed economy into a market econ-
omy. Not over a period of decades, but immediately, all at once, at breakneck 
speed. “Shock therapy,” as this kind of experiment came to be called. The 
government suspended economic subsidies to factories and the price con-
trols on which the economy and living standards depended. Citizens were 
now to fend for themselves in the vibrant market economy that was expected 
to spring up spontaneously once the state stopped meddling in economic af-
fairs. A key feature of the transformation was the privatization of massive  
state holdings. State- owned enterprises were transferred to politically con-
nected “investors.” Economic advisers called on Russia to privatize 200,000 firms  
in less than five hundred days. In fact, the state managed to transfer 120,000 
firms to the private sector in under two years— an extraordinary feat never 
before imagined. In the context of severe economic turbulence, the new own-
ers stripped the assets of unprofitable firms and laid off workers by the mil-
lion. Entire towns were wiped out economically. In short order the economy 
collapsed. The Russian government reported that by 1995 one- quarter of its 
citizens were living in poverty, while independent researchers put the figure 
at over 40%— up from 2% in 1988. Officially, 22% of the workforce was ren-
dered unemployed. In terms of purchasing power, the Russian economy fell 
to a level comparable to the US economy of 1897. The state responded with 
austerity, not assistance. State allocations to social welfare (including health 
care) were cut by 20%.

The ten million Russian men who died in the wake of these measures died 
deaths associated with despair— stress, social isolation, poverty, and despera-
tion. The men had “no hope for the future, no work, nothing to do, nowhere 
to go” (Stuckler and Basu 2013, 27). The many “mono- industrial settlements,” 
organized around one firm or one industry, faced extraordinarily bleak cir-
cumstances. In the face of abrupt factory closures, workers lost income and 
savings, but also their identities as providers for their families and productive 
members of their communities. Overnight they lost the social relationships 
that factory work had afforded. The outcome was alcohol consumption— 
with up to 25% of unemployed men drinking odekolon (in comparison with 
just 5% of employed workers) (Stuckler and Basu 2013, 27).
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What does any of this have to do with econogenic harm? The issue is not 
whether the Russian economy needed structural reform. The issue is how 
well- meaning, well- trained economists could contribute to such extraordi-
nary misery for those enduring the reform. What might the episode tell us 
about what is wrong in economics?

The Economic Ethos: Paternalism

Professions tend to adopt distinct views of their obligations to society and how 
to meet them. Each has a particular professional ethos. Ideally, professional 
sensibilities evolve over time as a consequence of learning and challenges to 
practice from beyond the profession. The ethos governing economic practice, 
however, has been stagnant for well over a century.

That ethos can be summarized as follows: on pressing policy matters, 
economists know best. A wide, unbridgeable epistemic gap separates the pro-
fession from laypeople who cannot begin to master the logic and mathemat-
ics of economic science. That epistemic gap engenders a paternalistic ethos. 
Paternalism is grounded in beneficence— the obligation of experts to do what 
they believe is best to promote the interests of others, even over the beneficia-
ries’ principled objections. It is closely tied to utilitarian philosophy, which 
requires the professional to promote maximum happiness across society’s 
members (see chap. 7). The paternalistic ethos in economics is surprising 
given the widespread antipathy in the profession toward paternalistic mea-
sures by other actors, such as the state, which are seen to violate individuals’ 
freedom to choose for themselves (Friedman and Friedman 1980). Under the 
paternalistic ethos, if economists believe that a policy promises large aggre-
gate gains even though it also induces substantial suffering for many, they 
are obligated to advocate for the policy despite the resistance of its victims. 
The greater the resistance to the correct policy, in fact, the greater the duty 
to advocate, and the more quickly the policy should be introduced, before its 
victims can mobilize to resist.

Jeffrey Sachs’s work in the post- Soviet transition to market economies re-
flects the paternalistic ethos. Knowing that market liberalization would cause 
widespread harm, he emphasized the “need for speed” in the transition to mar-
ket economies in the former socialist countries. His advice to officials was to 
“figure out how much society can take, and then move three times quicker than 
that.” To drive home the point, Sachs cited approvingly the words of a Polish 
economist: “You don’t try to cross a chasm in two jumps” (Sachs 1991, 236).

Sachs and other social engineers justified shock therapy on economic 
grounds, claiming that the success of reforms in one sector required simultaneous  
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reform in other sectors. But there was no compelling reason to believe that 
the transition could not have been undertaken more gradually, with far less 
suffering. Poland pursued that course, and with much better results (Stuck-
ler and Basu 2013, chap. 2). The economic argument for speed was a smoke 
screen. The key motivation for shock therapy was political rather than eco-
nomic. It was intended to allow economists to implement their agenda before 
opposition could mobilize. Sachs (1991, 239) admitted as much, arguing that 
the reforms he advocated would “eventually produce great benefits, but they 
will be opposed by many in the shrinking sectors. Populist politicians will try 
to hook up with coalitions of workers, managers, and bureaucrats in hard- hit 
sectors to slow or reverse the adjustment.” Shock therapy was intended to 
circumvent this problem.

Economists’ paternalism vis- à- vis society parallels the paternalistic ethos 
parents carry vis- à- vis their children. It is associated with a heavy burden that 
the profession must bear if it is to fulfill its obligations to others— if it is to 
promote social betterment.

t h e  e v o l u t i o n  o f  m e d i c a l  e t h i c s

Is paternalism an appropriate ethos for a profession with influence over the 
lives of others? We can usefully compare economics to the medical profes-
sion, where the risk of harm is acute and where a good bit of attention is given 
to the problem by medical practitioners and ethicists. While the economic 
ethos has remained tied to paternalism for over a century, medical ethics has 
evolved in response to shifting sensibilities concerning patients’ rights.

The normative foundation of medical practice for centuries and up 
through the latter part of the twentieth century was deeply paternalistic. Un-
der this ethos the physician was to be in charge of the clinical relationship. 
From the time of Hippocrates, patients were expected to defer to physicians’ 
expertise and follow carefully their prescriptions. There was widespread rec-
ognition of the fact that patient harm was the price to be paid for medical 
benefit. Then, in the early nineteenth century, a rupture emerged in medi-
cine over this matter. Benjamin Rush advocated a so- called heroic approach 
to medical practice. The “heroic healers” believed that radical interventions 
were often necessary to restore health. This was an era of unproven surgeries 
of all sorts, including gruesome amputations and other radical interventions 
that often induced shock and death. But the heroic healers were undeterred 
by pain and suffering: “According to the heroic healers, the harms associated 
with therapeutic intervention were necessary and thus justified. Harms of 
omission were, however, reprehensible” (Sharpe and Faden 1998, 8).
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Jacob Bigelow led the opposition. He and his disciples emphasized in-
stead the healing powers of nature. Whenever possible, nature was to be al-
lowed to take its course. In this view, “restraint was laudable, intervention was 
culpable” (Sharpe and Faden 1998, 8). The debate over clinical intervention 
“centered largely on the propriety of competing therapeutic maxims— the he-
roic rallying cry of ‘better something doubtful than nothing,’ versus the more  
skeptical one of ‘better nothing than something doubtful’ ” (Sharpe and Faden  
1998, 130).

The dispute masked a unified professional ethos. Both sides held to the 
view that physicians’ virtue legitimated their direction of the medical inter-
vention. Physicians, not patients, were authorized to determine what counted 
as harm and benefit, assess their magnitudes, and decide when the harm was 
offset by the promised benefit.

By the end of the nineteenth century, the Rush- Bigelow debate had yielded 
to a shared faith in a new scientific, empirically grounded practice. Statisti-
cal methods came to infuse medical research. Physicians were now to heed 
the findings of the science rather than their intuition. Despite the empirical 
revolution, however, the profession remained firmly under the sway of pa-
ternalistic sensibilities. Medical science widened the epistemic gap between 
the physician and the patient, leaving even less room for patient input into 
treatment. Physicians’ “presumed epistemic authority” was enhanced by the 
substitution of dependable, objective science for undependable virtue as a 
guarantor of appropriate conduct. Now more than ever the patient was to de-
fer to medical authority— to the findings of medical research that the patient 
surely could not understand. At the same time, attention shifted away from 
the actual patient in the doctor’s office to the average or statistical patient. 
The reports of the actual patient came to be discounted. As Sharpe and Faden 
(1998, 12) put it, “the individual patient became increasingly unimportant as 
a reporter of clinical signs. Harms and benefits began to be regarded as objec-
tive facts determinable only by the expertise of the physician.”

The physician- knows- best conception of medical practice survived until 
the 1960s in the US (and survives up to the present in many other coun-
tries). As late as that, it was perfectly appropriate for physicians to engage 
in paternalistic deception, lying to patients when they thought it best to do 
so. But events in the United States in the 1960s upset this approach to medi-
cal practice. Trust in expertise began to give way in the face of movements 
for empowerment of nonexperts. Advocates for patients’ rights arose to chal-
lenge what were increasingly seen to be illicit medical privileges. At the same 
time research demonstrated the extensive failures of the profession to actually 
heal patients.6 Litigation led to a series of court decisions that substantially 
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empowered research subjects and patients. In 1966 the US Food and Drug 
Administration called for prior informed consent by research subjects in 
medical experiments. Then, in 1972, the landmark Canterbury v. Spence de-
cision by the US Court of Appeals for the District of Columbia overturned 
the physician’s authority in treatment by finding that “the patient’s right of 
self- decision shapes the boundaries of the duty to reveal.” Two years later 
the National Research Act established Institutional Review Board procedures 
under which disinterested experts must decide what are and are not reason-
able research protocols before research can proceed. Taken together, by the 
1970s “professional paternalism was increasingly challenged by the publicly 
and politically- forged ethos of patient self- determination” (Sharpe and Faden 
1998, 67). The patients’ rights challenge had the effect of shifting the locus of 
decision making from physicians to patients.

Today, the paternalistic ethos has been displaced as the central guide to 
medical research and treatment. The 1978 publication of the Belmont Report 
by the US National Commission for the Protection of Human Subjects of Bio-
medical and Behavioral Research formalized the duties of medical research-
ers toward research subjects. Its core principles include respect for persons 
(autonomy), beneficence (including nonmaleficence), and justice. These 
principles soon came to govern medical treatment as well. Today physicians 
can no longer easily justify their manipulation of patients for the patient’s 
own good by reference to beneficence. The duty to recognize patient auton-
omy implies a duty to inform patients of their conditions, treatment options 
and associated risks, and other salient aspects of the therapeutic situation. 
The therapeutic relationship is now ideally to reflect a patient- centered ethic. 
Patient autonomy is not absolute— it is to be balanced against beneficence 
and justice. The key point is to recognize that medical ethics and medical 
practice have evolved over the past century. Today neither physicians’ vir-
tue nor their expertise is taken to warrant unilateral authority to control the 
therapeutic relationship with patients.

The foregoing hardly suggests that medical practice is now beyond re-
proach. In the US, the profession’s ethical commitments to patient autonomy 
and justice are violated in direct and indirect ways. For instance, medical spe-
cialists have exploited opportunities to establish for- profit private clinics that 
create conflicts of interest. The strategy enhances physicians’ incomes but 
leads to overprescribing of medical services (such as imaging examination) 
and to selecting for treatment the healthiest patients with the most gener-
ous health insurance (Hillman et al. 1990; Gabel et al. 2008; Cole 2013). And 
yet, the evolution of medical ethics at least provides patients, ethicists, and 
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government regulators with the foundations to challenge damaging medical 
practices.

t h e  s t a g n at i o n  o f  e c o n o m i c  e t h i c s

This detour through medical history leads to certain provisional insights into 
the economics profession. Economic practice of the last third of the twentieth 
century paralleled closely the heroic healing medical practice of the previ-
ous century. Leading economists in fact borrowed the language of medicine 
to justify dangerous policy interventions. As Milton Friedman put it in the 
case of Pinochet’s Chile in the early 1970s, for instance, “The fact is, Chile is a 
very sick country, and the sick cannot expect to recover without cost” (cited 
in Cárcamo- Huechante 2006). Driven by heroic sensibilities, economists be-
lieved they were authorized to advocate terribly risky economic interventions 
despite the inevitable harms they would induce. Exploring that issue requires 
a quick look back at the origins of the modern economics profession.7

Eighteenth-  and nineteenth- century classical political economists be-
lieved that their field could illuminate the workings of the economy and 
generate beneficial policy interventions. The goal was to inform economic 
policy making to promote social betterment. The approach of Adam Smith, 
John Stuart Mill, and their contemporaries blended moral, social, political, 
and economic concerns into multidimensional investigations of human af-
fairs. Economic inquiry was typically grounded in moral philosophy as much 
as it was in scientific principles. As late as 1885, when a gathering of politi-
cal economists created the American Economic Association (AEA), advo-
cates of the social gospel who sought social reform in keeping with Chris-
tian principles predominated in the profession. Twenty of the fifty founding 
delegates at the convention were former or current Christian ministers. For 
them, economics could not be divorced from a social mission guided by the 
word of God. In the view of AEA founder and first secretary Richard T. Ely, 
the university economics departments that were just then emerging should 
be located in schools of theology. The goal of the emerging profession was 
to support the Christian effort to bring about a “kingdom of righteousness” 
on earth. For Ely the teaching of economics was to “provide the knowledge 
base for ‘a never- ceasing attack on every wrong institution, until the earth 
becomes a new earth, and all its cities, cities of God’ ” (Nelson 2004, 60). Ely 
urged the AEA to emphasize “the positive role of the church, the state and 
science in the solution of social problems” (Coats 1960, 557– 58; Furner 1975, 
71). He advocated a “movement ‘which will help in the diffusion of a sound, 
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Christian political economy’ ” (Crunden 1982, 13). Ely’s Statement of Principles 
for the AEA incorporated these ideas. Among other things, the statement 
rejected laissez- faire economics as “unsafe in politics and unsound in morals” 
(Crunden 1982, 13).

t h e  n e w  n e o c l a s s i c a l s

A new approach, neoclassical economics, emerged toward the end of the 
nineteenth century. The neoclassical ascendance marked the professionaliza-
tion of the field, which came to be dominated by full- time specialists. De-
spite sharing classical political economy’s goal of social betterment, neoclas-
sical thought broke with classical economics in fundamental respects.8 The 
neoclassicals sought to narrow the field, grounding economics in scientific 
propositions and findings that could be verified or refuted by logic and evi-
dence. The objective science was to be insulated from idiosyncratic norma-
tive judgments (Ross 1991; Sullivan 2005). From this perspective, Ely and his 
band of ministers were disqualified as economic scientists owing to their in-
termingling of economics, morality, and metaphysics. Prominent economist 
J. Laurence Laughlin, for instance, refused to accept an appointment to the 
advisory council of the AEA on grounds that he would not join any associa-
tion that “has any constitution save love of truth” (Furner 1975, 78). The neo-
classical revolution sought to sharpen and modernize economic practice just 
as the professional study of economics was migrating into the new universi-
ties (Larson 1977; May 1980; Ross 1991). The neoclassical vision of economic 
science was ascendant in the United States in the 1880s just as Ely sought to 
solidify the theological grounding of economics. Within a few years neoclas-
sical economists had taken control of the AEA. Ely’s Statement of Principles  
was dropped by 1888, and in 1892 Ely was temporarily driven from the leader-
ship by economists who rejected his moralizing as harmful to the profession’s 
progress and influence.

The early neoclassicals recognized that engagement in public policy en-
tailed value judgments, however, and they were certainly unwilling to with-
draw from the policy domain on those grounds. Their challenge was to 
find a way to maintain scientific objectivity while contributing to morally 
charged policy assessment. What could they offer that other policy partisans 
could not? How could their science— the study of what is— inform policy 
discussion— which necessarily involves what should be?

Various strategies emerged to square the circle. John Neville Keynes (1891) 
and Lionel Robbins (1932) argued for a sharp distinction between economic 
science and policy application. J. N. Keynes emphasized the distinction 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



29e c o n o m i c  pat e r n a l i s m ,  h e r o i c  e c o n o m i c s

between the “positive science” and the “art” of economic practice; Robbins, 
between “economics” and “political economy.” Economic science grounded 
in deductive logic and verifiable propositions was to be the physics of the 
social world, though Robbins thought the economic science of his day could 
yield only the most provisional conclusions. Economic science generated the-
orems derived deductively from first principles about which, it was thought, 
there could be little dispute. In contrast, political economy (the “art”) en-
gaged policy questions. In this view policy conclusions depended equally on 
inferences from economic science and on normative claims and practical 
judgments about the world. Economic practice of this sort generated what 
J. N. Keynes called “precepts.” He defined a precept as a “rule of thumb that 
concerned policy; it followed from the art of economics and was not derived 
from economic theory but from introspection, induction, and an educated 
common sense” (Colander 2005a, 279). As David Colander (2009, 444) puts 
it, “For Robbins, as for Keynes, the science of economics was to be used as a 
backdrop for thinking about policy problems, useful to help organize one’s 
thoughts, but was not to be directly applied to real- world problems.”

The J. N. Keynes– Robbins position, that economists should maintain what 
Colander and Freedman (2018) call a “firewall” between economic science and 
policy prescription, was lost on future generations of economists. The profes-
sion instead embraced a view of economics throughout the twentieth century 
in which incontrovertible policy prescription could be deduced strictly from 
objective scientific claims about the nature of the world (Colander 2009). The 
field of welfare economics, where economists engage normative questions 
and evaluate policy, was increasingly formalized and understood as a body of 
strictly scientific propositions about policy (Colander 2005a). Robbins (1981, 
7) objected, writing that “welfare economics conveys an impression of value- 
free theory which it should be just our intention to avoid.”

Leading economists such as John Hicks (1939), Nicholas Kaldor (1939), 
and Abba Lerner (1944) helped to persuade the profession that policy assess-
ment could be reduced to objective criteria (see chap. 7). For Lerner, “applied 
policy economics was the application of a scientific set of rules determined 
by economic theory to be followed by policy makers and by agents in the 
economy. . . . Economic analysis became the decision criterion, not an input 
into a broader decision process” (Colander 2003, 201– 2). In Colander’s view, 
Lerner’s perspective involved a “control story in which there is a knowable 
social optimum that government policy is designed to achieve” (Colander 
2005b, 254). That sentiment is reflected in the title of Lerner’s important book 
The Economics of Control, which influenced the profession’s thinking about 
policy interventions through the latter half of the twentieth century.
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h e r o i c  e c o n o m i c  h e a l e r s

The self- conception of economists as objective scientists with their hands 
on the levers of social betterment produced a particular sense of the econo-
mist’s responsibility to society. As in pre- 1970s medicine, the predominant 
ethos in economics from the ninteenth- century neoclassical revolution into 
the twenty- first century has been paternalism grounded in economic exper-
tise. That ethos has been widely shared across leading schools of economic 
thought, from the market fundamentalism represented by the Chicago School 
to the state interventionism of Keynesianism. It has been widely taken by 
economists to be appropriate to use all the means at hand to bring about what  
the economists know to be best. Such means have included extraordinary 
pressure from international financial institutions and leading governments 
(democratic and nondemocratic), the authority furnished by academic cre-
dentials, and even deception (Rodrik 2017; DeMartino 2021). The paternalis-
tic ethos grounds what otherwise appears as inconsistencies in economists’ 
practice. For instance, the eminent liberal economist Friedrich Hayek, who 
warned the profession of totalitarianism, embraced the Chilean military coup 
led by the murderous dictator General Augusto Pinochet that overturned the 
government of the democratically elected Salvador Allende in 1973. Hayek’s 
justification was Pinochet’s dismantling of Allende’s socialist economic pro-
gram in favor of economic liberalism. “I have not been able to find a single 
person even in much maligned Chile,” Hayek wrote, “who did not agree that 
personal freedom was much greater under Pinochet than it had been under 
Allende” (cited in Farrant, McPhail, and Berger 2012).9

Like Hayek, other twentieth- century economists were eager to exploit 
their leverage to induce economic reform and even, sometimes, economic 
revolution. The most notable instance of economic adventurism concerned 
the effort of the world’s most influential economists and economic institu-
tions to promote abrupt, complete market transition in the Global South in 
the 1980s and then in the post- Soviet economies during the 1990s. Rather 
than tread carefully, searching for robust policy reform that might succeed 
under a wide range of unpredictable scenarios, the profession adopted the 
maximax decision rule— though no economist thought in these terms or 
would have dared to say so. Maximax urges us to choose the strategy that 
promises to provide higher rewards than any other strategy, provided every-
thing goes perfectly well. Maximax does not consider the odds of failure; it 
considers just the maximum possible payoff of the available strategies on the 
assumption that each will in fact succeed. Maximax directs us to throw all 
of our savings into the lottery since, on the minuscule chance that we get 
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the winning number, we will be better- off than we would have been had we 
put our savings in any other investment. In the case of post- Soviet transi-
tion, Jeffrey Sachs spoke for many of the world’s most influential economists 
who presumed that they knew the potential payoff of shock therapy would be 
higher than that of any other, more prudent strategy. Their paternalistic ethos 
obligated them to press the shock therapy experiment on the governments 
they advised. To increase their influence, economists and government leaders 
asserted that the “body economic” was gravely ill and in need of emergency 
care (Stuckler and Basu 2013; Wedel 2001).

No sane economist could possibly endorse the maximax decision rule. 
It is the riskiest of all imaginable decision rules. But in fact, in the case of 
shock therapy, no other decision rule justified the strategy. Shock therapy was 
driven by the belief that the approach included among its possible outcomes 
one outcome that was better than the best possible outcome of all alterna-
tive policy regimes. As maximax dictates, there was no consideration of the 
risk profiles of the abrupt market liberalization experiment or any alternative 
regimes. Economists acted as if they were obligated to press for the policy 
regime that might generate the highest possible payoff.10 The late twentieth 
century should be understood, then, as the heyday of heroic economics— a full 
century after the abandonment of heroic medicine. Just like heroic healers, 
the heroic economists were willing to risk all manner of harms resulting from 
extraordinarily risky interventions. They were not prepared to accept harms 
from more prudent strategies. Better, they thought, to cause even extreme 
and widespread harm by acting than to allow any harm by failing to act.

Adam Smith worried about the dangers of heroic interventionism, as the 
epigraph to this chapter demonstrates. His warning about the man of system 
is just as timely today. “Some general, and even systematical, idea of the per-
fection of policy and law, may no doubt be necessary,” he wrote (Smith [1759] 
1976, 234):

But [for the reformer] to insist upon establishing, and upon establishing all at 
once, and in spite of all opposition, every thing which that idea may seem to 
require, must often be the highest degree of arrogance. It is to erect his own 
judgment into the supreme standard of right and wrong. It is to fancy himself 
the only wise and worthy man in the commonwealth, and that his fellow- 
citizens should accommodate themselves to him and not he to them.

Shock therapy was grounded in the mistaken conviction that a dynamic 
market economy would come to life as soon as the state removed itself from 
economic management. A comparison of the trajectories of the post- Soviet 
transition economies reveals instead that those countries, like Russia, that 
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pursued shock therapy suffered severe economic crises and dire social and 
health outcomes. In contrast, those that instituted market economy at a more 
modest pace, such as Poland, had much better results. In fact, while Russia 
faced an unprecedented mortality crisis in the early 1990s, Poland’s health 
indexes improved even though Poland, too, was undertaking market reform 
(Stuckler and Basu 2013). The comparison suggests that the ten million extra 
deaths in Russia were not inevitable but were the result of an extraordinary 
economic mistake launched under the tutelage of the leading lights in the 
Western economics profession. This was not the error of just a few econo-
mists, though Sachs and other economic heroes played outsize roles. At the 
time, despite the protests of most non- neoclassical economists, there was 
an extraordinarily widespread consensus among the most influential voices 
across the profession on the wisdom of shock therapy (Murrell 1995). Only 
later would some advocates come to recognize their error. By then, millions 
of lives had been needlessly lost.

Today, heroic economics is out of fashion. More economists are now will-
ing to acknowledge what they don’t know and to think carefully about how to 
apply economic theory in a world they can’t control. In place of faith- based 
economics featuring simplistic blackboard proofs, the profession is now in a 
transformation to scientific economics defined, like the science- based revo-
lution in medicine in the late nineteenth century, by empirical research. The 
new empirical research— some of it careful, too much of it deficient (Ziliak 
and McCloskey 2008)— recognizes that myriad unknown factors complicate 
economic causality. Thoughtful economists today recognize that policy ef-
fects are deeply context dependent (Rodrik 2017; Goldberg and Pavcnik 
2007). The best applied economists today recognize that good policy deci-
sions require deep, localized knowledge, and the art of decision making that 
J. N. Keynes and Robbins had urged on the profession a century ago. Even 
Sachs (2005, 78ff) has been touched by the reform. He now urges the profes-
sion to practice case- based “clinical economics” rather than to infer policy 
from blackboard proofs.

Conclusion

That’s the good news. But just as in medicine a century ago, the new empiri-
cism is taken to warrant economists’ elevated authority in policy making. The 
economist is still taken to know best in matters of public policy. Economists 
today continue to believe it perfectly acceptable and perhaps even ethically 
required to advance policy that imposes harms on some members of society, 
even over public opposition, for the so- called good of society. We find too few 
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efforts among the most influential economists to displace economic paternal-
ism with a new ethos that recognizes and respects the agency and autonomy 
of those who will bear the consequences of economists’ practice (cf. Easterly 
2013). The profession continues to privilege the judgment of the economist 
over the judgments of the laypeople they serve.

But why do economic interventions cause so much serious harm? Why do 
even the brightest and most virtuous economists pursue strategies that yield 
anticipated and unanticipated damage, especially to the most vulnerable? Be-
fore answering that question it is essential to get a sense of the complexity of 
harm. That is the goal of the next chapter.
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Harm’s Complexity

There is plenty of evidence that unemployment has many far- reaching effects other 
than loss of income, including psychological harm, loss of work motivation, skill and 
self- confidence, increase in ailments and morbidity rates (and even mortality rates), 
disruption of family relations and social life, hardening of social exclusion and accen-
tuation of racial tensions and gender asymmetries.

—  a m a r t ya  s e n  (1999, 94)

Austerity

National governments sometimes face substantial fiscal imbalances when 
public expenditures far exceed revenues over extended periods. Fiscal im-
balances can come about for many reasons. Government officials often use 
deficit spending to sustain political support, providing government services 
and targeted benefits to privileged or vulnerable groups without being will-
ing to impose taxes to pay for them. Other times deep imbalances are caused 
by exogenous shocks, such as the financial crisis of 2008 or the COVID- 19 
pandemic. In such cases governments are forced to deficit- finance social pro-
tection schemes, providing income guarantees to the suddenly unemployed 
and bailouts to businesses, and to augment the approach with expansionary 
monetary policy that ensures wide access to credit to prevent bankruptcies 
and protect the financial system.

Although most economists support short- term imbalances in response to 
crises, many take a dim view of long- term fiscal imbalances. Among econo-
mists’ concerns is the worry that deeply indebted countries will face increas-
ing costs of borrowing for government and businesses. Where an economy is 
incurring sizable deficits one year after the next, increasing national debt to 
levels that economists deem to be unsustainable, many economists advocate 
“austerity” policy. Austerity generally entails curtailing government expen-
ditures. Social welfare programs that provide economic support to those in 
need, subsidies to businesses, price supports, and infrastructure expenditures 
and other public investments are all put on the chopping block. Austerity 
also generally involves raising tax revenues and imposing user fees for pub-
lic services. The goal is to engineer a fiscal balance, even though doing so 
may induce a severe reduction in employment and per capita income. Ide-
ally, the shock will be short- lived and the ensuing economic damage will be 
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erased quickly by sustained economic growth. As with a painful but neces-
sary medical procedure, the expectation is that the economic patient will be 
much better- off following recovery.

One notable case of austerity is the program pressed on Greece by the so- 
called Troika— the European Union (EU), the European Central Bank (ECB), 
and the International Monetary Fund (IMF)— following the financial crisis 
of 2008. EU rules require that budget deficits in any year not exceed 3% of a 
country’s GDP and that accrued government debt not exceed 60% of GDP. 
Prior to the crisis of 2008 Greece’s aggregate debt was about 105% of GDP, far 
exceeding the EU limit. The crisis hit Greece hard. In 2009 it faced a budget 
deficit of 15.4% of GDP, and by 2010 its total accumulated national debt had 
reached 142.8% of GDP. In 2010 it began to face spiraling borrowing costs. 
Interest rates on ten- year government bonds reached 30% in 2012. The aus-
terity program imposed by the Troika included all the measures described 
above. Its economic consequences were so severe that even the historically 
pro- austerity IMF eventually raised concerns about its destructive effects. But 
in the standard economic view, the harms were necessary, temporary, and 
endurable. More to the point— the harms were understood to be largely if not 
entirely economic in nature. They amounted to a temporary reduction in the 
standard of living for many Greek citizens that would be compensated for by 
subsequent economic growth.

But is that belief warranted? Austerity typically generates widespread un-
employment, as economists expect, but also substantial increases in violent 
crime and domestic abuse, divorce, infant mortality and low- weight births, 
and sometimes— as in the case of Russia— dramatic declines in life expec-
tancy. Austerity can also induce social isolation and loss of social respect, 
loss of autonomy, deep shame and despair that result in dramatic increases in 
suicide, and erosion of political efficacy. Austerity can force vulnerable fami-
lies to remove their children from school to help support the family. Those 
children, already disadvantaged, lose the opportunity to develop their skills, 
capacities, and talents; they face a lifelong reduction in what economists 
call their “human capital.” That loss can carry forward deep into their lives, 
restricting them to lower- skilled occupations with lower wages than they 
could have otherwise secured. Inequality bears on the ability of individuals 
to weather the storm of austerity, while austerity policy in turn deepens in-
equalities in income and wealth, health, and other measures of well- being. 
The consequent inequalities are often transmitted from one generation to the 
next. These kinds of harms are not restricted to periods of austerity, but aus-
terity substantially amplifies the risk that all these harms will manifest, with 
profound impacts on those suffering them.
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What can we learn from the case of austerity about the nature of harm 
that people suffer as a consequence of economic interventions? Most imme-
diately, what are the dimensions of harm? Is the concept obvious, such that 
we know it when we see it?

*
The concept of harm is exceedingly complex. Harm is internally heteroge-
neous. Harm manifests as damage to physical and mental faculties, psycho-
logical or emotional suffering, impairment in the pursuit of one’s life plans, 
social isolation, stigmatization, loss of a valued way of life or political effi-
cacy, and other forms. Distinct harms often occur in clusters rather than in-
dividually. Moreover, the way a particular harm occurs, such as a physical 
injury, affects its harmfulness. Complicating matters further, an event that 
is harmful to some people may not be harmful to others. For all these rea-
sons, the concept of harm is contested. On questions pertaining to the nature, 
presence, and depth of harm, people often disagree. And on top of all that, 
some individuals whom observers view as harmed may not see themselves 
as harmed, while others might claim to be badly harmed when observers see 
little grounds for accepting that they have been harmed at all.

These are just a few of the issues that arise when we begin to explore the na-
ture, presence, and depth of harm. The upshot is that the question “What does 
it mean to be harmed?” yields multiple answers that conflict in vital respects.

The complex and contested nature of harm might seem to present insu-
perable obstacles to ethical economic practice. For that reason economists 
might feel justified in working with a simplistic account of harm that allows 
them to get on with their work, but this view is wrongheaded. Concepts like 
rights, democracy, security, equality, justice, and sustainability, too, are com-
plex and contested. Yet all these concepts nonetheless serve as standards for 
evaluating social arrangements, even as their advocates dispute their mean-
ings and implications.

A Harm Taxonomy

Harm takes many forms. The taxonomy in table 3.1 maps some of those forms. 
Some of the listed harms are obvious; others are subtler. For simplicity the 
taxonomy groups harms to human beings into seven broad categories. The 
categories and the placements of elements are based on judgments of fit- for- 
purpose. Some of the harms listed here span categories; some appear in vari-
ous specifications in multiple categories. The taxonomy should be taken as 
usefully imprecise in the sense that it corrals diverse harms into a manageable 
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ta b l e  3 . 1 .  A taxonomy of harmed and harmful conditions

Physical   Pain 
  Injury or dismemberment 
  Loss/diminution of physical or mental capacities 
  Death 
  Degradation of physical environment 

Psychological   Emotional or psychological suffering; depression 
  Becoming fearful, insecure, or anxious 
  Becoming ashamed 
  Loss of hope 
  Erosion of self- respect 
  Loss of capacity for creativity, playfulness, inventiveness, love, or fraternal feelings 

Economic   Loss of income, wealth, or welfare/utility 
  Loss of access to valued goods 
  Loss of genuine choice over valued goods 
  Loss of economic security 
  Loss of economic opportunities (e.g., to do, be, or become) 
  Loss of economic capacities (e.g., to earn a living) 
  Loss of control over one’s economic activities
  Alienation from one’s labor, output, or nature 
  Subjection to exploitation, discrimination, or deprivation 

Political   Disenfranchisement 
  Loss of political efficacy 
  Subjugation 

Social   Loss of community 
  Loss of one’s place in community (status, influence, or role as contributor) 
  Loss of respect, recognition, or honor 
  Loss of fraternity or meaningful connections with others 
  Erosion of social capital 

Moral    Erosion, inversion, and/or collapse of important ethical or spiritual values, systems, 
virtues, sensibilities, and norms 

Autonomy   Adaptive preference formation 
  Impairment in the pursuit of one’s life plans 
  Treatment as means and not also as an end 
  Destruction of a valued way of life 
  Constriction of one’s capabilities or feasibility set 
  Exacerbation of personal or systemic threats, risk, or instability 
  Assault on negative or positive rights/freedoms (coercion) 
   Denial of opportunity to participate in vitally important social, economic, or 

cultural processes  

The taxonomy includes both obvious harms and others that are subtler and contested. Welfare and utility 
are meaningful within standard (neoclassical) economic theory but not within Marxian theory, while 
alienation has meaning within Marxian but not within neoclassical theory. This and subsequent chapters 
explore many of the harms listed here. 
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set of categories. It is also incomplete. Not least, it is anthropocentric, focus-
ing exclusively on harms to human beings and taking account of other harms 
only to the degree that they affect humans.

p h y s i c a l  h a r m

When we think about harm, damage to physical well- being comes most 
readily to mind. The category of physical harm comprises injury, dismem-
berment, the loss or diminution of physical or mental capacities, and death. 
Physical harm can also take the form of pain. When intensely felt or chroni-
cally endured, the experience of pain can be disabling. The degradation of the 
physical environment might also usefully be categorized as physical harm to 
humans, especially today when climate change is inducing diverse hazards, 
owing to the myriad and complex interactions between human well- being 
and the attributes of the physical world humans inhabit.

p s y c h o l o g i c a l  h a r m

Psychological damage or emotional suffering can be as debilitating as physical 
harm. An individual in a state of psychological or emotional turmoil may find 
it difficult to pursue her life plans, earn a livelihood, or even manage the basics 
of daily existence. Severe depression can be more crippling than severe physical 
damage, not just preventing an individual from living her life but sometimes 
leading her to end it. The concept “deaths of despair” (Case and Deaton 2020) 
focuses attention on the depth of harm from psychological suffering.

Psychological harm can manifest in many other conditions. A person is 
harmed when she is forced to live in a condition of fear, insecurity, or anxious-
ness. She is harmed when she is made to feel ashamed— when she indicts her-
self inappropriately for responsibility for failures or deficiencies— or when she 
suffers a loss of hope or an erosion of self- respect. In racially divided societies, 
for instance, the victims of racism may internalize explicit and implicit racial 
biases. A person suffers harm when she is deprived of or loses certain capacities 
that we associate with a good human life, such as the capacity and opportuni-
ties for creativity, love, or fraternal feelings toward others (Nussbaum 1992).

e c o n o m i c  h a r m

Economic harm also manifests in diverse forms. The loss of income and 
wealth are typically recognized as central economic harms. But so is the loss 
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of access to highly valued goods, like health care, and the lack of genuine 
choice over those goods, which may be tied to access to income and wealth. 
An erosion in economic security, when a person’s economic fortunes are un-
stable and undependable, or when she is forced to scramble from one job to 
the next in search of subsistence, can be particularly harmful since some de-
gree of economic stability is a critical precondition for life planning and many 
other aspects of well- being. Being restricted to low- income, part- time jobs 
may require a person to work several jobs each week or even each day. Over-
work impairs family life and can induce social isolation. People working long 
hours don’t enjoy opportunities to participate in important social gatherings 
or to engage in political affairs. The loss of economic opportunities and ca-
pacities to do, be, or become can lock economic actors into modes of eco-
nomic existence that represent less well- being, agency, security, opportunity, 
and freedom than might otherwise be available. The same is true, of course, 
of a person’s loss of control over her economic activity, such as when there are 
no opportunities for employment that build on one’s skills and training. The 
loss of economic autonomy can in turn undermine autonomy in other, non-
economic spheres of life. A related form of economic harm involves alien-
ation, wherein a worker enjoys only a remote or tenuous connection to her 
work, her output, or the institutions she serves. Alienation can be associated 
with exploitation, defined as being taken advantage of or manipulated into 
situations or behaviors that are contrary to one’s interests owing to various 
forms of inequality. Exploitation also occurs when a person is deprived of the 
output of her labors. A person can also suffer economic discrimination and 
various forms of deprivation.

p o l i t i c a l  h a r m

The taxonomy oversimplifies the category of political harm substantially. 
Here in particular the taxonomy should be taken as merely suggestive. Po-
litical harm involves the complicated concept of power— its forms, exercise, 
distribution, and effects. At a bare minimum, political agency is eroded 
when people are marginalized in decision making that significantly affects 
their lives. Disenfranchisement can take the form of capture of governance 
structures and procedures by some groups at the expense of others, explicit 
voter suppression by in- groups, and informal arrangements that exclude 
groups from effective participation. The concept of subjugation captures cen-
tral features of political harm, such as the explicit domination of individu-
als or groups by others and the implicit domination that results from social 
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structures and practices. The loss of political efficacy is harmful in and of 
itself and can bring about a wide range of other kinds of harm. Moreover, 
other forms of harm can generate political harm. For instance, the loss of eco-
nomic capacities that occurs as a consequence of prolonged unemployment 
may undermine political efficacy by inducing social exclusion of and lack of 
respect for the unemployed.

s o c i a l  h a r m

Since economic and political relations are subcategories of social relations, 
there is necessarily extensive overlap between the three categories in the tax-
onomy. But here we can add harms that affect relations among individuals 
constituting society. Social harm occurs when a community is undermined 
or destroyed. This is not to say that all features of communities are desirable, 
or that people don’t suffer, too, by virtue of occupying disadvantaged posi-
tions in an ongoing community. It is to say that humans are inherently social 
creatures. Being torn from a community, or having one’s community shat-
tered by disruptive events, can be deeply harmful. An individual or group can 
suffer the loss of a meaningful position in a community, and thereby suffer a 
loss of status, influence, and role as contributing member of society. Individu-
als can experience the loss of social respect, recognition, or honor owing to 
events that bear on them individually, or that impact the community more 
broadly (Linklater 2011). Deterioration in social standing can be associated 
with the loss of meaningful connections with others (Nussbaum 1992; Mar-
glin 2008). Finally, a community or groups within it may suffer the erosion 
of social capital, the networks that facilitate economic coordination, such as 
when the bases for trust are undermined.

m o r a l  h a r m

Individuals can experience moral harm in many ways. Important ethical or 
spiritual values and sensibilities can be undermined by developments within 
society, such as new social movements advocating alternative moral frame-
works. Moral values typically evolve gradually, and in such cases the effect 
may be disturbing for those who hold to the displaced values, but not trau-
matic. On the other hand, moral values can suddenly be inverted or collapse 
abruptly, owing to external shocks. Think of the effects of colonization, mili-
tary occupation, or globalization that undermines indigenous social norms 
and value- laden practices. In such situations individuals who have con-
structed identities based on those values may be bereft of a moral compass or 
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moral sense of self. Moral beliefs should evolve, of course, since established 
moralities can prevent human flourishing, especially among those devalued 
by dominant moral systems. Widely shared moralities sustained slavery and 
racial segregation for centuries, denying recognition as equals to members of 
oppressed groups within society. But when moral transformation is abrupt 
owing to exogenous shocks, the harm can be deep and enduring. The cause 
and speed of transition can be just as important as the trajectory of change for 
the community experiencing the transformation (Polanyi 1944).

a u t o n o m y

Autonomy is a particularly complex and contested idea, but it can be defined 
simply as genuine freedom to live a life that one values rather than living a 
life imposed by coercion, deprivation, insecurity, psychological impairment, 
or other factors. Assaults on autonomy therefore entail undue or unjust im-
pairment in the pursuit of one’s life plans (Hausman and McPherson 2006). 
Some theorists discuss the idea in terms of the constriction of individuals’ 
positive freedoms or capabilities (Sen 1992). Sometimes people are used by 
others in ways that deprive them of their chance to follow their own life plans; 
they are treated as means and not also as ends (Kant [1785] 1993). Autonomy 
is also undermined by the destruction of community and a valued way of life 
(Marglin 2008); the exacerbation of personal or systematic threats, risk, or 
instability; assaults on negative freedoms, defined as freedom from physical 
coercion by others, including the state (Nozick 1974; Friedman 1962; Hayek 
[1944] 2007), and the denial of opportunities to participate in vitally impor-
tant social, economic, political, or cultural processes.

Complications and Clarifications

The taxonomy raises as many questions as it answers, some of which will be 
explored in subsequent chapters.

a r e  t h e s e  “ e c o n o m i c ”  h a r m s ?

Here we are interested in the kinds of harm that result from economic events 
and from economists’ practice. Many of the harms listed in the taxonomy 
are not typically understood to be economic in this sense and are thought 
to be only tangentially related to economic events. But all of the harms in 
the taxonomy can be induced, eliminated, or ameliorated by policies about 
which economists have a lot to say. Consider industrial safety regulations, 
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health care policy and public- health measures, liberalization or regulation of 
markets, privatization, environmental and resource use policies, taxation and 
subsidy policies, regulation of trade union and worker rights (including equal 
opportunity measures), education, incarceration and criminalization poli-
cies, procedures for enlisting individuals to fight a nation’s wars, monetary 
and other macroeconomic policies, and the myriad other policy interven-
tions on which economists pronounce and, sometimes, exert significant in-
fluence. Taken together, these policies shape what I call an economy’s “harm 
profile,” which comprises the harms that those inhabiting an economy face as 
they pursue their lives (see chap. 10).

m i s a l i g n m e n t  o f  o b j e c t i v e  a n d  

s u b j e c t i v e  h a r m s

Harm comprises objective and subjective components. The two may not al-
ways align in the ways we might expect. Individuals can suffer a profound 
loss of autonomy without any awareness of the harm. The paradigmatic case 
involves deception. A deceiver conveys false information about the world 
to induce the deceived to act in accordance with the desires of the deceiver 
(Bok 1999). If the deception is successful, the deceived lose autonomy yet do 
not recognize the harm, no matter how profound it may be. They are in fact 
harmed doubly— deprived of both autonomy and the opportunity to recog-
nize and resist the assault on their autonomy (DeMartino 2021).

h a r m i n g  a n d  h a r m

The taxonomy is intended to catalog harms as outcomes. It is not a list of the 
actions, processes, mechanisms, or other factors that generate harm. Often in 
contexts in which we are inclined to examine harm, we are also apt to want to 
understand the causes or inducements of the harm— the processes of harm-
ing. Harming, too, can take multiple forms and would require a taxonomy of 
its own. For example, public shaming and social exclusion of people experi-
encing homelessness in wealthy societies might bring about all at once many 
of the harms that appear in the taxonomy (Desmond 2019). Moreover, how a 
harm arises matters. The loss of employment owing to a natural disaster may 
be experienced as less psychically damaging than unemployment brought on 
by termination for cause or by a corporate strategy to increase profit. The 
point is fundamental: how a harm arises alters the nature of the harm itself and 
even affects whether the condition should be recognized as harmful at all.
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These simple examples convey the idea that the complexity of harm is 
amplified by the diversity of ways that individuals, institutions, and struc-
tures induce harm. Taking a harm- centric approach to economic practice 
requires paying attention to the ways that economists induce harm and to 
economists’ judgments about the ethical status of distinct harm- generating 
mechanisms in the economy. Important distinctions concerning harming 
have been explored carefully in moral and political philosophy and law and 
in some bodies of professional ethics. Many of the distinctions have largely 
been overlooked in economics. One of paramount importance is the distinc-
tion between harming and not benefiting (see chaps. 7– 9).

c a s c a d i n g  a n d  c o m p o u n d i n g  h a r m

Some harms cascade, inducing and amplifying other kinds of harm. This is 
particularly true of economic and econogenic harms. For instance, auster-
ity induces unemployment. The harm from unemployment can be theorized 
strictly as loss of income. But that view is deficient, as Amartya Sen’s catalog 
of the grave harms of unemployment, provided as the epigraph to this chap-
ter, demonstrates. It is not difficult to trace other linkages from unemploy-
ment to most other harms listed in the taxonomy. What appears in the first 
instance as a simple loss of income, then, can cascade into a wide range of 
other economic and noneconomic harms that undermine individuals’ qual-
ity of life.

Some harms diminish over time, like ripples on a pond. Physical wounds 
often heal; individuals often adapt to changed circumstances in ways that 
overcome harm. But many harms instead compound, intensifying over time 
like an avalanche that grows as it moves down a mountain. Policies like aus-
terity induce compounding harms. When children are removed from school 
to reduce family expenditures and generate income they can suffer perma-
nent loss of income that exceeds austerity’s harms to their parents. Harms 
that are transmitted across generations, such as harms from racial discrimi-
nation, can compound over decades and even centuries (Darity and Mullen 
2020).

The risk of cascading and compounding harms bears on economists’ re-
sponsibilities. While many harms are not preventable, the second- order ef-
fects of particular harms might be manageable. Policies that create new pro-
ductive opportunities for displaced workers, for instance, can dampen the 
knock- on effects of unemployment. And if that is the case, then economists 
have an opportunity to promote social betterment by designing strategies 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



44 c h a p t e r  t h r e e

that interrupt the circuits by which one localized harm sets off a deleterious 
cycle of cascading and compounding harms.

r e c o g n i t i o n  o f  h a r m  a n d  h a r m i n g

Hidden harms of which an individual is unaware, such as autonomy harms 
stemming from deception, complicate judgments about the incidence and 
extent of harm. Harm that goes on behind our backs raises the thorny ques-
tion of who should be authorized to ascertain whether, when, how, and how 
badly someone has been harmed. Should an individual herself be uniquely 
authorized to reach judgments about whether she’s been harmed? Should we 
look to the judgment of those closest to her, who might be able to see what 
she herself cannot? Or does the complexity of harm, including the disjunc-
ture between its objective and subjective components, warrant the transfer 
of responsibility for reaching harm judgments to detached “harm experts”?

The incidence of harm sometimes follows immediately on the heels of 
a harming event. Such is the case with the inducement of serious pain, in-
jury, and dismemberment, and many other harms listed in the taxonomy. But 
harm can also be deferred, emerging only long after the harming event. De-
ferred effects, such as the appearance of cancer long after exposure to a car-
cinogen, can confound linking cause to effect. As difficult as it can be to trace 
cause to effect in cases of cancer, the problem is more acute in economics. In 
the social world, assessment of the cause- effect connection is confounded by 
the presence of innumerable intervening events that contribute to outcomes.

Harm recognition comes up against other difficult analytical problems. 
One is this: what is harmful to one person may prove to be benign or even 
ultimately beneficial to another. Individuals vary in innumerable character-
istics, including their values, membership in privileged and disadvantaged 
groups, age, physical attributes, intellectual abilities, educational attainment, 
familial obligations, degree of resilience and initiative, integration into the 
community, and social networks. The differences among individuals bear di-
rectly on how events affect them. For instance, unemployment may severely 
damage many people who lack the attributes or opportunities to respond 
productively to the change in circumstances. But it may at the same time 
provide the impetus for others to attain new skills, start their own businesses, 
relocate to vibrant regions, or otherwise change their lives for the better. Di-
vergent effects complicate the matter of assessing the occurrence and causes 
of harm, the causal significance of any harm- inducing event, the severity of 
the consequent harm, and the responsibility for the harm suffered (and for 
harm avoidance and amelioration).
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The normative nature of harm implies that any taxonomy of harm is sub-
ject to critique on grounds that it includes outcomes that are not in fact harm-
ful, omits outcomes that should appear, and misallocates the harms across the 
taxonomy’s categories. Many non- neoclassical economists reject the neoclas-
sical concept of welfare and so do not recognize a diminution in welfare so 
defined as harmful (see chaps. 7– 8). For their part, neoclassical economists 
would reject the inclusion of the concept of economic exploitation in the tax-
onomy. Although the concept plays a central role in radical and especially 
Marxian political economy, it does not appear in neoclassical thought.

Contending accounts of harm yield deep disagreements about economic 
arrangements. Those grounded in the neoclassical tradition, for instance, 
posit a view of the rational human actor who seeks to satisfy preferences, 
homo economicus. In this account, work is theorized as an unpleasant experi-
ence that rational individuals endure to secure income to permit consumption 
of the goods they desire. The content of the work, the governance structure of 
the workplace, control over the work, and workplace relationships have no ef-
fect on the individuals who operate within them. What happens at work stays 
at work. In contrast, certain approaches within the Marxian tradition posit 
an alternative notion of human nature, homo faber, emphasizing the human 
being as maker rather than as consumer (Avineri 1968). In this conception, 
human laboring is an essential activity in which individuals work on their 
environment in accordance with preconceived plans, and in changing that 
environment they alter their own nature. Work is therefore central to human 
evolution and emancipation. Governance structures that separate workers 
from control over their own labor stunt the process of human development. 
Even when workers secure higher incomes through greater productivity, they 
cannot be adequately compensated for the harm of diminished agency. “We 
saw . . . that within the capitalist system,” Marx ([1867] 1977, 799) wrote,

all methods for raising the social productiveness of labour are put into effect at 
the cost of the individual labourer; that all means for the development of pro-
duction undergo a dialectical inversion so that they become means of domi-
nation and exploitation of the producers; they distort the worker into a frag-
ment of a man, they degrade him to the level of an appendage of a machine, 
they destroy the actual content of his labour by turning it into a torment.

The point is not that Marx was right about the centrality of work to human 
development and neoclassicals wrong, or vice versa. The point is that harm 
assessment requires attention to complex, contested ideas about human exis-
tence. But by whom? To date the economics profession has presented itself as 
uniquely warranted in defining and measuring harm. Given the complexity 
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and contested nature of harm, might not those who face the risks of economic 
harm rightly claim to have much greater say in the matter?

Greek Austerity

Austerity generates most if not all of the harms included in the harm taxon-
omy. Austerity is an economic policy designed to treat an economic malady, 
and its first- order harms are indeed economic. For instance, austerity induces 
widespread unemployment and a reduction in wages of public employees and 
pensions, which entail a loss of income. Under normal circumstances some 
or even all lost income might be offset through social welfare payments. But 
under austerity, the social safety net is slashed to help close the budget deficit 
at precisely the moment it is most needed. Those harms affect in particular 
those already most vulnerable. But as we noted above, economic harm is just 
the beginning of the story. Unemployment and reduced income in turn gen-
erate other types of serious harms across the full range of the harm taxonomy, 
regardless of the presence or absence of social welfare support.

Greece received bailouts from the Troika in 2010 on condition that it un-
dertake drastic fiscal reform. It was required to reduce public sector pay by 
20% and pensions by 10% while increasing taxes and imposing user fees for 
public services, including co- payments for medical treatments and pharma-
ceuticals (Blyth 2013). Between 2009 and 2014 Greece reduced public expen-
ditures by 36% (Karanikolos and Kentikelenis 2016). The Troika confidently 
predicted that the shock, though sharp, would be short, and that the Greek 
economy would return to growth by 2012. Instead the economy contracted 
sharply and then stagnated. In May 2008 the unemployment rate was at 7%; 
by the end of 2011 it had reached 21%. By 2016 Greek GDP had decreased 
by 29% relative to its 2008 level, with unemployment stuck at 26.5% (Kara-
nikolos and Kentikelenis 2016; Cavero and Cortés 2013). Unemployment for 
youth seeking their first posteducation jobs rose from 19% in 2008 to 40% by 
May 2011. Exacerbating the crisis, Greece was forced to negotiate successive 
bailouts that imposed further cuts in public expenditures and increases in tax 
and fee revenues.

Austerity destroyed economic security for many Greek families. By 2011 
Greece had the highest rates in the EU of people at risk of poverty and social 
exclusion. By 2012, more than one- third of Greeks fell below the poverty line 
(Cavero and Cortés 2013).

The knock- on effects of the economic crisis and the ensuing austerity 
measures were diverse and severe. Estimates put the increase in homelessness 
between 2009 and 2011 at 25% (Cavero and Cortés 2013; Stuckler and Basu 
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2013). Homelessness typically induces a broad range of harms to health, edu-
cational attainment, family stability, and autonomy that persist across genera-
tions. Prior to the crisis Greece had the lowest suicide rate in the EU. Between 
2007 and 2011 suicides in Greece increased by 45% (Economou et al. 2015); by 
2012, suicides had doubled. The Greek homicide rate doubled in just one year, 
from 2010 to 2011 (Stuckler and Basu 2013). The health impacts of the cri-
sis were particularly severe and shed some light on the interconnections be-
tween economic and noneconomic harms. In Greece access to public health 
care is often tied to employment. The austerity- driven rise in unemployment 
undermined the provision of health care. Making matters worse, austerity 
policy reduced expenditures on public- health measures, such as HIV preven-
tion, and increased user fees and co- payments for pharmaceuticals, putting 
them out of reach of many Greeks, especially undocumented immigrants. 
The effects were pronounced. Between 2008 and 2011 Greece experienced a 
40% rise in infant mortality and a 47% increase in unmet health care needs 
(with 62% of undocumented immigrants experiencing unmet needs). Cuts 
to HIV prevention programs resulted in rapid increases in HIV rates among 
intravenous drug users, who also faced a doubling in the rate of tuberculosis. 
Surveys revealed substantial increases in self- reported untreated physical and 
mental health problems and deaths tied to austerity. A particularly pernicious 
effect of austerity was the extent to which it exacerbated inequality in access 
to health care and other government services, as well as educational and eco-
nomic opportunities (Karanikolos and Kentikelenis 2016).

The chief implication is clear. Economic policies can and do induce a 
very wide range of deep, lasting harms that reach far into the future. The 
first- order damage is economic, which can be devastating. Subsequent eco-
nomic improvement often comes too late to offset the costs, and misses those 
who need its benefits. But the effects of economic policy are not just or even 
primarily economic. Tracing through the cascading effects we find that eco-
nomic policy also induces damage to physical and mental health, as well as 
political, social, moral, and autonomy harms. That obvious fact, as we’ll see, 
undermines the standard way that economists make sense of, account for, 
and manage the harms their practice induces.

Conclusion

Appreciation of harm’s complexity should be central to economic policy as-
sessment. This complexity represents a difficult challenge to economists 
whose work promises to promote social betterment but also risks harming. 
It would seem that the concept of harm must be rendered tractable in some 
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way or other, so that economists risking harm can nevertheless reach harm 
judgments while designing and assessing policy. The appeal of the predomi-
nant approach to harm in economics stems from its apparent tractability (see 
chaps. 7– 8). But this tractability is achieved through conceptual strategies 
that grossly oversimplify and dismiss harm. Doing better requires reaching 
beyond standard economics to find better accounts of harm grounded in in-
terests and capabilities that avoid both mistakes.

First, though, we need to explore the sources of econogenic harm. Why do 
economists necessarily cause harm as they aspire to do good? What is it about 
the impacts of economic interventions on the one hand and the nature of 
economic expertise on the other that induce harms alongside benefits?
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The Unevenness of Econogenic Impact

The concentrated adverse effects of trade on adult local labor markets spill over into 
worse educational outcomes for children in affected families, increased crime rates 
and worse health outcomes in affected communities, and lower provision of local pub-
lic goods. While there are few studies of the effectiveness of the social safety net and 
other policies aimed at mitigating such adverse effects, the existing evidence is not 
encouraging.

—  n i n a  pav c n i k  (2017, 4)

The Downside of Trade

One of the most cherished beliefs in economics over the past two centuries 
is that trade liberalization generates enormous benefits. When two countries 
open their borders to trade, economists claim, both countries enjoy rising 
standards of living. The intuition is simple. Under “autarky,” where countries 
are entirely self- sufficient, each country must allocate some resources to in-
dustries for which it is not well suited, where efficiency is low. Coffee trees 
could perhaps be grown in Sweden, but its climate does not predispose it to 
be an efficient coffee producer. Under free trade each country can specialize 
in the industries for which it is best suited given its resources, technology, and 
preferences— where it has what economists call a “comparative advantage.” It 
can then trade with other countries to secure other goods for which it does 
not have a comparative advantage. Sweden can exchange machinery for cof-
fee from Ethiopia, which is far better suited to produce coffee. As a result, 
the allocation of resources across both countries improves, total output rises, 
and both countries experience rising consumption. On the basis of this logic, 
generations of economists have preached free trade.

But economists know there is a downside. Even if trade liberalization 
increases total consumption, there will also be many people in each coun-
try who suffer losses. The standard account relies on the Stolper- Samuelson 
theorem, which finds that those who supply the relatively scarce “factor of 
production,” such as labor or land, will face diminished rewards owing to for-
eign competition. In advanced economies, for instance, Stolper- Samuelson 
predicts that relatively low- skilled workers will face falling compensation be-
cause they are thought to be scarce relative to skilled labor in comparison 
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with their numbers in low- income countries. The gains from trade in ad-
vanced economies accrue instead to skilled workers. This account predicts 
the opposite effects in low- income countries where unskilled labor is the 
relatively abundant factor of production. In those countries, unskilled work-
ers should benefit, while skilled workers should see their compensation 
fall. An implication is that trade liberalization is expected to exacerbate in-
come inequality in advanced economies but reduce inequality in the Global  
South.

New evidence contradicts these predictions. From the latter decades of 
the twentieth century to the present, opening economies to trade appears 
to exacerbate inequality everywhere by increasing wage inequality between 
skilled and unskilled workers. The new evidence has pushed trade econo-
mists to search for new theoretical models of the distributional effects of 
trade. A new account, sometimes referred to as the “new- new” trade the-
ory, claims that trade- induced competition within an industry will have 
differential effects across firms in the industry. The most technologically 
advanced firms will thrive, while firms with outdated technology will con-
tract and even collapse. And since technologically advanced firms typically 
employ more skilled labor, while technological laggards employ more un-
skilled labor, intensified competition from trade will benefit skilled workers 
and harm unskilled workers everywhere. In short, trade economists now 
recognize that trade liberalization tends to induce an increasing skilled- 
unskilled wage gap in both high-  and low- income economies (Goldberg and  
Pavcnik 2007).

Though the new- new trade theory models imply different causal mech-
anisms and predict different outcomes than the old models, they nonethe-
less carry forward the very same insight: trade liberalization has uneven 
effects. Trade benefits some groups while threatening others with severe  
harm.11

In light of the new evidence that trade promotes wage inequality every-
where, noneconomists might expect trade economists today to be wary of 
trade liberalization. In fact, some leading economists are more circumspect 
about trade’s benefits than they were even just a decade ago. But by and large 
trade economists continue to advocate further trade liberalization. The allure 
of a globally integrated economic system in which productive resources are 
allocated efficiently, and in which world production rises, remains strong in 
the profession even as it acknowledges that the free- trade utopia will induce 
widespread damage for many whose lives are already precarious.

*
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Causes of Unevenness of Econogenic Impact

Any profession whose practice radiates out across society, altering the life cir-
cumstances of large numbers of people, faces the prospect of uneven impact. 
Even when an intervention goes just as planned, it may generate harms for 
particular groups. Economics is no exception to the rule. Economic practice 
that benefits some members of society often induces harms for others. Econ-
omists have wrestled with this problem for over a century. As John Hicks 
(1939, 706) put it, “Under private enterprise, any ordinary change in eco-
nomic policy involves a change in the price- system, and any change in prices 
benefits those on one side of the market, and damages those on the other.” 
Here we explore why unevenness of policy impact is the rule in economics.

s o c i a l  d i v i s i o n  a n d  u n e v e n  i m p a c t

In very simple economies one might reasonably hypothesize that many eco-
nomic interventions generate uniform impact. Consider a relatively homo-
geneous hunter- gatherer society in which the produce of the hunt and other 
resources are centralized and distributed according to some socially sanc-
tioned criteria, such as household need. The discovery of water purification 
practices might reduce everyone’s chance of contracting waterborne diseases. 
Similarly, a new technology that improves hunting efficiency, such as the dis-
placement of spears by bows and arrows, might increase food consumption 
or time for nonhunting pursuits, or both. Even here, however, there are rea-
sons to be sensitive to the possibilities for uneven impact. In the event of 
any division of labor in the economy there is the possibility for differential 
impact of technological change across community members. There could 
very well be a shift in relative labor burdens as those responsible for process-
ing carcasses from the hunt might find that the labor effort required to keep 
pace with improved hunting efficiency increased, perhaps substantially. If the 
division of labor is gendered then the new hunting technology might yield 
increasing unevenness in labor burdens between men and women.

In complex economies, public- policy interventions and private- sector in-
novations are apt to induce disparate effects across society’s members. This is 
true whether the economy features market mediation or extensive state direc-
tion of economic affairs. To explore this, presume for now counterfactually 
that economists have adequate knowledge of the impacts of economic inter-
ventions and the preferences and values of those who populate the economy. 
Let’s also presume that economists enjoy control over policy. Even under 
these ideal conditions there are reasons to worry about differential impacts.
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One cause of uneven policy effects is that people occupy distinct niches 
in the economy. For instance, they are distributed across the division of la-
bor and have distinct purchasing patterns. Consider a potential reduction in 
the US tariff on sugar. The reduction would lower the market price of sugar, 
benefiting consumers, US producers of goods that require sugar as an input, 
and foreign sugar producers. But the reduction would harm domestic sugar 
producers. Alternatively, a decision by a local or national government to raise 
the minimum wage would benefit low- waged workers, who would experi-
ence rising wages, while harming those who would lose their jobs as employ-
ers tried to cut costs. A recent US Congressional Budget Office study of a 
proposed increase in the federal minimum wage illustrates unevenness: “In 
an average week in 2025, the $15 option would boost the wages of 17 million 
workers who would otherwise earn less than $15 per hour. . . . But 1.3 million 
other workers would become jobless. . . . The number of people with annual 
income below the poverty threshold in 2025 would fall by 1.3 million” (Con-
gressional Budget Office 2019, 2).

A second cause of uneven policy effects is inequality in wealth, income, 
rights, privileges, and substantive opportunities. Capital gains taxes are taxes 
on increases in the value of assets, like stocks and bonds. In the US, capital 
gains taxes have been reduced several times over the past forty years. Today 
they are lower than the rate most people pay on their wage earnings. Who 
benefits? Today the wealthiest 1% of American households own 40% of US 
assets, while the bottom 50% own just 1% (Bricker et al. 2020). And so capital 
gains tax cuts generate enormous increases in post- tax income for the very 
wealthy but yield no appreciable benefits for the majority of US citizens. As 
for the harms, capital gains tax cuts reduce government revenues, placing 
pressure on government to reduce spending on programs on which the pre-
carious are most dependent. Some gain, some lose— that’s the norm in eco-
nomics, and too often those who lose are those already worst- off.

t h e  c a s e  o f  f r e e  t r a d e

This discussion helps us to understand why trade economists continue to 
advocate trade liberalization despite its adverse effects. Economists recognize 
that most economic policies, even those that are taken to be widely beneficial, 
have uneven effects. It is in the nature of economic policy to generate losers 
as well as winners. To refrain from advocating any policy on these grounds 
would rule out most economic initiatives that economists believe promote 
social betterment. Moreover, trade economists have historically expected 
that in market economies the damaging effects of trade liberalization to any 
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particular group would be shallow, temporary, and overwhelmed in the long 
run by the policy’s beneficial effects. This belief is central to economists’ 
moral geometry (see chaps. 7– 8).

The argument in favor of that view is appealing. Economists have his-
torically thought in terms of national markets. If there is a national market 
for unskilled labor, say, then the harmful effects of trade will be widely dis-
persed among those workers but relatively insignificant for each of them. 
Moreover, economists theorize those displaced by trade in dying industries 
as “freed up” to pursue better opportunities in robust industries and firms 
that are benefiting from trade. High wages in information technology (IT) 
industries will incentivize displaced textile workers to invest in their human 
capital, for instance, acquiring the skills that are now in increasing demand 
in IT owing to trade. If need be they will also relocate themselves and their 
families to be able to participate in the trade- induced economic bonanza in 
IT. Fortunately, wages in the expanding sectors will be higher than those in 
the senescent sectors, and soon the displaced workers will be better- off than 
they were previously. Ultimately, everyone will benefit from trade liberaliza-
tion. In this account the harms of trade liberalization are nothing more than 
short- term adjustment costs to a new equilibrium of increased prosperity for 
all. This reasoning gives economists license to advocate free trade with little 
concern for those harmed.

That account is now in tatters. Recent research indicates that the harm-
ful effects of trade are much deeper, more concentrated, and longer lasting 
than economists had assumed. The impact in the US of trade with China in 
the early twenty- first century, especially following China’s accession into the 
World Trade Organization (WTO) in 2001, is now understood to have been 
particularly damaging while providing little net benefit to the US economy. 
The “China shock,” during which China increased its share of total world 
manufacturing exports from 2.3% in 1991 to 18.8% in 2013, induced a loss of 
about one million manufacturing jobs and a total of about 2.4 million jobs 
across the US economy (Acemoglu et al. 2016; Autor, Dorn, and Hanson 2013; 
2016). In the context of a national labor market of about 150 million workers 
in the early 2000s, the losses seem trivial. But industries are regionally con-
centrated. Job losses owing to trade liberalization are therefore also regionally 
concentrated, and the impact can be devastating for the affected cities. In 
the regions most affected by Chinese exports, such as the industrial cities of 
the Midwest, workers faced an average $549 in annual income loss, with the 
lowest- income workers hardest hit (Autor, Dorn, and Hanson 2016). These 
workers received on average just $58 in government payments to offset their 
losses. As averages, those figures do not adequately depict the situation of the 
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worst- off, of course. Moreover, industries that expand under free trade can 
be thousands of miles away from industries that contract. When trade lib-
eralization hastens the demise of the textile industry in North Carolina and 
promotes IT industries in California, those who lose their textile jobs are not 
apt to be recruited by IT firms. Those firms require workers with particular 
attributes that displaced textile workers rarely possess and find it difficult to 
acquire. They are hardly in position to compete against new college graduates 
for the new jobs.

Some displaced workers do in fact relocate to dynamic regions of the 
economy. But low- income, low- skilled workers are far less mobile, economi-
cally, socially, and geographically, than high- skilled workers. Low- income 
workers typically do not have far- flung social networks and are unlikely to 
be aware of the particulars of distant labor markets. They are often much 
more dependent on familial and other informal social support mechanisms 
that keep them rooted in their home communities. They also typically have 
industry- specific skill sets, acquired over their careers, that have allowed 
them to command higher wages in the firms from which they’ve been dis-
placed than they would in new industries. And those in the middle or later 
stages of their working lives are also more likely than new college graduates 
to have family obligations that substantially limit their mobility (Goldberg 
and Pavcnik 2007).

Trade liberalization can also undermine wages relative to the income of 
investors. Trade liberalization alters the balance of bargaining power between 
workers and firms, not least by speeding up the cost- cutting technological 
change that displaces workers. Trade liberalization of the late twentieth cen-
tury in particular was also associated with increased efforts of US manu-
facturing firms to shift production abroad where they could put the same 
technology to work with cheaper, more compliant workers. The service sec-
tor, too, offshored jobs to lower- wage countries. Moving abroad served as a 
potent weapon to undermine the power of labor unions in the US. In fact, 
the percentage of US workers represented by unions collapsed between the 
1970s and the present. The unions that remain have far less bargaining power 
today than those of a generation ago, while workers threatening to organize 
unions face credible threats of factory closure and offshoring of jobs. In the 
context of the new trade agreements of the 1990s, like the North American 
Free Trade Agreement (NAFTA), many firms used the threat of relocation 
abroad to induce US workers to accept lower wages to hold on to their jobs 
(Bronfenbrenner 2000). When firms relocate abroad to improve their profit 
rates, US national income may rise, but the increases are monopolized by 
investors while displaced workers suffer deep losses.12
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Are economists correct to presume that the damage from trade liberaliza-
tion is temporary? The evidence is alarming. “Workers whose 1991 industry 
subsequently became exposed to higher import penetration accumulate sub-
stantially lower earnings over the period of 1992 to 2007, compared to their 
peers with similar demographic characteristics and previous labor- market 
outcomes” (Autor, Dorn, and Hanson 2016, 34). The displaced workers also 
face increased job insecurity and more time receiving Social Security Dis-
ability Insurance.

Multiple factors lead to a loss of income. Because of their industry- specific 
skills, low- skilled workers are more apt than high- skilled workers to search for 
new positions in the same industry from which they’ve been displaced. They 
remain tethered to sectors that are already under competitive threat. Low- 
skilled workers who leave the industry are less competitive in other labor mar-
kets. It’s instructive that workers who lose their jobs during recessions typically 
lose three full years of lifetime income potential (Mian and Sufi 2015, 2).

The persistence of trade’s damage is not just an American story. The China 
shock has arguably had greater impacts in middle- income countries than in 
the US. Research on Mexico finds that China’s import penetration into the US 
following its accession to the WTO damaged Mexico’s high-  and medium- 
technology sectors (Gallagher, Moreno- Bird, and Porzecanaski 2008), effec-
tively pushing the country back down the technology ladder. Brazil faced a 
similar threat (Leahy 2011). Moreover, research in Brazil finds that the con-
centrated harms from free trade have not just endured but compounded over 
long periods— at least twenty years (Pavcnik 2017).

Unfortunately, the economic effects of trade liberalization, just like aus-
terity policy, can cascade. Pavcnik (2017, 4) summarizes recent findings in 
the epigraph to this chapter. She and other trade economists are coming to 
understand that communities hit by deteriorating economic prospects be-
cause of trade suffer a wide range of severe, long- lasting economic and non-
economic harms.

u n e v e n n e s s  a n d  i n e q u a l i t y

Trade liberalization and many other policies that economists have historically 
advocated induce inequality in income and wealth. Through the latter half of 
the twentieth century and until very recently, many economists dismissed the  
idea that inequality induces harm. Inequality has been widely taken to be 
the price to be paid for a dynamic, innovative economy from which even the 
relatively poor are expected to benefit. Economists like Deirdre McCloskey 
(2016a) argue that in fact it is principally the poor who have benefited from 
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innovation that also generates inequality. The central ethical concern is not 
income gaps in the rich countries, she argues, but the persistence of absolute 
poverty in poorer countries. Some economists, like Milton Friedman (1962, 
17) have gone further, arguing counterintuitively that inequality promotes 
democratic governance. Among those economists who have been troubled 
by inequality, most have placed faith in the Kuznets curve, which demon-
strates that as economies develop, inequality initially increases but eventu-
ally declines, so that the long- run trajectory is toward more equal societies. 
Economic dissenters and critics in other disciplines who identified the harms 
and persistence of inequality have been routinely ignored by a large majority 
of economists (see Alacevich and Soci 2017).13

Over the past several decades, reaching back to the 1970s in the case of the 
US, inequality within countries has steadily deepened, contradicting econo-
mists’ predictions about the equalizing effects of economic development. The 
US now faces extraordinary, unprecedented levels of inequality in income 
and wealth, with many other advanced and emerging economies also experi-
encing widening gaps between rich and poor.

Today, inequality is widely understood to generate a very broad range of 
damaging effects. At the macroeconomic level inequality is associated with 
rising levels of debt, which in turn makes economies more fragile and prone 
to financial crises. Inequality can also dampen economic activity. Hamilton 
et al. (2020) estimate that over the coming decade, for instance, the racial 
wealth gap across white, Black, and Latinx communities could cost the US 
economy $1.5 trillion (Hamilton et al. 2020). Inequality also opens the door to 
predatory lenders, like payday loan companies and pawnshops, that exploit 
the disadvantaged. Severe inequality undermines democratic governance 
and civic engagement by disenfranchising the relatively dispossessed while 
giving outsize influence to the wealthy. Severe inequality undermines the 
legitimacy of the market economy, which depends on widely shared beliefs 
that market outcomes are in some important sense fair (Boushey 2019). In-
equality is also a driver of homicide and other violent crime, infant mortal-
ity, teen pregnancy, child poverty, alcohol and drug abuse and overdose, low 
educational performance, obesity, pain and poor health, financial insecurity, 
excessive working hours that undermine family sustainability for low- income 
groups, destruction of the “cultural fabric” and social cohesion that sustain 
communities, social isolation, decreased social mobility, and what Case and 
Deaton (2020) call “deaths of despair” (Pemberton 2015; Wilkinson and Pick-
ett 2010; 2019; see also Alacevich and Soci 2017). Severe inequality is now 
understood to induce shame, stress, humiliation, degradation, and assaults 
on cherished identities. Economic and political inequality is also a primary 
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driver of ecological degradation. Inequality allows the privileged to profit 
from ecologically damaging investments while offloading ecological damage 
onto others, while the disadvantaged lack the power to protect themselves or 
the environment (Boyce 2002; 2018).

Inequality harms everyone, not just those who face deprivation (Wilkin-
son and Pickett 2010). Everyone in unequal societies suffers from the risks 
of violence— though the risk is certainly not born equally— such that even 
the well- to- do feel deeply insecure and must take steps to protect themselves 
from physical and other threats. Everyone suffers from the erosion of frater-
nity and community institutions. Even the well- off face stress and anxiety 
driven by the fear of falling economically and losing their privileged posi-
tions, and the even greater anxiety associated with trying to ensure that their 
children are able to hold on to their social status. Children become invest-
ment projects from their preschool years right through graduate school. In 
more equal societies with strong public provision of valued goods, the threat 
of falling is softened by the fact that the landing spot is closer by. Losing 
one’s job does not mean losing one’s health care, for instance. In very un-
equal societies, like the US, the fall is potentially catastrophic. In an unequal 
society even the well- off suffer from extensive overwork owing to the enor-
mous pressure to outperform their peers to ensure their economic security 
and the economic security of their families (Schor 1993). The collection of 
inequality- induced harms is evidenced in cross- national studies and also in 
studies that compare US states with different rates of inequality (see Wilkin-
son and Pickett 2010). With good reason do Wilkinson and Pickett (2019) 
argue that inequality gets “into our heads and spirits,” distorting our sense of 
self and security and our relationships with others. Deeply unequal societies, 
they remind us, are “dysfunctional.”

The foregoing implies that many economic policies that economists ad-
vocate, such as trade liberalization, generate wide, deep, and enduring harms 
that span the harm taxonomy. Even if the impacts of policy are in the first 
instance economic, those impacts cascade and compound in ways that touch 
all dimensions of people’s lives. And that finding undermines the economist’s 
claim that the harms of policies like free trade are simply economic, endur-
able, and brief.

d i s p a r at e  p r e f e r e n c e s ,  va l u e s ,  i n t e r e s t s ,  

a n d  l i f e  g o a l s

So far we’ve implicitly presumed that all individuals want and value the same 
things— that they have what economists call identical preferences— but that 
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they happen to be differentially situated in complex economies owing to their 
location in the division of labor and their differential access to assets and op-
portunities. Even under the simplifying assumption of identical preferences 
we were able to see why policy typically induces harms alongside intended 
benefits.

The assumption of identical preferences cannot suffice when assessing 
harm, however. In diverse societies with complex social and economic ar-
rangements, people vary considerably in their desires, needs, worldviews, 
values, and life goals. This implies that an economic policy that has the same 
objective impact on two individuals in identical economic circumstances 
may affect them differently. The policy might be experienced as beneficial by 
one and damaging by the other. Policy that promotes rapid economic growth 
might afford both individuals rising incomes but be opposed vehemently 
by one who values ecological protection over increased consumption. The 
example is paradigmatic: we often disagree passionately about policy owing 
not primarily to our different locations in the economy but to fundamental 
conflicts in values. The implication is that we cannot be so quick to read off 
benefits and harms from changes in economic variables. Engaging econo-
genic harm responsibly requires acknowledging interpersonal disagreements 
over values.

Conclusion

It might be inferred from the discussion that all economic interventions in-
duce harm to someone. This was Hicks’s own view, reflected in the passage 
cited earlier in this chapter, and it has been widely shared by economists in 
his day and since. Identifying the harm induced by economic policy and 
economists’ practice was a notable achievement of early twentieth- century 
economists. It could have opened the door to the creation of a robust field 
of econogenic zemiology, similar to the study of iatrogenic harm. In fact, it 
did not. Instead, Hicks and the other new welfare economists were guilty of 
the “overrecognition” of harm (Shiffrin 2012, 372). Seeing harm everywhere 
contributed to a situation where economists, eager to advance the science 
of economic policy making in the face of pervasive harm, came to trivialize 
econogenic harm. We turn to this matter in part III. But first, we must explore 
one other set of reasons why well- meaning economists necessarily induce 
harm: irreparable ignorance.
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The Specter of Irreparable Ignorance

You may want to substitute the more familiar scientific words “theory and evidence” 
for “patterns and stories.” Do not do that. . . . The words “theory and evidence” suggest 
an incessant march toward a level of scientific certitude that cannot be attained in the 
study of complex, self- organizing human system that we call the economy. The words 
“patterns and stories” much more accurately convey our level of knowledge, now, and 
in the future as well. It is literature, not science.

—  e d wa r d  l e a m e r  (2009, 3)

The Paradox of Knowledge Expansion: New Technologies

New technologies present an epistemic paradox. New technologies repre-
sent an expansion in human knowledge— knowledge about how to do things 
better or to achieve previously unattainable goals. Think of technologies 
like CRISPR and other gene therapies that are used to alter an organism’s 
characteristics. Or artificial intelligence (AI) that replicates human judg-
ment with the goal of transferring complex human tasks to machines, such 
as autonomous vehicles. Or facial recognition technology that is facilitating 
the shift to a cashless economy. Or blockchain technology that enables the 
construction and exchange of cryptocurrencies. New technologies embody 
expanded knowledge that promises to extend human capacities with the po-
tential to enhance human well- being. It is generally presumed that the growth 
of knowledge diminishes the domain of human ignorance. When we know 
more, surely we don’t know less. Our map of the terrain of knowledge expands, 
shrinking the domain of ignorance.

Were it only so. In fact, new technologies expand the domain of salient 
ignorance. AI, for instance, raises deep uncertainties about the consequences 
of transferring human “reasoning” and functions to nonhuman entities. AI 
also necessarily introduces normative uncertainty. When and how should the 
new technology be used, and when should it not? Science fiction has long 
speculated about the nature of machines with AI, about how they can help 
but also threaten society. Today those questions have moved from science 
fiction to science proper. As science develops the capacity to devise machines 
with AI, it also necessarily raises new pressing questions for which it cannot 
provide definitive answers.
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The epistemic paradox arises whenever new knowledge is generated. In 
economics the problem is acute. New breakthroughs in economic knowledge 
generate new questions that cannot be answered prior to the application of 
the knowledge to policy interventions. The problem is ineliminable.

Economic Knowledge, Economist Hubris

Economists concern themselves with expanding the frontiers of economic 
knowledge, extending the map of the known, encircling and invading the re-
maining terrain of the not- yet- known. The profession presumes the increas-
ing adequacy of economic knowledge over time. As economic knowledge 
advances, it is thought, the domain of ignorance necessarily shrinks, and the 
social benefits of economists’ practice steadily increase. The economist’s view 
of the potential of economic science and the capacities of the economics pro-
fession is abidingly optimistic.

Only infrequently do leading economists take note of the limits to eco-
nomic expertise. Lionel Robbins’s assessment of the state of economics in 
his day was particularly harsh: “What precision economists can claim at this 
stage is largely a sham precision. In the present state of knowledge, the man 
who can claim for economic science much exactitude is a quack” (Robbins 
1927, 176). A half century later John Hicks could write, with justification, 
that “economic knowledge, though not negligible, is so extremely imperfect. 
There are very few economic facts we know with precision” (Hicks 1980, 1). 
Other economists have confronted the link between uncertainty and the lim-
its to economic expertise. Frank Knight famously counterposed “risk” to “un-
certainty.” Risky activity, like betting at the roulette wheel, is characterized by 
a known probability distribution of outcomes. Under uncertainty, in contrast, 
there are no probabilities. Knight emphasized that uncertainty, not risk, char-
acterizes much of the social world: “It is a world of change in which we live, 
and a world of uncertainty” (Knight [1921] 2014, 199). John Maynard Keynes 
concurred. Speaking of events like “the prospect of a European war . . . the 
price of copper and the rate of interest twenty years hence, or the obsoles-
cence of a new invention . . .,” he wrote, “about these matters there is no sci-
entific basis on which to form any calculable probability whatever. We simply 
do not know . . .” (J. M. Keynes 1937, 213– 14; emphasis added).14

These insights are inconvenient for a profession that has sought to in-
crease its influence over public affairs since its emergence as a scientific en-
terprise during the late nineteenth century (DeMartino 2011a). The prevailing 
worry is that uncertainty would defeat the ability of economists to know the 
economy (cf. North 1999, 2). In response to Knight and Keynes the profession 
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has repressed uncertainty, claiming that its knowledge is largely adequate to 
the task of promoting social betterment. Though economists understand that 
economic knowledge is incomplete, the profession nonetheless presumes 
steady progress of the science. Deepening expertise has been taken as warrant 
for increasing authority over public policy. In the pursuit of influence econo-
mists are abetted by the epistemic inequality between themselves and laypeo-
ple (Hardwig 1994). Laypeople find it difficult to assess what it is economists 
claim to know, not least owing to excessive formalization and the “mathiness” 
of economics (Romer 2015). Epistemic inequality has led to substantial defer-
ence to economists’ judgment by noneconomists. That deference came to an 
abrupt halt with the election of Donald Trump as US president. President 
Trump’s animus toward economic experts was galling for a profession that 
had enjoyed wide access to and respect from political leaders for well over 
a century. President Biden, too, relies on economists far less than previous 
presidents, owing to his awareness of the profession’s repeated policy failures 
and his impatience with its inability to understand politics (Klein 2021).

Economists’ optimism about their science too easily bleeds into hubris. 
Their arrogance reached extraordinary heights just prior to the financial cri-
sis of 2008. Leading economists celebrated their ability to know the economy 
and to manage economic events (DeMartino 2011a). It is important to recall 
in this regard the so- called Great Moderation in macroeconomic affairs that 
was presumed to have settled in by the 1990s. Speaking in 2007 of the les-
sons learned over the previous decades, eminent macroeconomist Christina 
Romer, who would soon be appointed by President Obama as chair of the 
Council of Economic Advisors, had this to say, just as financial markets were 
about to fall off a cliff: “We have seen the triumph of sensible ideas and have 
reaped the rewards in terms of macroeconomic performance. . . . The costly 
wrong turn in ideas and macropolicy of the 1960s and 1970s has been righted, 
and the future of stabilization looks bright” (cited in Postrel 2009).15

Romer’s view was widely shared in the profession. Federal Reserve Chair 
Ben Bernanke expressed unqualified confidence when speaking about finan-
cial trends right up to the onset of the crisis. In May of 2006 Bernanke (2006a) 
spoke of the virtues of “financial innovation and improved risk management,” 
including “securitization, improved hedging instruments and strategies, more 
liquid markets, greater risk- based pricing, and the data collection and man-
agement systems needed to implement such innovations.” He argued that 
“these developments, on net, have provided significant benefits. . . . Lenders 
and investors are better able to measure and manage risk; and, because of the 
dispersion of financial risks to those more willing and able to bear them, the 
economy and financial system are more resilient” (Bernanke 2006a; emphasis 
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added). That June, Bernanke wrote: “Today, retail lending has become more 
routinized as banks have become increasingly adept at predicting default 
risk by applying statistical models to data, such as credit scores” (Bernanke 
2006b). In response to a question about whether there was need for increased 
regulation of hedge funds, Bernanke (2006c) told Congress on July 20, 2006, 
that “the best way to achieve good oversight of hedge funds is through market 
discipline, through the counterparties, through the investors. . . . At this point 
I think that the market discipline has shown its capability of keeping hedge 
funds well disciplined.” Two years later, on July 16, 2008, just weeks before 
the crisis emerged, Bernanke told the US House Financial Services Com-
mittee that “the GSEs [government- sponsored enterprises; i.e., Freddie Mac 
and Fannie Mae] are adequately capitalized. They are in no danger of failing” 
(Herszenhorn and Weisman 2008). Just two weeks later Warren Buffet issued 
a warning about the GSEs’ fragility, and a month later, on September 7, the US 
Treasury was forced to purchase up to $100 billion in GSE securities to save 
the institutions and prevent global financial panic.

The Specter of Irreparable Ignorance

Whatever one’s take on the exact drivers of the crisis, it is indisputable that 
the confidence of leading financial and macroeconomists in the precrisis pe-
riod was wildly unwarranted. Economists’ hubris led investors, lenders, and 
borrowers at all levels to trust the wisdom of financial markets and to take 
risks they otherwise might not have been willing to take even as a specula-
tive bubble pushed asset prices to staggering levels. Robert Shiller (2009, 16) 
puts it bluntly: “This mania was the product not only of a story about people 
but also a story about how the economy worked. . . . To a remarkable extent 
we have got into the current economic and financial crisis because of a wrong 
economic theory— an economic theory that itself denied the role of the animal 
spirits in getting us into manias and panics” (emphasis added). Dani Rodrik 
(2017, 163) is equally direct: “Those who chalk up the global financial crisis of 
2008– 2009 to the power of big banks conveniently overlook the legitimizing 
role played by economists themselves. It was economists and their ideas that 
made it respectable for policy makers and regulators to believe that what is 
good for Wall Street is good for Main Street.”16

The point bears emphasis. The economic crisis was a joint product of 
two reinforcing bubbles. The economics profession generated an intellectual 
bubble that celebrated deregulated financial markets. The intellectual bubble 
validated speculation in financial and housing markets (cf. Johnson 2009). 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



65t h e  s p e c t e r  o f  i r r e pa r a b l e  i g n o r a n c e

Rising asset prices in turn generated groupthink in economics. Economists 
treated as pariahs those economists who warned of looming danger (see 
Shiller 2008; Baker 2009; DeMartino 2011b; 2013a).

The triumphalist view of economics is now fading. The 2008 crisis shook 
the confidence of prominent economists, including some of the profession’s lead-
ing public intellectuals (Krugman 2009a; 2009b; Shiller 2009; Stiglitz 2009). 
Reflecting the new attitude, Kenneth Rogoff (2018) writes, “As any academic 
macroeconomist will tell you, the global economy never ceases to be uncertain 
and unpredictable.”17 Peter Orszag, Robert Rubin, and Joseph Stiglitz (2021, 2) 
concur: “In our collective experience, fiscal policy should instead be informed 
by copious amounts of humility, particularly given the role of impossible- to- 
predict events (including pandemics, wars, and bubbles).”

Today, epistemically self- aware economists are beginning to discern a spec-
ter of irreparable ignorance haunting economics (DeMartino 2019; De Martino 
and Grabel 2020). But epistemic self- awareness faces an uphill battle in eco-
nomics. It is disturbing to economists to confront the fact that there are tight 
limits not just to what they know now and what they will know tomorrow, 
but to what they can in principle ever know. It is even more disturbing to ac-
cept that these limits crisscross the terrain of what economists need to know to 
do much of what they are currently doing. Forecasting, designing institutions  
and policies, and all other facets of economic social engineering run up very 
quickly against the currently unknown and the in- principle unknowable.

c at e g o r i e s  o f  i r r e p a r a b l e  i g n o r a n c e

The concept of irreparable ignorance requires specification.18 Irreparable ig-
norance falls into three categories. The first includes what we don’t know now 
and might someday know, but only after the moment the missing knowledge 
is needed for decision making. G. L. S. Shackle ([1972] 1992, 86) emphasizes 
this type of ignorance. “[The] validity of knowledge of general principles is 
independent of the historical calendar,” he writes, “but the question: What is 
the best action? is wholly dependent on the unique historical situation; and 
any knowledge of that situation, which is lacking when it is needed, is effec-
tively lacking for ever and is for ever too late.”19

The second category of irreparable ignorance entails a cruel conundrum. 
It refers to knowledge that is vital to decision making but that can only be 
acquired by making the decision. The famished hiker lost in the woods asks, 
“Are these berries food, or are they poison?” Only the eating, when it is too 
late to change course, will provide the urgently needed information. In this 
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kind of case, “ ‘waiting for more information’ is never an option since infor-
mation has to be created with experimentation, monitoring, and analysis . . .” 
(Hallegatte et al. 2012, 12).

The third category encompasses the domain of the in- principle un-
knowable. This category captures what lies beyond the domain of economic 
expertise— not just at the rudimentary state of economic expertise yesterday or 
today, but at any conceivable level of the science as conducted by the smarter 
and better- trained economists of the future. This is the kind of ignorance that 
Knight, Keynes, Shackle, and Hayek warned the profession about when they 
spoke of the opacity of the future. About the future “we simply do not know.”

The distinction between reparable and irreparable ignorance is crucially 
important for economic practice. If missing knowledge is discoverable, then 
it is sensible to allocate resources to discovering it. If, on the other hand, 
some unknown lies in the domain of irreparable ignorance, then resources 
put into knowing that unknown are wasted. Even worse, mapping what can’t 
be mapped is dangerous. It deludes the profession and those who rely on its 
work into thinking it can know what it cannot in fact ever know. It is with 
good reason that Edward Leamer opens his macroeconomic textbook with 
the warning provided as the epigraph to this chapter. His plea to economists 
is to avoid deluding themselves into thinking they can know the unknowable. 
Irreparable ignorance forces economists and decision makers to act without 
the knowledge necessary to ensure good outcomes. If ignorance is irrepa-
rable, then the problem of expert- induced harm can only be managed; it can’t 
be solved.

i r r e p a r a b l e  i g n o r a n c e  i n  e c o n o m i c  

p o l i c y  a s s e s s m e n t

How substantial is the domain of irreparable ignorance? Ecologists Wendell 
Berry and Wes Jackson emphasize that as concerns natural systems our ig-
norance is and will forever be vast. Berry (2005, 14) puts it evocatively by 
referring to the unknown as “mystery.” Jackson (2005, 15) teases out the im-
plications: “If we are up against mystery, then knowledge is relatively small” 
and we will always be “billions of times more ignorant than knowledgeable” 
about the world we inhabit (Vitek and Jackson 2008, 1).20 The domain of ir-
reparable ignorance is just as great in economics as in environmental science. 
Some of the unyielding uncertainty confronting both economists and natural 
scientists today stems from the tight linkages and complex interactions be-
tween natural and social systems. Both sciences founder on the unpredictable 
behavior of individuals populating the natural and social world.
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p r e d i c t i n g  p o l i c y  e f f e c t s

The economics profession has achieved authority in large part owing to its 
presumed ability to know today the future impacts of proposed policy inter-
ventions. But economic predictions are dependable only if several conditions 
hold. First, the decisions taken by individuals in the economy must outweigh 
the innumerable other exogenous factors that will influence the policy’s ef-
fects. When exogenous events, those beyond the reach of economic science, 
overwhelm individual decision making in determining the effects of policy, 
predicting policy effects is impossible. And so the convention in economics 
is simply to presume that individual decision making is the key variable de-
termining policy effects, overwhelming the causal force of exogenous factors. 
Unfortunately, that presumption is false. “It must be conceded,” Hicks (1980, 
22) argued, “that the abundance of exogenous elements in economics is no 
cause for congratulations; it is an indication of the modesty of the scientific 
status, if indeed it is a scientific status, which is all that economics can hope 
to achieve.”

The second condition follows: economists must know how individuals 
make the decisions that will shape their behavior. If economists don’t know 
that, then they cannot begin to tease out a policy’s effects. But economic deci-
sion making is typically future oriented. Individuals investing in their skills 
and in other assets are concerned with their future returns. Individuals’ deci-
sion making today depends on their expectations of the future. And that leads 
to the third necessary condition: to predict individuals’ decisions, economists 
must know how individuals form their expectations of the future. But how 
are economists to know what expectations individuals hold and how those 
expectations will bear on their future- impacting behaviors? The profession 
has been obsessed with this question for well over a century, and with good 
reason. Without a compelling account of expectations and decision making, 
the project of predicting policy effects collapses.

d o m e s t i c at i n g  e x p e c t at i o n s

The standard textbook approach predicts behavior by treating individuals as 
omniscient decision makers that respond rationally to economic stimuli. Ra-
tional economic actors are taken to make those choices that satisfy their self- 
regarding preferences. The influential nineteenth- century economist Fran-
cis Edgeworth (1881) put it best when he urged the profession to conceive of 
“man as a pleasure machine.” Rationality also implies that individuals always 
choose correctly. To do so would require that they form correct expectations 
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of the future since action based on incorrect predictions will lead to incorrect 
choices.

These conditions are simply assumed to hold in the standard textbook 
treatment of economic policy. In textbook models, rational economic ac-
tors always adjust their behavior in the ways specified by the economist in 
response to any policy- induced changes in their environments. If a carbon 
tax increases the cost of carbon- based fuel, consumers will find the cost- 
minimizing way to reduce its use. If monetary policy increases the interest 
rate, rational corporate managers will decrease borrowing and investment 
while households increase savings. And so it goes for every other conceiv-
able policy proposal. Economists can ascertain in advance what will be the 
policy’s effects since they have prescribed, before the policy is implemented, 
how economic actors will adjust their behaviors in response to it.

Economists rely on a range of modeling methods to achieve prediction. 
The simplest is “comparative statics,” which attempts to sidestep the issue of 
expectations altogether. Here the economist takes a static snapshot of a simple 
hypothetical blackboard economy— not the actual economy— prior to a policy’s  
introduction, and then takes another static snapshot of that hypothetical 
economy after the policy has worked its effects. The approach requires the 
presumption that the economy can and will in fact jump from one equilib-
rium to the other, without obstruction. Hypothetical economies can do that 
or, in fact, anything else the economist needs them to do. Throughout the 
exercise only prices and quantities are permitted to adjust. As every econom-
ics student learns, the economist assumes ceteris paribus, that all else remains 
constant, as the policy induces its effects on prices and quantities. But there 
is a fundamental problem here, which disqualifies comparative statics as a le-
gitimate policy assessment tool. There is no time in the model and, hence, no 
consideration of how individuals’ expectations affect policy outcomes. The 
policy- induced adjustment happens, as it were, in between moments in time. 
By this I mean that comparative static modeling does not specify the trajec-
tory of the economy as it shifts from the pre-  to the postpolicy equilibrium. 
It does not demonstrate the economic dynamics of adjustment. It simply pre-
sumes what decision makers need to know: that the policy will in fact have 
the anticipated effect.

Contemporary economic research features more complex, dynamic mod-
els. These, too, face the imperative to constrain individuals’ behavior so that 
economists can derive definitive predictions of policy effects. This leads to 
desperate theoretical measures that rightly test the patience of nonecono-
mists. An example is the late twentieth- century “new classical” model of “ra-
tional expectations.” The approach posits that individuals know just which 
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model to use in making their forecasts of the future. This is conveniently 
assumed to be the very same model that the economist uses to predict policy 
outcomes. Only on this basis can the approach generate policy predictions.

e c o n o m i c  t i m e -  t r av e l  m a c h i n e s

The foregoing discussion leads to a fantastical conclusion. Economists seek 
to construct time- travel machines— economic models that permit them to see 
tomorrow, today. Good models, it is hoped, can tell us what the effects will be, 
tomorrow and beyond, of policy initiatives taken today. Building economic 
time- travel machines requires theoretical gymnastics that constrain agent 
expectations and behavior, so that individuals always act just as economists 
need them to (Grabel 2000). The economic agent must be endowed with 
the mind and tools of the economist— were the economist to be omniscient. 
The problem, of course, is that the models presume what we need to know 
but which is, in fact, largely unknowable: how the actual people populating the 
actual economy at a particular moment in time will in fact develop their expec-
tations in response to a particular policy innovation. Economics succeeds in 
generating determinate predictions only by leaving real human beings, with 
their cognitive limitations and biases, completely outside the analysis. Lead-
ing economists tend to repress this fact. Thomas Sargent (2019), a prominent 
pioneer of rational expectations modeling, claims that “when we have good 
theories of other people, what they are likely to do determines what we expect 
them to do.” In fact, much of economics works in precisely the opposite di-
rection. It takes what economists need people to do for the sake of their time 
travel as determining what economists expect them to do.21

The problem with economic time- travel machines is that individuals who 
populate the economy, just like economists, face irreparable ignorance. They 
have limited knowledge of the economy at the moment they act. They can’t 
know, for instance, what other individuals will do today and tomorrow and 
how that will alter the economic landscape. Their knowledge of the world is 
partial and often tacit (Hayek 1974). If they possess dependable knowledge 
at all, it is only of their immediate world. But events far afield will affect the 
outcome of their projects. The high school graduate forgoes college to take 
a high- paying job in the local industry, unaware of corporate plans to move 
its production abroad. The baker knows the current tastes of her consumers, 
but she doesn’t know now next month’s dieting fad that will discourage them 
from buying what she has to sell.

If individuals must act in the fleeting present to achieve future goals, then 
they need to know not just about the current state of the world but about the 
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world as it will be tomorrow. That knowledge, however, is forever deferred. 
Individuals compensate for this epistemic limitation by making best guesses 
about what the future will bring. They rely on heuristics, like the presumption 
that the immediate future will be like the immediate past in relevant respects. 
Those expectations will bear on what they choose to do today. But in the ag-
gregate, today’s decisions shape tomorrow’s world. So each individual faces 
the bewildering task of guessing what other individuals expect, how those 
expectations will affect their behavior, and how their collective behavior will 
affect the future (J. M. Keynes 1936, chap. 12). Only with that information can 
individuals be secure in their decisions today. But that information cannot 
possibly exist at the time decisions must be taken.

If we accept that individuals in the economy face irreparable ignorance 
owing to the simple truth that we “cannot have knowledge of what will be,” 
then it becomes difficult to claim to know even probabilistically how they will 
respond to the complex stimuli they confront (Shackle [1972] 1992, xi; see also 
Nelson 2004). I have drawn on Shackle extensively here, and with good reason. 
Shackle recognized that economics is a study of ideas about the economy that 
inform economic activity rather than of brute objective forces that dictate out-
comes. “Economics is about thoughts. It is therefore a branch or application of 
epistemics, the theory of thoughts” (Shackle [1972] 1992, xx). Rodrik (2017, 159, 
163) emphasizes the same point today: “Yet without ideas . . . the concept of 
self- interest is empty and useless. . . . In truth, we don’t have ‘interests.’ We have 
ideas about what our interests are” (cf. Knight [1921] 2014, chap. 7).

There is no escape from the problem. Individuals engage an unknowable 
future. Their behavior cannot be derived from a restrictive notion of ratio-
nality. Individuals are forced to rely on “images of a future state of affairs,” 
“common sense,” “intuition,” “superstitions,” “hunches,” the “subconscious,” 
“convictions or opinions” (Knight [1921] 2014, 201, 229– 30), “trained instinct” 
(Marshall [1890] 1920, 337), “speculative hopes and anxieties, the expectations 
conjured from scarcely recognized suggestions and principles of interpreta-
tion” (Shackle [1972] 1992, 112), unacknowledged biases, and the judgments 
and anxieties of the groups in which they are embedded (Sommers 2011; Ba-
zerman and Tenbrunsel 2011). Knight ([1921] 2014, 202) articulates the idea 
this way: “We do not perceive the present as it is and in its totality, nor do we 
infer the future from the present with any high degree of dependability, nor 
yet do we accurately know the consequences of our own actions.” An impor-
tant implication follows. In planning their strategies, individuals are engaged 
in the practice of imagination rather than rational calculation (Beckert 2016).

None of this implies that reasonable predictions can’t ever be made. Be-
havioral conventions often induce practices that generate dependable results, 
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which in turn sustain and enforce the convention. Once established, the con-
vention to drive on the right- hand side of the road ensures that most drivers 
make it to their destinations safely. The result is to make the world navigable, 
secure, dependable. In the social domain, conventions make much of what is 
regular, regular. When conventions become institutionalized, such as in the 
law, they direct behavior and, to varying degrees, bring about the outcomes 
that the behavior was intended to secure. Conventions can convert an un-
knowable future into a knowable future. In economics, convention secures 
price stability, upon which economic survival depends. “Stability by conven-
tion, by indolence, by letting ‘well’ alone, by the strong instinct to preserve a 
frame of sanity, by the need of humanity’s self- esteem to pretend to control its 
affairs, has to serve instead of stability determined by reason and knowledge” 
(Shackle [1972] 1992, 112).

All is well here— dependable, stable, secure, knowable— until, without warn-
ing, it isn’t. Ruptures in behavior can suddenly and without warning disrupt  
the course of events and defeat expectations of the future. The belief that 
other drivers will stay on the right- hand side of the road is confirmed many, 
many times during many safe journeys, and then suddenly and without 
warning, it is shattered by a distracted driver. Knowing the future, then, re-
quires far more than knowledge of existing conventions and institutional ar-
rangements. It also requires a correct specification of the forces that disrupt 
those institutionalized conventions and behaviors (North 1999). We would 
need to know in advance when a behavioral convention was about to be shat-
tered. But a successful theory of that sort would necessarily fail because it 
would change behaviors in the present as actors positioned themselves for the 
now- known disruptions ahead. The knowledge would not prepare us for the 
future so much as change it— in unknowable ways.

Common Epistemic Errors

t h e  l aw  o f  t h e  c o n s e r vat i o n  o f  t r u t h  a n d  t h e 

p r o b l e m  o f  u n l e a r n i n g

One can recognize the problem of irreparable ignorance and yet presume a 
progressive model of economic knowledge on the grounds that imperfect as 
our knowledge is, it is necessarily improving over time (see figure 5.1). In the 
progressive view of economic science, although there is no surefire test to 
judge contradicting economic theories, economists can be sure that today’s 
economic knowledge is far more accurate than the economics of the past. 
Though the knowledge- generating project in economics is not finished, and 
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perhaps though there is no possibility of it being finished, economists at least 
are closer to dependable knowledge of causal mechanisms and have better 
access to the state of the world than in the past. We should carry on down 
this road, the argument goes, pursing the imperfect project of knowledge ex-
pansion, since it promises to get us there (or closer to there) better than any 
alternative path.

Faith in the progression of economic knowledge depends on what we 
might think of as a “law of the conservation of truth”: the belief that we learn 
and we carry into contemporary economic practice only what is wise and 
correct in the work of our predecessors, while discarding only their errors. 
Taking this view, we can be assured that contemporary work is necessarily 
better than the work of previous eras. Deirdre McCloskey tells a story of  
what she calls a “Big Deal economist” (a Nobel Prize winner) who boasts 
that his syllabus includes only articles from the preceding five years. Why go 
back further, when the new represents an unambiguous improvement over 
the old?

This view is irresponsible.22 The development of economics is marked by 
perpetual forgetting. I can’t reproduce for myself Adam Smith’s training or life 
experiences; nor can each generation of economists go back and duplicate 

f ig u r e  5.1. Knowledge expansion, standard view
In the conventional view, economic knowledge necessarily expands over time.
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the training of their professors before going off to contribute new thoughts. 
In proceeding to generate new knowledge economists do as much unlearning 
as learning, and as much forgetting as remembering. What economists have 
forgotten can harm those they purport to serve, especially during crises. In 
those moments economists must begin anew a process of unforgetting what 
they needed to remember in advance of the crisis.

But how are economists to know what exactly they need to take from 
their predecessors, and what they can safely leave behind? What should they 
take— their substantive claims, their concepts, or just their methods? The 
unsatisfying but inescapable point is that there is no dependable criterion 
for selection. Exacerbating the problem, the process of filtering past work is 
generally conducted implicitly, by what is put on and left off the syllabus, and 
by offhand comments by professors to their graduate students from which 
students infer which scholars and ideas do and don’t deserve respect.23 Econ-
omists lack dependable selection mechanisms that direct them to choose to 
remember and to forget just the right things. And so economists fight among 
themselves in perpetuity over what to carry forward from Adam Smith, say, 
or from Keynes, without a dependable standard for demonstrating that their 
selections are right or wrong. These selections are always influenced and 
sometimes driven by professional norms and conventions, by the sociology 
of the economics profession, the epistemic status of which is unsecure.

k n o w i n g  m o r e ,  n o t -  k n o w i n g  l e s s ?

The progressive view of economic science depends on further propositions 
that do not hold up to scrutiny. First, it presumes that because knowledge 
expands over time, ignorance necessarily recedes (figure 5.2). As we learn 
more about the world, isn’t there less we don’t know? Imagine, if you can, 
perfect knowledge. We can represent that spatially in a rectangle, divided 
into the domains of knowledge (what we know) and ignorance (what we do 
not— yet— know). It would seem that learning presses up against the bound-
ary separating the two domains, expanding knowledge and shrinking igno-
rance. Or consider mapping a terrain. Over time, based on what we learn, 
we can improve the map intensively, adding contour lines, and extensively, 
expanding the borders of the known. The progressive view of economic sci-
ence holds that this is precisely what happens. Our knowledge of the world 
extends and deepens; our ignorance shrinks. Today we are less ignorant than 
were our predecessors in 1970, say. And those who follow in 2070 will con-
front a world in which even less is unknown.
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Episteme, Techne, Phronesis

But what if everything there is to know is not a finite quantity that can be 
represented by an enclosed space, like a rectangle, that can be increasingly 
filled in with knowledge? What if the terrain of the unknown is infinite? In 
this case, expanding knowledge doesn’t reduce the domain of ignorance. In-
stead, expanding knowledge makes relevant and even urgent new domains of 
“unknowledge” that previously did not concern us. We did not need to know 
the effects of nuclear weapons before scientists developed the knowledge nec-
essary to build them. We might say that nineteenth- century civilization was 
characterized by ignorance as concerns the effects of nuclear weapons. But 
that ignorance was irrelevant then and during the preceding millennia. It was 
made urgently salient by the new knowledge that permitted the construction 
of the bomb.

One way to grasp the issue is to recognize the distinct forms of human 
knowledge. “Episteme” refers to abstract, scientific knowledge, of the sort con-
veyed in textbooks, such as the principles that facilitate machine learning and 
AI. In contrast, “techne” (root of the word technology) refers to how- to knowl-
edge. This kind of knowledge is often tacit and acquired through practice. In-
dividuals may know how to do all sorts of things, like using AI, that they can’t 
explain in terms of abstract principles. “Phronesis” refers to practical wisdom, 
defined as the capacity for good judgments about how to use the knowledge 
(episteme and techne) that humans acquire. Knowing when AI should and 
should not be used, by whom, and for what purposes requires phronesis, not 
just episteme or techne.

f ig u r e  5.2. Knowledge and ignorance, standard view
In the conventional view, ignorance recedes as knowledge expands.
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Distinguishing between various kinds of knowledge helps us appreciate the 
contradiction that new knowledge that expands human capacities also expands 
our ignorance concerning things we need to know. Think again of the advance of 
knowledge embodied in new technologies like genetic engineering, AI, infor-
mation technologies, social media, financial trading algorithms, and blockchain 
technology. Each of these is associated with an expansion of human knowledge 
and each expands the domain of human capacities. But each brings to the fore 
new ignorance that was not salient before the arrival of the new knowledge. 
The invention of autonomous vehicles generates new uncertainties about 
how they will perform in complex driving conditions, the risk of cyberattack- 
generated accidents, and the number of serious injuries and fatalities they will 
both cause and avert (Kalra and Paddock 2016). New medical procedures, like 
genetic editing using CRISPR technology, raise difficult phronetic questions 
about the technology’s potential use (and abuse), its intended and unintended 
effects, the nature and efficacy of its regulation, and the possible unintended 
consequences of any regulatory regime. Just as urgent are new moral questions 
that were simply not salient until the emergence of the new knowledge, such as 
when and for what purposes to use the technology. With good reason do Sey-
bert and Katzenstein (2018, 127) argue that in the case of CRISPR “the quest for 
control has produced additional uncertainty.” Once the technology comes into 
existence, the practical need arises to probe new questions that made no sense 
and perhaps could not even have been formulated beforehand.

Moral uncertainty is central to the ignorance- generating force of knowl-
edge. A paradigmatic controversy today concerns how safe autonomous ve-
hicles must be before they are introduced to the market. Is it morally suffi-
cient that they reduce overall injuries and fatalities by a small margin, even if 
they cause some accidents that human drivers might have avoided? Or must 
they be proven to outperform human drivers by a wide margin before they 
are approved (Kalra and Groves 2017)? Another debate concerns the ethical 
algorithms that should ideally be embedded in autonomous vehicles that will 
guide their operation. In this case, as in so many others, lives are at stake. 
If a child runs out in front of an autonomous vehicle, should the algorithm 
cause the vehicle to careen off the road, risking the death of its passengers, 
when the vehicle calculates this is the only way to avoid hitting the child?24 
Whose lives should be prioritized in such situations: the vehicle’s owners— 
the vehicle is their property, after all— or the lives of pedestrians? Should it 
matter if there are several passengers and just one child? What algorithm 
should the vehicle employ instantaneously in reaching its “decision” about 
whose lives take priority, if the vehicle’s “brain” acquires the ability to make 
such distinctions? Answering these questions is emerging as an urgent matter 
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for ethicists, designers of autonomous vehicles, and regulators. Complicating 
matters, evidence suggests that people disagree on these fundamental ques-
tions (Maxmen 2018).

Other confounding questions arise in the context of new technologies. 
How will the new knowledge be adapted by those using them? Will the con-
sumers of AI hack the software, altering its decision- making algorithms to 
achieve some purpose or other? Will it be put to malevolent purposes? The 
people who designed the platforms for social media could not have antici-
pated the ways in which social media would induce public shaming and bul-
lying of children, inducing anxiety and suicides, or how the technologies 
would be exploited by Russian hackers to alter the outcome of not just the 
US national elections in 2016 but the deeper trajectory of US politics for the 
foreseeable future. Nor did they anticipate the use of the new technologies to 
undertake “deep fakes” that provide new strategies to cause public confusion 
and serious harms. Finally, what further technological advances will a new 
technology enable; under whose control will those advances be made; and 
what will be the effects of these knock- on innovations?

Decision makers also face the “innovation dilemma” when confronting 
choices over technologies (Ben- Haim 2019, 108ff). A tried- and- true technol-
ogy might generate a level of performance that is well understood. A new 
technology might emerge that offers a potential improvement in performance.  
Owing to its novelty, however, achieving that level of performance is uncer-
tain. Should the technology be adopted? Uncertainty also arises about the 
technology’s possible misappropriation, secondary and unintended effects, 
etc. These uncertainties and the decision maker’s dilemma are produced by 
the new knowledge embedded in the new technology.

Social Technologies

Now consider another kind of discovery: the discovery of a new kind of pol-
icy that is intended to address a pressing social problem. This, too, amounts 
to a new technology: new how- to knowledge. Consider new neoclassical eco-
nomic technologies that emerged over the past half century, such as the use of 
market mechanisms to improve public education or the social welfare system, 
or to promote ecological sustainability. One example is the use of transfer-
able carbon emissions permits to address climate change. Or consider smart 
cities, climate- smart agriculture, geoengineering, and green growth. Each is 
intended to extend human control in ways that solve pressing problems. But 
predicting the effects of these expert- defined solutions requires oversimplify-
ing the landscape in which they will work their effects:
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Conceived in narrow, technical terms, informed by relatively homogeneous, 
specialist views, these core organising ideas for high- level global policy- 
making typically emphasise aspiring control, asserting romantic visions of 
visionary leadership, heroic expertise, deterministic systems, orderly values, 
convergent interests, compliant citizens and expediently predictable futures. 
(Scoones and Stirling 2020, 1– 2)

When any of the abovementioned conditions do not hold, the new social 
technologies generate new regions of irreparable ignorance and unforesee-
able harm.

One final example will have to suffice. Blockchain technology has enabled 
the creation of cryptocurrencies like Bitcoin. Proponents see cryptocurren-
cies as creating efficiency and especially transparency in the payments sys-
tem. They claim that cryptocurrencies promote freedom from government 
monopolies on money creation while offering safe opportunities to store 
wealth in countries where the central banks and the domestic banking system 
are prone to incompetence and instability (Seybert and Katzenstein 2018). 
Cryptocurrencies, proponents say, promise the average person opportunities 
for freedom and security that have long been available only to elite inves-
tors and large firms. The new monetary utopia marks a radical break with 
established strategies for addressing social problems. But like other innova-
tions, cryptocurrency creates new urgent questions that could not have been 
answered before the technology’s implementation. As critics of cryptocur-
rencies have by now demonstrated, the unintended consequences of this “de-
mocratizing” innovation include the unanticipated fleecing of naive investors 
and the monopolization of control by very few actors, the facilitation of orga-
nized criminal networks, tax evasion by wealthy investors, and the use of ran-
somware to extract untraceable payments (using Monero, a more anonymous 
alternative to Bitcoin; see Panda 2018). Taking stock of the situation, Nouriel 
Roubini (2018) concludes that “blockchain has given rise to a familiar form 
of economic hell” in which “a few self- serving white men (there are hardly 
any women or minorities in the blockchain universe) pretending to be messi-
ahs for the world’s impoverished, marginalized, and unbanked masses claim 
to have created billions of dollars of wealth out of nothing.” Roubini points 
to “the massive centralization of power among cryptocurrency ‘miners,’ ex-
changes, developers, and wealth holders” to demonstrate that “blockchain is 
not about decentralization and democracy; it is about greed.”

The startling conclusion to this line of argument is that new knowledge 
brings into play new domains of mystery. “We live on an island of knowledge 
surrounded by a sea of ignorance,” writes physicist J. A. Wheeler. “As our 
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island of knowledge grows, so does the shore of our ignorance” (Horgan 1992; 
cited in Ben- Haim 2019). The simple but arresting idea is reflected in figure 5.3.  
The shoreline is where ignorance is salient. It is where what we don’t know mat-
ters. From this perspective, there is no guarantee that as the island grows, 
our new knowledge will ensure good outcomes. Instead, the newly salient 
ignorance that is brought into play by new knowledge can be very dangerous.

k n o w i n g  m o r e ,  h a r m i n g  l e s s ?

The progressive view of knowledge expansion is associated with a further 
proposition that is equally unsecure. The progressive view presumes a mono-
tonically increasing function between knowledge acquisition and social ben-

f ig u r e  5.3. Expanding knowledge and salient ignorance
Contrary to the conventional view, new knowledge expands the domain of salient ignorance, represented 
by the shoreline separating the island of knowledge from the infinite ocean of ignorance.
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efit. As virtuous professionals learn more, their contribution to social better-
ment necessarily increases (see figure 5.4).

But if new knowledge expands human capacities while also expanding the 
domain of salient ignorance, then it is possible that new scientific or social 
technology might undermine the project of social betterment (see figure 5.5). 

f ig u r e  5.4. Expanding knowledge and social benefit, standard view
In the conventional view, expanding knowledge necessarily promotes social benefit.

f ig u r e  5.5. Indeterminate relation between expanding knowledge, social benefit, and social harm
Contrary to the conventional view, new knowledge promotes social betterment and induces social harm.
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The relationship between knowledge acquisition and social betterment is, 
then, contingent, indeterminant, and, as a consequence, unpredictable (Der-
byshire 2020).

As concerns its use, knowledge is typically indiscriminate. It allows for so-
cially beneficial and socially destructive applications and effects. Social media 
and blockchain technologies are examples of a much more general problem. 
Moreover, the decision sciences, which explore how decisions actually get 
made, have come to find that “no simple relationship exists between more 
information and better decisions” (Weaver et al. 2013, 42). Complicating mat-
ters, knowing the right ways to use new knowledge often requires trial and 
error, the outcomes of which are uncertain and potentially damaging. And so 
it should be unsurprising that technologies that promise greater control over 
our environments, such as genetic engineering in agriculture, can leave us 
increasingly vulnerable to new sorts of threats. We can hope that the damage 
may be short- lived and quickly overcome by new increments of knowledge 
that teach us, say, how to use and protect ourselves from potentially danger-
ous technologies. But that hope often proves to be naive. Increments of new 
knowledge can interfere with rather than advance social betterment.

t h e  i l l u s i o n  o f  c o n t r o l

Economists construct very simple, imaginary model worlds in order to rea-
son about policy effects. The imaginary model world of perfect competition 
featured in the standard textbook is ideal for this purpose. In that world, eco-
nomic policy has knowable effects. In that world, for instance, the economist 
knows that an increase in the minimum wage will increase unemployment. 
And in that world, policy is implemented and enforced just as the economist 
intends. There is no slippage between policy design and application.

The device of imaginary model worlds provides the illusion of adequate 
knowledge. Economists constructing models impose sufficient conditions 
and simplifications so that they know all there is to know about the connec-
tion between a policy and its effects in the model world. Here, the economist 
can bring about good outcomes with no unanticipated consequences. Model-
ing of this sort is deeply gratifying. Within the model world the economist 
achieves absolute control. Why? Because the model is set up to provide that 
control.

An enormous, consequential mistake occurs, however, when economists 
carry forward the “control story” from the model world to the real world, 
the world where actual policy interventions occur (Colander 2005b). Con-
trol requires adequate knowledge of the world. But if economists face severe 
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epistemic limits, then economists also face severe limits on their ability to 
exert control in the world. Absent adequate knowledge, the economist at best 
wields influence without control. Influence without control implies that each 
economic intervention that economists advocate is, essentially, a social ex-
periment whose outcome cannot be ascertained in advance. We may hope 
that a real- world policy experiment will yield the same beneficial effects it 
yields in the model world, that most unintended consequences will be ben-
eficial, and that harmful unintended consequences will be tolerable. But the 
fact of the matter is that none of those outcomes is assured at the outset of 
the experiment.

Influence without control is both the product and the source of epistemic 
insufficiency. Policy economists typically face the second type of irreparable 
ignorance specified above. They can learn what they need to know about a 
proposed policy intervention in the context it will be introduced only after 
the fact. Like the famished hiker confronting the berries, economists can 
make informed guesses but cannot know or control whether the “fruit” is 
harmful to society until a leap of faith is taken and the policy is introduced.25 
There is no other way to gain knowledge of the policy’s effects at the time the 
policy decision must be made.

Economists face another domain of irreparable ignorance that under-
mines their control. The domain includes the myriad factors that bear on 
policy choice, implementation, and administration. Noneconomists weigh 
professional economic advice against many other considerations and often 
pick and choose which economic propositions they will draw on when decid-
ing what to do, or when trying to justify decisions after they have been made. 
So do the administrators who are empowered to implement and manage 
policy. Legislation is never sufficiently comprehensive to anticipate all situ-
ations to which it applies. Decisions must be made about the rules that will 
be adopted to implement a policy, and about how to apply those rules (and 
what exceptions to make) in each particular situation. Administrators enjoy 
varying degrees of autonomy to interpret and implement legislation. They 
can seek to follow the letter of the law, pursue the spirit but not the letter of 
the law, or work to subvert the intent of the law. US President Biden’s admin-
istrative appointees, for instance, are interpreting US law on immigration, 
public health, and ecological protection in ways that break decisively with the 
decisions of Trump appointees.

A sobering conclusion follows. Even if economists could predict the ef-
fects of a policy they advocate were it to be introduced and managed just as 
they hope, they cannot possibly know policy effects in a complex policy- 
making environment where their expertise is but one input. If they cannot 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



82 c h a p t e r  f i v e

know all the factors that go into the implementation of a policy, they cannot 
begin to control its ultimate impact.

e c o n o m i c s  v s .  o t h e r  p r o f e s s i o n s

Many other professions risk harming, and for some of the same reasons. Phy-
sicians face severe epistemic limitations in their work. They harm by act-
ing on the basis of imperfect medical science and mistaken judgments about 
the patients they treat. Epistemic limitations deprive them of control over 
therapeutic outcomes. Engineers, too, face epistemic limitations. Like econ-
omists, their projects affect large numbers of people extending over many 
generations. But professions vary in terms of their epistemic limitations and 
the harms those limitations induce. If we theorize a continuum ranging from 
those professional fields in which knowledge is largely adequate to those where 
it is deficient, we might place basic civil engineering near the pole of epistemic 
adequacy and medical practice at a middle point.26 In con trast, economics re-
sides in the zone where ignorance is extensive and deep (see figure 5.6).

If we construct a second continuum mapping the risks resulting from epi-
stemic insufficiency, we are apt to place basic engineering in the benign zone, 
where the risks are well understood and manageable, medicine again at a 
middle point, and economics in the perilous zone, where dragons roam (see 
figure 5.7). Here ignorance is vast, influence is deep, and control is altogether 
absent. The risk is magnified by the proclivity of economists to pursue opti-
mal outcomes that are extremely vulnerable to forecasting errors, rather than 
robust strategies that are apt to perform well enough under a wide range of 
unknown futures (see chap. 11).

Figure 5.7 would have appeared quite different were we charting the pro-
fessions in, say, 1900 or even 1950. Over the course of the twentieth century 
the economics profession achieved tremendous influence over how other 
experts and policy makers approach most domains of social policy, ranging 
from health and education to environmental regulation. A direct link can 
be drawn from twentieth- century economic theory to policy innovations 
such as deregulation of transportation, finance, and telecommunications, the 

f ig u r e  5.6. Severity of epistemic insufficiency
The epistemic problem is far more acute in economics than in many other professions.
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f ig u r e  5.7. Risk associated with epistemic insufficiency
The risk arising from epistemic insufficiency is far more acute in economics than in many other  
professions.

introduction of school vouchers, the sale of visas, the marketing of pollution 
permits, and the privatization of prisons. In all these cases economists advo-
cated the reforms on grounds of promoting social betterment by enhancing 
economic efficiency. At the same time, institutional reforms at the national 
and international levels provided economists with substantial new sources of 
influence. In this context we can think of the creation of independent central 
banks across the globe as banks were freed from oversight by political offi-
cials; and the empowerment of the international financial institutions, such 
as the World Bank and the International Monetary Fund, at a time when 
these institutions were becoming principal actors in economic policy making 
across Latin America, Africa, and Asia. By the late twentieth century econo-
mists had achieved unprecedented influence, which they happily exploited. 
But with that influence the profession did not acquire an ounce of control 
over policy decisions, modes of implementation, or policy effects. Not be-
cause it did not seek control but because control in the social world is unat-
tainable. As its influence grew, then, the economics profession slid along the 
continuum to higher and higher levels of risk of inducing harm.

Conclusion

All economists, regardless of their theoretical and methodological commit-
ments, face the problem of irreparable ignorance. And yet the profession 
emphasizes what it thinks it knows while suppressing what it does not and 
cannot ever know. Hubris spans schools of thought, and it is exceedingly 
dangerous. When combined with extensive influence, it can be deadly. The 
import of this insight is blocked in a profession where harm is weaponized 
rather than treated as a shared problem facing all economists.

Rectifying the problem in economics requires honest engagement with the 
limits to knowledge and the implications of that insight for professional prac-
tice. Scoones and Stirling (2020, 11) point us in the right direction. “In embrac-
ing uncertainty in modelling practice,” they write, “the emphasis must there-
fore shift towards active advocacy of qualities of doubt (rather than certainty), 
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skepticism (rather than credulity) and dissent (rather than conformity)— and 
so towards creative care rather than calculative control.”

That seems to ask a lot of economists. But looked at in another way, it 
relieves the profession of burdens it has carried but should not: the burdens 
of trying to access the inaccessible, to know the unknowable, and to control 
the uncontrollable.

In this discussion of irreparable ignorance, I have sidestepped altogether 
a particularly acute epistemic problem. Economic explanation and policy de-
sign entail causal claims. But tracing causality in economics is an exercise 
that, ultimately, is grounded in fictitious counterfactual accounts of imagi-
nary worlds. This issue is sufficiently complex and important to warrant its 
own chapter. This is the topic of chapter 6.
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Counterfactual Fictions in Economic  
Explanation and Harm Assessment

Nothing can ever happen twice
In consequence, the sorry fact is
that we arrive here improvised
and leave without the chance to practice.

— w i s l awa  s z y m b o r s k a ,  Nothing Twice

[The] world we live in is not an ergodic world. . . . For an enormous number of issues 
that are important to us, the world is one of novelty and change; it does not repeat itself.

— d o u g l a s  n o r t h  (1999, 3)

The Trans- Pacific Partnership

In 2016 the Obama administration reached agreement with other countries 
over a massive trade deal, the Trans- Pacific Partnership (TPP). The agreement 
would have promoted trade among the US, Japan, Canada, Mexico, Australia, 
Singapore, and several other countries linked by the Pacific Ocean. In the run-
 up to congressional consideration of the TPP, economists generated predictions 
of its effects on the US and other countries. The most prominent study was con-
ducted by Peter Petri and Michael Plummer (2016) of the Peterson Institute for 
International Economics. The study employed a massive “computable general 
equilibrium” (CGE) model. CGE models purportedly allow researchers to trace 
through the effects of any one economic change on other parts of the economy 
to derive the sectoral and overall aggregate effects. The model was complex, with  
“108,000 rows and columns, which are equations and variables” with “1.18 mil-
lion data points.” How could it possibly have been wrong?

The Peterson model predicted that relative to a world without the TPP, 
the trade agreement would generate a modest increase in national income  
for the US, with much greater increases for other TPP signatories (such as 
Vietnam— an 8% increase by 2030). The model predicted rising wages in the 
US, with no effects on US employment levels and no effect on income inequal-
ity. Immediately following the release of the Peterson study, economists at the 
Global Development and Environment Institute (GDAE) at Tufts University 
generated their own forecast of the effects of the TPP using the UN Global 
Policy Model (Capaldo, Izurieta, and Kwame Sundaram 2016). The GDAE 
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economists used the Peterson predictions of the increase in trade flows under 
the TPP, but they dropped what they took to be several unrealistic assump-
tions embedded in the Peterson model. The GDAE model predicted that 
relative to the non- TPP scenario, the TPP would generate negative economic 
growth for the developed- country signatories, negative growth for non- TPP 
members, and increased income inequality in the US and other countries.

How could two models using identical projected trade flows reach such 
fundamentally different conclusions? The critical driver of their respective 
results was their conflicting assumptions about the way economies work. The 
Peterson economists simply assumed that trade does not affect employment 
levels. Their model also presumed that trade generates increases in labor pro-
ductivity that automatically induce corresponding increases in wages, a cen-
tral belief in neoclassical economics for over a century. They put it this way, 
without embarrassment:

The model assumes that the TPP will affect neither total employment nor the 
national savings (or equivalently trade balances) of countries. This “macro-
economic closure” assumption allows modern trade models to focus on the 
goals of trade policy— namely sustained productivity and wage increases 
through changes in trade patterns and industry output levels.

The GDAE economists dissented. They dropped the assumption that trade 
has no impact on unemployment. They also assumed that intensified com-
petition associated with trade liberalization depresses wages and promotes 
faster technological change, together reducing the share of national income 
that flows to workers. The GDAE economists assumed that the trade agree-
ment would increase cross- national investment (called foreign direct invest-
ment, or FDI), to exploit higher potential returns on investment abroad. They 
assumed that increased FDI would increase the share of US national income 
that went to investors, at the expense of American workers.

Some economists rallied behind the Peterson study (see Lawrence 2016), 
while others sided with GDAE (see Drake 2016). But why? Shouldn’t econo-
mists know by now how trade liberalization affects national economies? After 
all, countries have been negotiating trade agreements for centuries.

*
Trying to know the future is a daunting exercise. Not just the distant future; 
even next month is fundamentally uncertain in salient respects. Often the 
future unfolds just as we might expect— and then, without warning, events 
violate our expectations. But what about the past? Can’t we at least be secure 
in our knowledge of what has already happened, and why?
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Leading economists who have wrestled with the problem of ignorance 
have drawn a sharp epistemic distinction between the future and the past. 
Knight ([1921] 2014, 199) argued that “we live only by knowing something 
about the future; while the problems of life, or of conduct at least, arise from 
the fact that we know so little.” In Knight’s view, future economic events are 
characterized by uncertainty, where there are no probabilities to guide us. 
Drawing on Knight, Shackle ([1972] 1992, xii– xx) contrasted “the forward 
look into the void of unknowledge, and the backward look into the past with 
its ascertainable history” (emphasis added).

The distinction between an ascertainable past and an unknowable future 
has been readily accepted by those economists who probe the limits to eco-
nomic knowledge. That seems to make sense. As concerns the past we have 
a good bit of information, imperfect though it is, about what in fact hap-
pened. By “what happened” I mean the occurrence and sequence of certain 
events and the approximate values of many variables at regular intervals. As 
concerns the future, on the other hand, we cannot know in advance of its ar-
rival the occurrence or order of many events, or the values of key variables. 
The epistemic distinction between the past and the future, then, just seems 
to make sense.

But the distinction doesn’t hold up under closer scrutiny. The kind of 
knowledge economists typically need to do their work is causal knowledge. 
They need to ascertain what causes what, or by how much the magnitude of 
one variable affects another, and why. Trade economists, as we’ve just seen, 
rely on causal mechanisms and pathways when trying to ascertain how a pro-
posed trade agreement would generate and distribute benefits and harms. 
And when it comes to knowledge of causality, the basis for a sharp epistemic 
distinction between the past and the future evaporates. In this respect the past 
is just as inscrutable as is the future. Here we explore why.

Causality and Counterfactualization

Consider a simpler scenario than predicting the effects of a complex trade 
deal. Imagine that two economists are debating whether raising the mini-
mum wage in New York City today will increase unemployment one year 
hence, and if so, by how much. We might expect their conclusions to conflict 
since they are trying to predict the future, but we might at least assume the 
economists would be sure about and agree on the effects of past increases 
in the minimum wage. This question, we might think, submits to certain, 
objective analysis, relying on well- established theoretical models and empiri-
cal techniques. As Fischhoff (1982, 335) put it, “Whatever the question we are 
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asking, it is generally assumed that the past will readily reveal the answers 
it holds. Of hindsight and foresight, the latter appears as the troublesome 
perspective.” Note, however, that the question of a policy’s impact concerns 
causality. And I want to suggest that (1) the standard forms of causal knowl-
edge in economics entail counterfactual reasoning; (2) all counterfactual rea-
soning is, by definition, fictitious; and (3) counterfactual- dependent causal 
claims are, then, likewise fictitious.

What are counterfactuals? A useful definition is this: counterfactuals “are 
subjunctive conditionals in which the antecedent is known or supposed for 
purposes of argument to be false (Skyrms [1980])” (Tetlock and Belkin 1996, 
4). Consider the simple statement, “Had the minimum wage been increased 
last year, unemployment today would be 1% higher than it is.” “Had the mini-
mum wage been increased last year” is the false antecedent; “unemployment 
today would be 1% higher than it is” is the subjunctive conditional.

Counterfactual reasoning is inescapable in the social sciences, just as it is 
in daily life. We counterfactualize constantly as we navigate the world. I em-
phasize this point here so that I am not misunderstood as rejecting counter-
factualizing. According to the influential computer scientist Judea Pearl, the 
ability to counterfactualize distinguishes human reasoning from the cogni-
tive capacities of other species and represents the most formidable challenge 
to the realization of artificial intelligence (Pearl and Mackenzie 2018). Taleb 
(2010, 189) argues that “the ability to project conjectures into the future and 
play the counterfactual game” may be the “most potent use of our brain.” 
Thus, even if we discover irresolvable problems with counterfactualizing, liv-
ing without it is not an option.

Counterfactual reasoning applies equally to the explanation of events after 
the fact and to the prediction of future events. It informs judgments concern-
ing our past actions and the future actions we contemplate (Lebow 2010, 276). 
But most causal accounts in economics do not explicitly construct counterfac-
tuals.27 Economists are less inclined to frame their causal arguments in terms 
of counterfactual reasoning than are those political scientists, historians, and 
other scholars who routinely examine an individual case, such as the causes of 
WWI, or comparativists who explore small numbers of cases. But economic 
explanation is just as dependent on counterfactual analysis as are political and 
historical explanations. Why is this so?

c a u s a l  c l a i m s

The answer stems from the structure of causal claims that are routinely en-
countered in the social sciences, including economics, and that also underpin 
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much of the theoretical work on counterfactualizing (Lewis 1973, 556). The 
influential philosopher and classical political economist David Hume ([1748] 
2007, section VII) famously defined causality as follows: “We may define a 
cause to be an object, followed by another, and where all the objects similar 
to the first are followed by objects similar to the second. Or in other words 
where, if the first object had not been, the second never had existed.”

As is widely recognized, Hume’s statement conflates two distinct argu-
ments concerning causality. The first sentence defines causality in terms of 
constant conjunction (Goertz and Levy 2007; Lewis 1973), which suggests a 
relation of sufficiency. The second sentence defines causality instead in terms 
of necessity. All of this requires some unpacking.

When economists claim that event X is causally related to outcome Y, they 
are typically making one of several kinds of claims, such as (a) through (c):28

a. that X is necessary for Y (not- X → not- Y)
b. that X is sufficient for Y (X → Y)
c. that X is necessary and sufficient for Y (X → Y and not- X → not- Y)

Proposition (a) is consistent with Hume’s necessity definition: if X doesn’t 
happen, Y cannot happen, though X happening does not ensure Y. For ex-
ample, striking a match (X) may be necessary for the match to light (Y), but 
it will not suffice to light it if there is no oxygen present. Proposition (b) is 
consistent with Hume’s constant- conjunction definition of causality. When-
ever X occurs, Y will occur, though Y can occur without X. Being employed 
(X) suffices to ensure an individual receives income (Y), but she might receive 
income from other sources even if unemployed. Proposition (c) establishes 
the strongest causal connection between X and Y. Under (c), Y happens if and  
only if X happens. I receive the gold medal (Y) if and only if I cross the finish 
line first (X).

Now we can make sense of the connection between causal and counter-
factual claims. Imagine that in the real world X occurs and is followed by Y. 
Is X causal? Answering the question requires consideration of an alternative, 
counterfactual world in which X or Y does not occur. Causal claims (a) and 
(c) entail the strong assertion that in an alternative world in which X does 
not occur, Y cannot occur (see Goertz and Levy 2007, 15; Lewis 1973, 557). 
Claim (b) equivocates, asserting that in that alternative world Y can happen 
even absent X. But (b) does assert strongly that if Y (earning an income) 
does not happen, X (being employed) cannot have happened. The truth of all 
three claims, then, depends on the truth of a counterfactual claim about what 
would have happened or could happen in an alternative counterfactual world 
in which X or Y does not occur.
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Many scholars have argued that causal claims necessarily require counter-
factualizing.29 For instance, political scientists Philip Tetlock and Aaron Bel-
kin (1996, 3– 4) argue that “we can avoid counterfactuals only if we eschew all 
causal inference and limit ourselves to strictly noncausal narratives of what 
actually happened (no smuggling in causal claims under the guise of verbs 
such as “influenced,” “responded,” “triggered,” “precipitated,” and the like).” 
Economists, too, have sometimes theorized causality in terms of counterfac-
tuals. William Stanley Jevons ([1888] 2010, 239– 40), a nineteenth- century pio-
neer in mathematical economics, writes: “By the Cause of an event we mean 
the circumstances which must have preceded in order that the event should 
happen. . . . A necessary or indispensable antecedent is however identical with a 
cause, being that without which the effect would not take place.” Hicks (1980, 
7– 8) explicitly centers his account of causality on counterfactualizing “For 
causality, we must be maintaining that if A had not existed, B would not have 
existed; if not- A, then not- B. But not- A and not- B . . . are events which have 
not happened. (In recent discussions among historians they are described 
as ‘counterfactual.’)”30 The most influential advocate of the essential role of 
counterfactuals in economics today is the econometrician and microecono-
mist James Heckman. “A causal relationship is only well defined if a theory 
of potential counterfactuals is articulated and a mechanism generating varia-
tion in the causes is clearly specified” (Heckman 2001, 17).

t h e  f u n d a m e n t a l  p r o b l e m  o f  c a u s a l  i n f e r e n c e

Why does specifying causality require counterfactualizing? Consider what 
statistician Paul W. Holland (1986, 947) called the “Fundamental Problem of 
Causal Inference” (emphasis in original):

Causal inference is ultimately concerned with the effects of causes on specific 
units, that is, with ascertaining the value of the causal effect in (1) [Yt(u) − 
Yc(u), which gives the difference in the value Y of unit u under a treatment (t) 
and nontreatment (c)]. It is frustrated by an inherent fact of observational life 
that I call the Fundamental Problem of Causal Inference.

Fundamental Problem of Causal Inference. It is impossible to observe the 
value of Yt(u) and Yc(u) on the same unit and, therefore, it is impossible 
to observe the effect of t on u.

These abstract ideas can be put simply. To know whether a particular event 
(“treatment”) caused a particular outcome, one would need to run history 
twice— once in which the treatment is provided, say, to a particular person, 
and a second time in which the identical person under identical circumstances 
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is not given the treatment. For instance, inferring whether taking an aspirin 
causes Elise’s headache to recede would require treating her with an aspirin 
and observing the outcome, then going back in time to the very same mo-
ment, this time not treating Elise with the aspirin, and again observing the 
outcome. We would then be able to infer the causal effect of the aspirin by 
observing any differences in Elise’s condition under the two scenarios. But as 
Holland pointed out, it is impossible to do that. We can either treat or not treat 
Elise at any particular moment— we can’t do both. That is the Fundamental 
Problem. Social scientists are aware of it. In the social sciences “we cannot 
rerun history at the same time and the same place with different values on 
of our explanatory variable each time” (King, Keohane, and Verba 1994, 91). 
Hence the need for counterfactualizing machinery to mentally simulate the 
rerunning of history.

So far, so good. Now imagine again that some event X actually occurred 
and was actually followed by another event Y. We may want to claim that X 
was necessary for Y. We now see that making that claim requires making the 
counterfactual claim that had X not happened, Y would not have happened. 
Since in the actual world X did happen, we are left to speculate about what 
would have happened in an alternative world— a world we cannot inhabit— 
where X did not happen. But here a new problem arises: the veracity of a coun-
terfactual scenario where X does not happen cannot ever be confirmed or dis-
confirmed empirically because that historical path was precluded when X, in 
fact, occurred. When establishing a causal explanation, then, we must generate 
a fictitious narrative about what would have happened in an alternative world 
that was identical to the existing world in every respect but for the fact that 
X did not occur.31 As Heckman (2001, 17) puts it, causal explanation requires 
“thought experiments involving counterfactuals in imaginary worlds.” At the 
heart of an objective causal claim, then, is the construction of a fiction without 
which the objective causal claim cannot be sustained (cf. Beckert 2016, 51ff).

Fiction in social science: the claim strikes us as wrong. Surely there are some 
cause- effect linkages in the social sciences that we can know. Take the hy-
pothesis that increasing the rate of taxation on tobacco will reduce cigarette 
consumption. The claim that if the tax had not been increased last year, ciga-
rette consumption would be higher today, is dependable even if it is grounded 
in a statement about a hypothetical world. Typically, however, the social sci-
ences concern linkages that tend to be far more complex and uncertain than 
the causal impact of a tobacco tax.

Those theorists who have examined causality in the social sciences most 
carefully have converged on the conclusion that causal claims require coun-
terfactual projections. They have then had to grapple with the fictitious nature 
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of counterfactuals to ensure that the counterfactuals used to sustain causal 
claims are dependable. Several theorists have advanced demarcation crite-
ria to distinguish scientific from fanciful counterfactuals. For instance, Mary 
Morgan (2013) carefully probes the interpenetration of fact and fiction in eco-
nomic models that permit counterfactual what- if analysis. What will happen 
to unemployment, say, if the minimum wage is increased? “Imaginative sto-
ries prompted by the what- if questions that economists like to ask about their 
model worlds are where we see economists playing their games of make- believe” 
(Morgan 2014, 235, emphasis added). In her view what distinguishes economic 
science from science fiction is the practice of “keying”— matching aspects of a 
fictitious model to facets of the actual world, so that inferences from the model 
can tell us something useful about the world. She urges us to think of models as 
artifacts rather than mere fictions— as useful tools for social investigation that 
nonetheless incorporate fictitious claims.

Morgan’s approach is insightful. But good science fiction (and other forms 
of fiction) achieves the very same goal, as Morgan herself acknowledges. Good 
fiction often teaches us about our world by probing some imagined world 
that is very much like our own in most respects (keyed to our world), but 
unlike ours in one or more salient respects (Beckert 2016, 63– 64). A narrative 
unfolds that permits us to see our own world differently, or more deeply. The 
power of good fiction depends in part on our ability to situate ourselves in the 
narrative. Perhaps, then, we should not search for unbending demarcation 
criteria to distinguish social science counterfactual fictions from other fic-
tions. We might instead recognize the inherently fictitious qualities of social 
science (cf. McCloskey 1998; Leamer 2009). Ned Lebow (2010, 259) warns us 
that a failure to do so is harmful: “One of the more interesting— and ironic— 
findings in this regard is the degree to which a commitment to science and 
scientific methods by international relations scholars can constitute a major 
impediment to their practice of science.”

c a u s a l  f i c t i o n s  s i t u at e d  i n  t h e  f u t u r e  

a n d  i n  t h e  p a s t

We can now understand why economists debating the minimum wage might 
disagree not just about prospective impacts of proposed policy but also about 
the actual effects of past policy measures. The Fundamental Problem of Causal 
Inference undermines causal knowledge of the past and the future equally. 
Let’s assume that the minimum wage was in fact increased last year, and that 
in fact unemployment rose this year. That series of events in itself tells us noth-
ing about the causal relation between the two events. The risk of errant post 
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hoc reasoning— inferring that because one event preceded another it caused 
the successive event— is ubiquitous in causal analysis. When economists ad-
judicate the matter of past effects of policy they must put into the arena their 
contesting counterfactuals— their respective fictions of what would have been (or 
would be) but for the policy intervention (cf. Tetlock and Belkin 1996, 4). But 
that historical path, the path involving no increase in the minimum wage last 
year, was foreclosed the moment the policy was implemented. Our economists 
cannot ever observe the simultaneous treatment and nontreatment of the same 
individual or community. The resulting ignorance is irreparable. It must be man-
aged through counterfactualizing. But given the extent of human ingenuity 
and imagination, and the innumerable counterfactual stories that can be told 
and methods for generating them, we should have no trouble understanding 
why it is that the best minds with the best techniques in economics can and do 
disagree about something as apparently simple as the effects of increasing the 
minimum wage— its prospective effects, and even its effects in the past.

In this regard, then— in specifying causal relationships— there is no epi-
stemic distinction between the past and future. As soon as we insert a coun-
terfactual event like a policy intervention into the past or remove an actual 
event from it and ask what would have happened subsequently, we “are then 
telling an imagined story forward from that moment, time = T. It is not a story 
that actually happened. . . . All counterfactuals are histories of the future, even 
when they are situated in what we normally think of as past ‘calendar’ time” 
(Weber 1996, 276– 77).

Counterfactuals set in the future are just as temporally complex. Imagine 
that a policy is to be implemented next month, and economists want to infer 
now its future causal impact. Drawing that inference requires economists to 
position themselves in the future- future: at a point in time by which (they 
presume) the effects of the policy intervention will have emerged. Econo-
mists must presume that from that vantage point they will know the course 
of history as it has actually unfolded with the policy. They must also presume 
that from that vantage point they can compare the actual history with how 
it would have unfolded without the policy. Heroically, they must also pre-
sume that their science provides them time- travel machines that allow them 
to mentally occupy that position in the future- future today.32

Counterintuitively, there is good reason to suspect that reaching good judg-
ments about causal connections among past events is in some respects even 
more difficult than anticipating future causality. In scripting the past we are 
under the influence of hindsight and other cognitive biases that validate our 
worldviews and accord with our self- interests. Cognitive biases are particu-
larly likely “in the most subjective of all methods of inquiry, the counterfactual 
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thought experiment” (Tetlock and Belkin 1996, 37). “History is a terrible 
teacher,” Tetlock and Belkin (1996, 9) remind us. “When we look back into the 
past from the present, we occupy a privileged but also easily abused position.” 
Knowing about the succession of past events, “it becomes relatively easy to find 
antecedents that depict the consequence as the inevitable result of some ‘inexo-
rable’ causal process.”33 In theorizing the future, on the other hand, we are far 
more willing to accept “the complexity and indeterminacy of possible relation-
ships among antecedents and consequences” (Tetlock and Belkin 1996, 9, 31n4; 
see also Weber 1996, 275– 79).34

An unwelcome conclusion follows. Standard causal claims in economics are 
fictitious in the sense that they depend on the construction of fictitious counterfac-
tuals. The truth of the claim that raising the minimum wage last year induced 
higher unemployment today depends on the truth of the counterfactual claim 
that in a fictitious world just like ours in which the minimum wage was not 
raised, unemployment would now be lower. Counterfactuals are stories econ-
omists narrate to probe causal mechanisms and to convince themselves and 
others that they understand why things did and did not, or do and do not, or 
will and will not happen. In this fundamental respect the future and past are 
epistemically indistinct: we run up equally against the limits to knowledge in 
our confrontation with causal relationships in the past, and the future. What 
allows us to check off the past as “known” is a conventional exercise in which 
economists agree to subscribe to the same fictitious explanatory counterfactual.

c r i t e r i a  f o r  c o n s t r u c t i n g  

a n d  a s s e s s i n g  c o u n t e r f a c t u a l s

Scholars who recognize the prominent role of counterfactuals in causal ex-
planation and also the problems posed by the proliferation of counterfactual 
accounts must offer what they take to be scientific criteria for restricting the 
field of plausible counterfactuals (see Levy 2015). But given the nature of the 
problem— knowing the unknowable— there should be no surprise in finding 
that there is no consensus about what counts as legitimate counterfactual-
izing. The various criteria are also specified and applied in distinct and even 
inconsistent ways. Here I survey just two principal criteria.35

Historical Consistency

One attractive requirement for constructing counterfactuals is “historical 
consistency.” A counterfactual must be consistent with well- established his-
torical facts; it must involve only a “minimal- rewrite- of- history” (Tetlock and 
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Belkin 1996, 23). The criterion is widely accepted. It appears, for instance, 
in the “closest possible world” frameworks of Lewis (1973) and Stalnaker 
(1968).36 The historical consistency criterion helps to explain why contingent 
events like assassinations are attractive subjects for counterfactualizing since 
it is easy to specify the world being identical in every respect to the actual 
world but for the fact that the assassination failed (the gun did not go off, the 
assassin missed the target, etc.).

The historical consistency criterion is deceptively complex. Alternative 
worlds may be like the actual world in some respects (e.g., sharing its laws) and 
unlike in others (e.g., different background conditions), as Lewis (1973) recog-
nized. Deciding which of the alternative worlds is “closest” to the actual world 
is then a challenging, theory- dependent activity (Elster 1978, 187). Rigorous ap-
plication of the criterion requires specification of correct theoretical claims that 
permit accurate measures of “closeness” between alternative worlds with “mini-
mal” rewrites. But as concerns the social world, such theory remains elusive (cf. 
Lebow 2010, 285). One theoretical account might plausibly posit hypothetical 
world A′ to be closest to the actual world A, while another might plausibly hold 
A″ to be closer still. Steven Weber (1996, 271) concludes that causal complexity 
of the social world “butchers” the minimal rewrite rule. Heckman (2008, 16) 
concurs, arguing that discovery of closest possible worlds “founders on the lack 
of any meaningful metric or topology to measure ‘closeness.’ ”

The historical consistency requirement faces a second challenge. Some par-
ticularly useful counterfactuals employ what Fearon (1996, 41ff) calls “miracle” 
causes (antecedents) that are explicitly inconceivable in the historical context 
into which they are inserted. A study of the connection between race and vot-
ing behavior concluding that the proposition that had “John Smith been Black, 
he would have been 30% more likely to vote for Clinton than he actually was” 
might be taken to generate useful insight, even though it is in fact impossible 
for non- Black Smith to be Black (Fearon 1996, 61). Similarly, it might be useful 
to theorize the trajectory of the Soviet Union had Trotsky somehow displaced 
Stalin, even though we may have good reason to believe “that Trotsky could 
never have been in Stalin’s position” (Lukes 1980, 149). Hume exploited a mira-
cle cause in a thought experiment that probed money neutrality. “For suppose, 
that, by miracle, every man in great britain should have five pounds slipt into 
his pocket in one night,” Hume wrote. “[This] would much more than double 
the whole money that is at present in the kingdom; yet there would not next 
day, nor for some time, be any more lenders, nor any variation in the interest 
[rate]” (Hume [1741– 1777] 1985, 299; cited in Schabas 2008, 161).

Miracle causes often appear explicitly in fanciful speculations like Hume’s. 
But they also appear implicitly within the most prosaic research methods. 
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Large- n statistical research that seeks to explore the logical implications of 
theoretical frameworks requires miracle cause counterfactualizing (Levy 2015, 
383). As Fearon (1996, 56) points out, “authors estimating causal effects using 
regression analysis on nonexperimental data never ask whether it would have 
been actually possible for each case in the sample to have assumed different 
values on the independent variable.” For instance, the results of a regression 
analysis of the link between national income and health outcomes might lead 
a researcher to conclude, counterfactually, that were Senegal to enjoy the same 
level of GDP per capita as Germany, its life expectancy would be 5.3 years  
higher than it is— without asking whether it is conceivable that Senegal could 
somehow have achieved that level of income.

Miracle causes are often legitimate and, as in the case of statistical studies, 
inescapable. But they nevertheless raise a confounding methodological ques-
tion: just what limits should be placed on miracle causes, if any? The scenario 
“had Napoleon’s arsenal included Stealth bombers he would have prevailed 
at Waterloo” (Fearon 1996) is sometimes cited by critics as an example of 
the problem of the undisciplined nature of miracle counterfactuals, and we 
should concede the point. It turns out that on the questions of when miracle 
causes are useful and what kinds of miracle causes are permissible, there is 
deep disagreement among counterfactual methodologists. There is no good 
reason to expect resolution to this problem— soon or ever.

Theoretical Consistency . . . and the TPP Controversy

For present purposes a second criterion for constructing counterfactuals, 
already suggested above, is most important and yet inescapably contested. 
It is the requirement that a counterfactual exhibit “consistency with well- 
established theoretical laws” (Tetlock and Belkin 1996, 25; see Heckman 2008, 
3– 4; Schabas 2008). This criterion is particularly problematic in the social 
sciences where such laws may be missing, contested, or, minimally, paradigm 
specific: “Different schools of thought in world politics [and, I would add, 
economics] have very different notions of what constitutes a theory or law or 
what is ‘well established’ ” (Weber 1996, 285). Tetlock and Belkin (1996, 27) cast 
doubt on the criterion even as they offer it: “Consistency with well- established 
theory is a reasonable standard for gauging the plausibility of counterfactu-
als but we should expect disagreement about what counts as well- established 
theory in world politics” (see also Levy 2015).

The problem is on full display in the controversy over the TPP. The pre-
dictions of each model are baked into the cake. The initial assumptions in 
each model about how economies work shape the model’s forecasts (Jackson 
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2016). Why don’t the Peterson and GDAE economists begin with the very 
same assumption set? Because they hold to different theoretical frameworks. 
The Peterson economists hold to traditional neoclassical theoretical pre-
sumptions that trade flows do not cause unemployment, and that rising labor 
productivity automatically generates rising wages. The GDAE economists re-
ject these assumptions. What is happening here is that the two approaches, 
grounded in alternative theoretical frameworks, are generating alternative 
counterfactual accounts driven by alternative claims of causality. And there 
is no epistemically secure reason why all economists should converge on any 
one theoretical framework, or why, even if they did, that they would land on 
the “right” framework.

Why is well- established theoretical law so rare in economics? Why have 
theoretical controversies between neoclassicals, Austrians, Keynesians, and 
advocates of other theoretical frameworks by now not been resolved once 
and for all, based on the empirical record? A common allegation among the 
partisans of diverse perspectives is that their opponents are prevented from 
seeing the evidence right before their eyes by a tangle of unacknowledged 
ideologies and incompetence. But the allegation is epistemologically naive. 
A better explanation recognizes that theoretical adversaries hold to distinct, 
theoretically driven, fictitious counterfactual narratives— and the world can’t 
ever tell us which fiction (if any) is correct. Holland’s warning is pertinent: 
world events unfold just once. Economists do not get to run the tape n times, 
alternately treating and not treating identical agents, to establish causal re-
lationships. We can’t inhabit a world in which the TPP is enacted and an 
identical world in which it is not, to ferret out its causal impact. Economists 
can adopt the convention that they can simulate multiple reruns with large- n 
studies, or multiple runs through the CGE machine. But each complex event 
in the social world is sui generis, occurring under innumerable unique, epi-
stemically unavailable conditions that bear on outcomes.37

c i r c u l a r  r e a s o n i n g

There is an inescapable epistemic conundrum regarding counterfactualizing 
that takes the form of a circularity problem. Generating dependable coun-
terfactuals requires the right theory of causality, while establishing the right 
theory of causality requires the right counterfactual. Weber (1996, 272) makes 
the point while problematizing the minimal rewrite rule: “Once we knew 
what ‘minimal’ meant well enough to validate counterfactuals, we would no 
longer need to use counterfactuals because we would already know what we 
want to know and understand what we want to understand.”
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The circularity problem can be sidestepped but not resolved. It is side-
stepped by a convention (Heckman 2008) that only one theoretical frame-
work or method is legitimate, and so only its associated counterfactuals are 
appropriate when theorizing causal connections. But this requires that we 
presume what it is we think we are testing when we do empirical work— the 
adequacy of causal theory. Only if we are prepared to presume ex ante the 
unambiguous superiority of one theory over alternatives can we presume that 
its associated counterfactuals are uniquely correct. If we reject that presump-
tion, as we should, then we are led to see that theoretical controversy is an in-
evitable feature of social science, not a pathology. Inevitable because the fight 
is over what is not seen and can’t ever be seen. The fight is over the features of 
and outcomes in imaginary worlds. Sadly, there are no secure, scientifically 
unimpeachable means for sorting out which, if any, of the many hypotheses 
about that world is correct. How, after all, is one to do irrefutable, conclusive 
empirical research on worlds that do not exist?

Counterfactual Analysis of Harm and Harming

Let’s turn now to normative matters— in particular, to the matter of harm. 
The standard approach to normative economics purports to render rigorous 
scientific judgments about what should be done to promote social better-
ment. The approach is “consequentialist.” That is, it focuses exclusively on 
a policy’s consequences, rather than on its inherent rightness or wrongness. 
The economic approach focuses on certain kinds of consequences: on the 
welfare benefits and harms that a policy induces. We will examine it carefully 
in part III. Here we focus just on the harms side of the ledger. Does harm as-
sessment, too, require counterfactualizing?

Consequentialist policy assessment that examines harm requires counter-
factualizing for two reasons. The first is that assessing policy consequences 
requires causal analysis, and as we’ve just seen, that exercise inescapably re-
quires counterfactualizing. The second reason is more subtle. The standard 
literature in philosophy and law on harm and harming is comparative. Two 
comparative approaches predominate in the literature: the historical approach  
and the counterfactual approach.

t h e  h i s t o r i c a l  a p p r o a c h

The “historical” approach compares how individuals are after an event with 
how they were immediately before the event (Shiffrin 2012). Are they now 
worse- off than they were before? If so, then there are grounds to suspect that 
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the event has caused harm. In this approach, a person’s current state prior to 
an intervening event serves as the baseline against which to assess and mea-
sure harm. Figure 6.1 conveys the argument. The continuum represents what 
we will call “well- being.” Movements to the right indicate an improvement in 
a person’s well- being. Movements to the left indicate a deterioration. Prior to 
some event, imagine that Jamal is at the level of well- being given by x on the 
continuum; x then serves as the baseline for assessing harm under the histori-
cal approach. Imagine that an event causes Jamal to shift to point y, where he 
experiences diminished well- being. For instance, imagine he has suffered a 
severe physical injury. By the historical approach we are led to conclude that 
Jamal has been harmed by the event since he is worse- off immediately after it 
than he was just prior.

In the historical approach, counterfactualizing is implicit. Even if Jamal 
is now worse- off than he was before an intervening event, we need to make 
a presumption that the intervening event was in fact what brought about the 
change in his situation; that the event was causal. And that returns us to all 
the problems we explored above as concerns the counterfactual in causal 
explanations.

The historical approach faces difficulties that are particularly relevant in 
economics. One is this: an event may not induce any diminution in indi-
viduals’ well- being but might nonetheless lead to harm via “stunting” such 
that they do not attain in the future a level of agency, well- being, or capacity 
that they otherwise would have attained absent the event (Broome 1999, 173). 
In figure 6.1, imagine that Jamal never falls below his initial position x on 
the well- being continuum but instead remains stuck at x well into the future, 
when he might have been expected to experience increasing well- being. Rela-
tive to the relevant baseline x, Jamal has suffered no diminution in well- being. 
The historical approach concludes he has not been harmed.

But that can’t be right. Persons who by virtue of a discrete event or per-
sistent deprivation cannot develop their capacities and faculties as they oth-
erwise would have been able to do are surely harmed. Children deprived of 

-

f ig u r e  6.1. Historical account of harm
Under the historical account, any event that pushes Jamal to the left harms him. His current position x 
serves as the baseline for assessing harm when he moves to y.
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the opportunity to attend school may not have opportunities later on to earn 
livelihoods, achieve talents, or attain levels of autonomy that might otherwise 
have been available to them. In economic affairs in particular, stunting is a 
prevalent and pernicious form of harm, especially among those who face se-
vere, persistent deprivation. An account of harm that doesn’t recognize stunt-
ing is of little value in economics.

A second defect of the historical approach is the converse of the first. An 
event that initially shoves a person to the left on the well- being continuum 
may be converted by the “harmed” person into a long- run benefit. Imagine 
Maria has received a failing grade. Has she been harmed? She may as a conse-
quence suffer embarrassment and be subjected to penalties such as the loss of 
a university scholarship. Under the historical approach we are encouraged to 
conclude that she has been harmed. But it would be prudent not to prejudge 
the matter in the immediate aftermath of the failing grade. Maria’s failure 
might spark character improvement that redounds to her eventual benefit. 
What if Maria travels the path indicated in figure 6.2, from x to y, and then, as 
a consequence of learning, from y to z, achieving a level of well- being above 
the level she would have attained absent the causal event? Here we have good 
reason to reject the claim that the failing grade harmed her. Receiving instead 
an inflated grade above the F she deserved might paradoxically have had the 
effect of stunting her personal development in the same way that overprotect-
ing children can stunt their maturation.

t h e  c o u n t e r f a c t u a l  a p p r o a c h

The alternative comparative approach to harm assessment addresses these 
deficiencies. It is explicitly counterfactual. Here we compare how a person is 
at some point in the future after an event with how she would otherwise have 
been at that point had the event never occurred. In figure 6.3 we chart Jamal’s 
actual life trajectory following an intervening event (or per sistent condition) 

-

f ig u r e  6.2. Historical account: benefitting from a harmful event
Under the historical approach, Maria is harmed by an event if the proximate effect is to push her leftward, 
from x to y, even if she ultimately benefits from the event (moving from y to z).
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over an extended period. Then we counterfactualize, inferring the trajectory 
of Jamal’s life as it would have been absent the event. In this account Jamal’s 
future potential life, not his position just prior to the intervening event, serves 
as the baseline. If the event blocks his path to his potential life— if he remains 
stuck at x or any other point to the left of y— then the counterfactual ap-
proach finds he has been harmed.

Unlike the historical approach, the counterfactual approach is sensitive to 
stunting. The counterfactual approach therefore renders a far more adequate 
judgment in cases involving persistent deprivation. It also presents a more 
adequate account of events that entail surmounted adversity. Under this ac-
count, Maria is not deemed to be harmed by the failing grade. In fact, she 
benefits from it.

Except in simple or obvious cases, the counterfactual exercise compar-
ing how individuals fare today with how they would have fared absent some 
intervening event in the past is daunting. This is true even when our focus is 
limited to a particular individual. The counterfactual approach requires the 
analyst to develop a compelling narrative about how an individual’s life would 
have gone over time but for the event at issue. Without a compelling narrative 
we cannot assess whether harm has occurred, let alone measure its magni-
tude. Would an individual otherwise have completed secondary education, 
but for some damaging experience? To belabor the point, the counterfactual 
historical course absent the event is foreclosed in the moment that the event 
occurs. We must compare how Jamal’s life goes against an irreducibly ficti-
tious account of his life course absent the event. The baseline to make the 
comparison can’t be seen; it must be inferred from some combination of data 
and subjective judgments. It is perhaps derived from how the “median” per-
son’s life goes in comparison with Jamal’s. When the stakes are high, such as 
in debates over reparations for past injustice, for instance, there will no doubt 
be controversy rather than consensus.

-

f ig u r e  6.3. Counterfactual account of harm
Under the counterfactual approach, Jamal is harmed if any event or persistent condition prevents him 
from moving from his current level of well- being, x, to a level of well- being he would otherwise be ex-
pected to achieve. His potential achievement, y, serves as the baseline for assessing harm. The broken path 
from x to y indicates an insuperable obstacle.
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h a r m  t o  m a n y

So far we have treated the simplest kind of case, in which an individual suf-
fers harm. But economic policy decisions affect the lives of thousands and 
even millions of lives all at once. This fact greatly complicates harm judg-
ments. One problem is this: what standard of reference should be used to 
assess harm when an intervention affects the lives of many? Should we assess 
a policy’s impact by reference to its potential effects on the “representative” 
person? In this approach we are to insert the representative person into our 
counterfactual machinery and reach judgments based on how we think that 
person would be affected by the policy under review. But that approach raises 
difficult questions. Should we specify the representative person as white or 
Black; male, female, or nonbinary; able bodied or disabled in some way? Does 
that person enjoy a wide social support network, or is she socially isolated? 
What capacities should we attribute to this mythical person? The answer to 
these questions matters since the representative person will serve as the stan-
dard for harm assessment. Or, instead, is the right standard the actual per-
sons who may diverge from the model of the representative person in vital 
respects, such as by being less resilient or fortunate than the standard?

There is no uniquely correct answer to this question, and it is not always 
obvious which is the right way to proceed. In medical practice, for instance, 
the physician must balance the median and variance of the effect of a treat-
ment on large numbers of people against the particulars of the specific patient 
she is about to treat. If that physician believes that the patient she is about to 
treat diverges from the median patient in relevant ways, then the physician 
would be negligent if she ignored those differences and applied treatments 
that were appropriate for the median patient but not for this patient. But eco-
nomics parallels public health more closely than it does clinical medicine. 
In economics, an intervention might have a neutral or even a positive effect 
on some members of society but induce severe harm to others who lack the 
privilege, resources, good fortune, ingenuity, or personal histories to respond 
effectively to the intervention. Some of the relevant characteristics of indi-
viduals may be known and observable, but many may not be. What, then, is 
the right standard to apply when evaluating counterfactually the effects of an 
economic intervention on the actual people who will be affected by it, and 
when probing whether the intervention should be pursued? While it might 
be convenient to rely on a conception of the representative person in these 
deliberations, that strategy should be recognized as a concession and not a 
solution to an insuperable epistemic problem.
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The fact that economists treat large groups of people rather than individu-
als one by one raises another question that requires counterfactual reasoning. 
Often economists advocate policy that is expected to generate harm but that 
is deemed to be necessary for the achievement of some highly valued good. 
For instance, promoting economic efficiency is sometimes seen to require 
strategies that will increase inequality. Supply- side economists often promote 
tax cuts that favor the wealthy on the grounds that “society” as a whole will 
ultimately benefit. But in any individual case, is the harmful action actually 
necessary to achieve the goal, or is it gratuitous? Here we confront yet again 
the need for counterfactual reasoning. One plausible counterfactual account 
might yield the conclusion that efficiency could not be achieved by any viable 
alternative policy that avoided the harm. But another counterfactual account 
might find that the good could be achieved by an alternative policy that en-
tailed no harm.38 And this returns us again to the irresolvable epistemic prob-
lem in identifying causality in economics. We have no dependable means to 
ensure that we know which of the innumerable possible counterfactuals is, in 
fact, the right one.

There is much more to be said about the place of counterfactual reason-
ing in normative economics (see DeMartino 2021). It should suffice to say at 
this point that just like positive economics that explores causality, normative 
economics that explores harm depends on the confounding counterfactual. 
When it comes to harm assessment in particular, we must employ counter-
factual fictions about the world as it is and as it would have been in the past, 
now, or in the future absent the event that is judged either to be or not to be 
harmful. The inescapable conclusion is that our most important normative 
judgments in economics depend on the particular counterfactual we choose 
to narrate. Normative economics, too, confronts the specter of irreparable 
ignorance.

The Extraordinary Virtues of Counterfactualizing

The epistemic iconoclasts are right to emphasize the limitations to what econ-
omists can know about the future. But the epistemic distinction many have 
drawn between an ascertainable past and the void of knowledge concerning 
the future fails. With Fischhoff (1982, 335) “we should hold the past in a little 
more respect when we attempt to plumb its secrets. While the past entertains, 
ennobles, and expands quite readily, it enlightens only with delicate coaxing.”

The speculative freedom provided by counterfactual analysis is a bane 
to economists seeking causal certainty. But the very same freedom presents 
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invaluable service to society if we know how to exploit it. Counterfactual-
izing helps us bridge the gap between finite realized worlds and infinite pos-
sible worlds. It does this by promoting scenario thinking that helps us prepare 
for and adapt to an unknowable world where things might go very differ-
ently than we expect, so that we can begin to imagine how we might adjust. 
Counterfactuals are instruments for managing better in a world that presents 
both opportunities and dangers that we cannot ultimately know, and that we 
can influence but never control. Good social scientific counterfactuals, We-
ber (1996, 268) tells us, “can be used to open minds, to raise tough questions 
about what we think we know, and to suggest unfamiliar or uncomfortable 
arguments that we had best consider.” He emphasizes that “the diversity of 
ideas is a survival asset for a human society living in an uncertain environ-
ment with an uncertain future” (273).

Recognition of the speculative value of counterfactualizing provides the 
grounding for a defense of theoretical pluralism in economics. The existence 
of multiple contending theories in economics is inconvenient, of course. It 
casts doubt on the truth content of the counterfactual scenarios generated by 
the predominant approach and challenges the predominant causal claims. It's 
GDAE versus Peterson. But that is precisely the virtue of contending theo-
retical perspectives in economics. They serve to generate alternative possible 
causal linkages that are missed when a profession assembles within one par-
ticular church and professes the truth of its sacred texts. Convergence around 
one theoretical approach generates unwarranted confidence in theoretical 
propositions and empirical inferences, suppresses recognition of alterna-
tive worlds, and restricts the proliferation of alternative scenarios that just 
might prepare us for unwelcome futures. The consequence of groupthink is 
repeated surprise when the world takes an unexpected turn for which it is 
grossly unprepared.39 The consequence is preventable human suffering, in-
cluding the loss of ten million Russian men.

Is there a way to exploit the fertility of counterfactualizing even as it dis-
rupts causal claims? The answer is, in fact, yes. New approaches to policy 
making that feature “decision making under deep uncertainty” (DMDU) 
foreground computational experiments that stress- test policy proposals under 
thousands of possible futures, without ever attempting to select the “right” fore-
cast. We will explore this approach in chapter 11.

The epigraphs to this chapter provide a warning that illuminates the 
epistemic problem confronting economists. The pathbreaking economist 
Douglas North (1999, 2) warns that the social world is in most respects “non- 
ergodic”— that is, it lacks “a stable underlying structure, such that we can 
develop theory that can be applied time after time, consistently.” The poet 
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Szymborska makes the same point lyrically.40 The fact of the matter is that 
in the social world “nothing can ever happen twice,” let alone n > 2 times. 
Our ability to navigate responsibly in the context of irreparable ignorance, 
“without the chance to practice,” depends on our abilities to counterfactualize 
creatively, pushing back against the professional and psychological drive for 
theoretical closure and causal finality.
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Economic Moral Geometry
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Managing Harm via Economic Moral Geometry

How are we to say whether a reorganisation of production, which makes A better off, 
but B worse off, marks an improvement in efficiency? The sceptics declare that it is im-
possible to do so in an objective manner. . . . In fact there is a simple way of overcoming 
this defeatism, a perfectly objective test which enables us to discriminate between those 
reorganisations which improve productive efficiency, and those which do not.

—  j o h n  h i c k s  (1941, 111)

COVID- 19 Containment Policies: Are They Worth It?

In the early months of the COVID- 19 pandemic, economists published cost- 
benefit analyses in which they explored whether social distancing regulations 
in the US that would reduce economic activity in the short run were worth 
the cost to save lives. Thunström et al. (2020) estimated that successful so-
cial distancing measures could save 1.24 million lives at a cost of $7.2 trillion. 
Acemoglu et al. (2020) forecast that 8.7 million lives could be saved as the re-
turn on policy costs of $2.15 trillion (see also Robinson, Sullivan, and Shogren 
2020; Greenstone and Nigam 2020; Silverman n.d.).

But what does it mean to say that the lives saved are worth the cost? Un-
der cost- benefit analysis the assessment of policy requires translating all costs 
and benefits into monetary equivalents. It’s not enough to know that an ex-
penditure of $X will save Y lives. The economist wants to know whether that 
expenditure represents a rational use of scarce resources. And this judgment 
is thought to require placing the correct dollar value on each life saved. To-
day US government agencies that routinely conduct cost- benefit analysis use 
various estimates of the value of life. The Environmental Protection Agency 
(EPA) uses $7.4 million; the Consumer Product Safety Commission uses  
$8.7 mil lion; the Department of Transportation and the Department of 
Homeland Security use $11.6 million. Economists assign much lower esti-
mates in lower- income countries (Viscusi and Masterman 2017).

How are these figures derived? Under one commonly used approach the 
value of life is derived from studies that try to ascertain how much individu-
als would need to be compensated to accept small increments in the risk of 
mortality, or, alternatively, how much they would pay to reduce that risk. For 
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instance, people often face a choice among occupations that vary in terms of 
how dangerous they are. Standard economic theory holds that individuals 
will be willing to enter hazardous occupations only if they are adequately 
compensated for the extra risk, or— what amounts to the same thing— they 
will be willing to sacrifice some amount of compensation to secure jobs in 
safer occupations. In this approach, then, the difference between compensa-
tion levels of riskier and safer occupations can be taken to provide reliable 
information about the risk- reward trade- off that individuals are actually pre-
pared to make.

Imagine there are 100,000 people in a community where a new govern-
ment regulation would reduce everyone’s risk of mortality by 1/100,000 (or 
.00001) per year, on average saving one life in the community annually. Imag-
ine that labor market studies find that these community members on aver-
age are willing to pay $100 per year for a risk reduction of this magnitude. 
Scaling up, we find that the community as a whole is willing to pay $100 × 
100,000, or $10 million, to save that one life. This figure is called the “value of 
a statistical life,” or VSL. Economists use the VSL to assess whether lifesaving 
policy is worth the cost; whether it will generate net benefits calculated in  
dollar terms.

Controversies over this approach abound. Is assigning the same VSL to all 
individuals, as the EPA does (see EPA n.d.), the correct method for measur-
ing the value of human life? Standard neoclassical theory suggests that it is 
not— that the value of each life should depend on individuals’ circumstances, 
such as earning capacity and level of risk aversion. Moreover, using the same 
VSL for all treats the life of a five- year- old and that of a ninety- five- year- old 
equally. But some economists object, arguing that the benefit to society of 
death avoidance is greater when children’s lives are spared. To correct the 
problem economists sometimes use an alternative measure of value, a con-
stant “value per statistical life- year,” or VSLY. That strategy provides age- 
specific estimates of the benefits of risk reduction, most simply by multiply-
ing an annual benefit from life by the expected remaining years of life. Many 
other methodological strategies, such as using a variable VSLY, also appear in 
the literature.

Cost- benefit analyses typically generate a very wide range of estimates of 
the effects of the very same policy. Robinson, Sullivan, and Shogren (2020) 
demonstrate that if we accept the accuracy of Thunström et al.’s (2020) pre-
dictions of economic costs of social distancing and lives saved but simply 
apply alternative valuations of human life that appear in the literature, the 
net benefits of the policy they investigate range from positive $6 trillion to 
negative $1.7 trillion. A finding of positive net benefit indicates that the policy 
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should be pursued, while negative net benefit indicates that the policy should 
not be undertaken.

Noneconomists might be forgiven for raising a fundamental question that 
rankles many economists: is this procedure morally legitimate? Is it right to 
place a dollar value on human life? Is it appropriate to reduce all benefits and  
costs to the common denominator of money to assess policy that affects highly 
valued goods, like human life, that are not in fact economic?

The Emergence of Moral Geometry: From Utilitarianism to Welfarism

The neoclassical revolution in economic theory that unfolded in the late nine-
teenth century sought an objective science of human affairs (see chap. 2). 
But the new neoclassicals recognized that policy assessment depended on 
value judgments. Economists cannot weigh in on a policy like free trade, 
for instance, without some normative standard for reaching conclusions. 
The challenge was to figure out how to apply hardheaded economic logic to 
value- laden policy application. The approach that came to dominate the pro-
fession, welfare consequentialism, emerged in the 1930s. The approach entails 
economic moral geometry that was thought to largely sidestep nonscientific 
normative judgments. It evolved out of classical utilitarianism.

c l a s s i c a l  u t i l i t a r i a n i s m

The utilitarianism associated with Jeremy Bentham, Henry Sidgwick, and 
John Stuart Mill was taken by late nineteenth-  and early twentieth- century 
neoclassical economists to provide an objective science of policy assessment 
(Weymark 2016). Bentham advocated the “principle of utility” as a universal 
decision rule. “By the principle of utility is meant that principle which ap-
proves or disapproves of every action whatsoever, according to the tendency 
which it appears to have to augment or diminish the happiness of the party 
whose interest is in question” (Bentham [1789] 1996, 1).

Bentham defined utility in “hedonic” terms, as the experience of pleasure 
and pain. He pointedly refused to judge the activities that gave rise to these 
experiences. Utilitarianism is consequentialist. No action is inherently good 
or bad— only its consequences matter. As Bentham (1830, 206) famously put 
it, the child’s game of push- pin “is of equal value with the arts and sciences of 
music and poetry. If the game of push- pin furnish more pleasure, it is more 
valuable than either.”

Bentham realized that a policy might benefit some individuals while harm-
ing others. His utilitarianism required a calculus to judge policy under these 
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conditions. The adopted method is simple aggregation. The social impact of 
a policy is taken to be the sum of its utility impacts on all affected individuals 
(Sen 1987).

Aggregation of utility is tricky, however. It requires that there be a scale 
with fixed units to measure utility that is consistent across all individuals. 
That kind of scale is called an interval scale. Measuring the length or weight 
of objects, for instance, uses an interval scale. We can confidently compare 
the lengths of two objects in meters, and also sum their lengths. The early 
neoclassical economists assumed that utility could be measured in the same 
way, with a “util” as the basic unit of measure. The term “cardinal utility” was 
adopted to refer to utility measured on an interval scale. If Sara reports that 
she gets six utils from an apple, and Pierre reports getting just three, the utili-
tarian concludes that the apple better serves Sara than it does Pierre. If they 
both receive an apple, the aggregate utility is nine utils. Under utilitarianism, 
policy that maximizes total utils across society’s members is deemed best.

Utilitarianism served the needs of an economics profession looking for a 
scientific grounding for policy design. It provided a very simple framework 
that judged policy by just the one criterion of aggregate utility. Good policy 
promoted pleasure and reduced pain, full stop. The approach appeared to 
require very few value judgments, which were taken to be unobjectionable: 
defining human well- being in terms of pleasure and pain, and treating all 
individuals equally. Up through the 1930s neoclassical economists grounded 
policy assessment in utilitarian calculation.

Early neoclassicals tended to presume that successive increments of in-
come generated decreasing increments of utility. This idea is reflected in the 
“law of diminishing marginal utility” of money. Moreover, they presumed 
that the relationship between income and utility was the same across indi-
viduals. These presumptions led to the conclusion that an extra $15 in the 
pocket of a billionaire would generate infinitesimal extra utility, but in con-
trast, that $15 in the pocket of a poor person might mean sending a child to 
bed well fed rather than hungry. This reasoning implies that shifting that $15 
from the rich to the poor will increase aggregate utility. On these grounds the 
early twentieth- century economic utilitarians tended to favor redistributive 
measures to promote income equality.

t h e  n e w  w e l f a r e  e c o n o m i c s

Critics of utilitarianism ridiculed the idea that utility could be measured on 
an interval scale. Eminent economists including Vilfredo Pareto, Francis Edge-
worth, Lionel Robbins, John Hicks, and others argued that there were no 
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standard units to measure utility. Utility measurements could not be veri-
fied objectively; therefore, they were unscientific (Robbins 1932, chap. 6). And 
without standard units, there was no basis for making interpersonal utility 
comparisons. How can we possibly know, when Sara reports six utils and 
Pierre three, that they are using the same measure of “util”? But if economists 
couldn’t make interpersonal comparisons of utility, then they couldn’t sum 
utilities across individuals. In that case, the utilitarian calculus of aggregation 
would collapse. How, then, could the profession ascertain whether one policy 
was better than an alternative?

What came to be called the “new welfare economics” developed during  
the 1930s in response to this challenge (Stigler 1943). The new approach aban-
doned the idea that utility could be measured like length or weight. In place 
of an interval scale they adopted an “ordinal” scale; utility measured in this 
way is called “ordinal utility.” Ordinal scales do not include fixed units of 
measurement. They therefore only permit the rank ordering of objects. In 
judging an art contest, for instance, a judge ranks the works of art from best 
to worst without relying on any units at all. It would make no sense to say 
that this painting is five units better than that painting. Adopting an ordinal 
scale, economists could no longer say anything meaningful about the precise 
amount of utility Sara got from an apple, or whether she got more utility from 
the apple than did Pierre.

The implications of adopting an ordinal scale were dramatic. Without in-
terpersonal utility comparisons there was no longer a dependable metric by 
which to decide whether transferring $15 from the wealthy to the poor would 
increase aggregate utility. In giving up utils the profession’s commitment to 
income equality became theoretically unmoored.

A second implication was equally important. Under an ordinal scale indi-
viduals rank policy options from better to worse just as a judge ranks works 
of art. Imagine that Sally prefers a new policy to the status quo, while Pierre 
prefers the status quo. Lacking fixed units of measure, an ordinal scale pre-
cludes aggregating their individual utility levels to ascertain which is the best 
policy. The profession needed a new calculus to assess policy.

The critique was associated with another theoretical transformation. Eco-
nomists came to be suspicious of the concepts of pleasure and pain, which 
they took to be unobservable and even fanciful. When football players crum-
ble to the pitch in apparent agony, we have no idea how intense or mild is the 
pain, or if they are in fact faking the injury. In contrast, economists thought 
that preferences could be observed through individuals’ market behavior. If 
Sara chooses an apple when an orange at the same price is available, she re-
veals her preference for apples over oranges. Neoclassical economists came 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



114 c h a p t e r  s e v e n

to presume that individuals, being rational, made all decisions in accordance 
with their “preference orderings,” their rankings of likes and dislikes. As a con-
sequence of these insights, economists substituted preference satisfaction for 
pleasure and pain as the appropriate measure of well- being. While the term 
“utility” continues to be employed in economics today, it now typically re-
fers to preference satisfaction. In addition, many economists came to hold 
the view that preferences were self- regarding— that Pierre’s welfare depended 
only on the goods to which he gained access and not on his consumption lev-
els relative to others.41 Hence relative inequality itself was taken not to induce 
any harm of moral concern. Although people who are left behind financially 
while others enjoy rising income might feel envy or spite, those sentiments are 
not taken by most welfare economists to be valid (see McCloskey 1982, 181).

w e l f a r e  c o n s e q u e n t i a l i s m

These theoretical innovations led the new welfare economists to adopt welfare 
consequentialism (hereinafter, welfarism). It remains the pillar of economic 
policy assessment even today in the branch of economics that evaluates pol-
icy, aptly called welfare economics. Welfare economics flourished through 
the 1960s and then disappeared from graduate economics curriculum. That 
omission is extraordinary given that the profession offers policy assessment 
in virtually every area of public policy, often with significant influence, and 
those assessments are grounded in a normative framework that economics 
students no longer study.

The contemporary welfarist framework insists that all goods, economic 
and noneconomic, are welfare commensurable. That is, all goods are theo-
rized as nothing but transmitters of welfare, where welfare is defined in terms 
of preference satisfaction. Luxury yachts, insulin, environmental quality— 
the value of each good derives from the welfare it generates for individuals. 
Goods are not permitted to have value that is not translatable into welfare. 
The presence of other kinds of value would subvert the welfare commensura-
bility that is vital to the normative framework.

Welfare economics makes a range of technical assumptions that permit 
simple mathematical calculations concerning welfare that in turn generate 
unambiguous policy assessments.42 One technical assumption is that a per-
son’s preferences must be “continuous.” Continuity ensures that small changes 
in the amount of any one good generate small changes in the individual’s 
preference satisfaction (Adler 1998; Boadway and Bruce 1984, 34). The con-
tinuity assumption is thought to be a matter of simple mathematical conve-
nience. In fact, it represents a terribly important normative leap. Here’s why: 
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continuity rules out what is called a “lexicographic” ordering of preferences, 
where one or more goods are considered to be nonsubstitutable (Boadway 
and Bruce 1984, 146– 47).43 In a lexicographic ordering that prioritizes apples, 
for instance, no number of oranges could substitute for the loss of a single  
apple.

Continuity implies substitutability among goods, such that the loss of a 
finite amount of one good can always be fully offset by the provision of a fi-
nite amount of some other good. The assumption assures us that workers will 
always be willing to accept small increases in the risk of injury or death, for 
instance, provided they receive small increases in wages.

n e w  w e l f a r e  e c o n o m i c s  d e c i s i o n  r u l e s

The Pareto Criterion

The new welfare economists of the 1930s needed new decision rules to as-
sess policy that avoided utility aggregation. The concept of Pareto efficiency 
introduced by Pareto around the turn of the twentieth century provided a 
first- best test of policy. The Pareto criterion holds that a proposed policy is 
better than an alternative policy— say, the status quo— provided at least one 
person prefers the policy and no one prefers the status quo. If some members 
of a community support building a water treatment facility that will prevent 
waterborne illnesses, and no one opposes it, then the Pareto criterion recom-
mends constructing the facility.

The Pareto criterion appears to supply economists with an elegant test 
of policy. In fact, it is largely useless in policy assessment. Economic policy 
interventions typically generate uneven effects, benefiting some members of 
society while harming others (see chap. 4). In the context of uneven impact, 
the Pareto criterion has nothing at all to say about which policy measure is 
best. The new welfare economists needed a decision rule that could adjudi-
cate policy even when it would benefit some and harm others. Ideally, how-
ever, the new decision rule should build on the Pareto criterion. Let’s see how 
this goal was achieved.

Kaldor- Hicks Potential Pareto Test

Two of the earliest solutions to the problem of assessing policy that generated 
benefits and harms came from Kaldor (1939) and Hicks (1939; 1941) in parallel 
innovations that are now typically referred to as the Kaldor- Hicks compen-
sation test (see also Hotelling 1938). Imagine a proposal to build a highway 
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through a neighborhood that will benefit commuters but harm those whose 
community is destroyed by the project. Those who will win under the new 
policy prefer it; those who will be harmed oppose it, preferring instead the 
status quo. The Kaldor- Hicks test claims simply that the project is better than 
the status quo if the gains to those who benefit from the new highway are 
more than sufficient to fully compensate those harmed by it. In Hicks’s words, 
“if A is made so much better off by the change that he could compensate B 
for his loss, and still have something left over, then the reorganisation is an 
unequivocal improvement” (1941, 111).

In the view of its advocates, the compensation test provides a mechanism 
for generating objective judgments on policy, as Hicks argued in the passage 
used as the epigraph to this chapter. That view is still widely shared today. 
The emphasis on productive efficiency is important. Productive efficiency 
entails generating greater output of goods that society wants relative to avail-
able productive resources. Shifting resources from the production of manual 
typewriters to that of personal computers enhances productive efficiency, for 
instance. So does new technology that increases the number of computers 
that can be produced given available resources. Policy that achieves produc-
tive efficiency is consistent with Kaldor- Hicks because some of the surplus 
can be reallocated to compensate anyone harmed by the policy.

More is going on here than meets the eye. Kaldor- Hicks requires that all 
benefits and harms be convertible to monetary measures. Let’s assume that 
the gains to the winners from the proposed highway project are greater than 
the losses to the losers. If some of the gains from the policy were used to fully 
compensate the losers, then after compensation was made, there would no lon-
ger be any losers. This is the key point. The project with full compensation 
therefore represents a Pareto improvement, with the winners supporting it 
and no one opposing it. But here’s the trick. Kaldor- Hicks does not require 
that compensation be made. It concludes that even if compensation is not 
made, the project still represents a potential Pareto improvement because it 
could generate a Pareto improvement were the losers to be compensated. The 
test is therefore better described as the Kaldor- Hicks potential Pareto test 
rather than the Kaldor- Hicks compensation test because in fact the test does 
not require compensation.

Noneconomists often find it difficult to accept the brazen attitude of econ-
omists who advocate policy that harms some members of society on grounds 
that it benefits others more. Hicks, too, worried about the willingness of eco n-
omists to induce harm for the sake of economic efficiency. He criticized the 
“hard- boiled attitude” of economists of his era who believed that individuals 
who were harmed by policy should have prepared for an adverse policy shift 
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by salting away savings to tide them over (Hicks 1939, 711– 12). Hicks worried  
that the failure of policy makers to compensate losers from beneficial policy 
reforms would interfere with economic progress. He wrote that “economic 
progress has accumulated a roll of victims sufficient to give all sound policy 
a bad name” (1939, 711). Kaldor dismissed the matter of compensation as 
a noneconomic question. “[Whether] the landlords, in the free- trade case 
should in fact be given compensation or not, is a political question on which 
the economist, qua economist, could hardly pronounce an opinion” (Kaldor 
1939, 550– 51). Economists largely followed Kaldor’s lead, advocating policy 
that would harm members of society without requiring compensation. While 
others might flinch from growth- promoting policies that put nineteenth- 
century handloom weavers or twentieth- century machinists out of work, or 
that would devastate communities through forced relocation to make way 
for infrastructure projects, economists armed with Kaldor- Hicks rise to the 
challenge.44

Kaldor- Hicks was (and is) intended to permit considerations of efficiency 
separate from matters of equity (Hicks 1939; Mishan 1960; Boadway 2016). 
Trade liberalization, for instance, is sometimes defended on the basis of 
Kaldor- Hicks. Trade liberalization is taken to increase a nation’s aggregate 
income even though it often benefits high- waged workers and punishes low- 
waged workers. Kaldor- Hicks nonetheless advocates trade liberalization. All 
that matters under Kaldor- Hicks is the relative magnitude of the gains and 
losses.

Cost- Benefit Analysis

Kaldor- Hicks is operationalized through cost- benefit analysis (CBA; Das-
gupta and Pearce 1972, 69).45 Though for convenience I elucidate it here sepa-
rately, CBA is the method utilized to ascertain when the Kaldor- Hicks test is 
satisfied, rather than an independent test of policy.

CBA is among the economist’s chief contribution to policy formation. US 
federal agencies are required by executive order to apply CBA to proposed 
regulations (Executive Order 12866, 1993). The order states that “in deciding 
whether and how to regulate, agencies should assess all costs and benefits of 
available regulatory alternatives, including the alternative of not regulating.” 
There are many methods for conducting CBA (see Dorfman 1993). Here I pre-
sent the intuition underlying just one.46

CBA assesses a proposed policy, such as new government regulation that 
will reduce emissions of industrial pollutants, relative to a baseline, typically 
the status quo. A comprehensive CBA requires tracing all the effects of the 
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regulation, including all its costs and benefits, and then placing dollar values 
on each. CBA approves of the project if the aggregate benefits exceed the ag-
gregate costs.

The simplicity of that description belies the daunting complexities associ-
ated with identifying and measuring in dollar values all benefits and costs. 
Consider a very simple regulation, one that would require utility companies 
in a municipality to invest in smokestack scrubbers to reduce the emission 
of various pollutants into the atmosphere. Estimating monetary costs in this 
case might be fairly straightforward, provided the technology required to do 
the job is already available in the market and there is already sufficient experi-
ence with the technology so that economists know how much it reduces pro-
ductive efficiency. But what about the benefits? Each pollutant entails distinct 
damages to human health and to the natural environment. Evaluating the 
policy’s benefits requires assessing how much the reduction of each pollutant 
diminishes those damages. If the damages include morbidity and even mor-
tality, a price must be placed on human health and even human life. Beyond 
all that, those affected by the pollution may value environmental quality. 
They would therefore benefit from reductions in damage to the environment. 
But how is the economist to calculate the magnitude of these kinds of “non-
market” benefits so that a full comparison of costs and benefits can be made?

One approach to this assessment, known as contingent valuation, dis-
penses with some of the technical analysis. With contingent valuation, econo-
mists survey a sample of the individuals who will be affected by the policy, 
asking whether they support or oppose the policy. For those who support 
the policy, economists attempt to elicit their “willingness to pay” (WTP), the 
amount they would pay to have the policy introduced.47 For those who op-
pose the regulation economists instead attempt to elicit their “willingness to 
accept” (WTA)— the amount they would have to be compensated to accept 
the regulation. The presumption underlying contingent valuation is that in-
dividuals can properly “price” the regulation’s effects on their well- being. The 
approach relies on those who would be affected by the regulation to monetize 
the benefits and harms to them, freeing the economist from having to price 
nonmarket goods like human health.

Imagine that in the case of the smokestack scrubber initiative, people in 
the survey on average are willing to pay $150 to see the initiative introduced. 
If there are 200,000 people in the affected population, then the aggregate ben-
efit measured in terms of WTP is $30 million. If the total cost of implement-
ing the initiative is below $30 million, then the net benefits— total benefits 
minus total costs— are positive, and the project satisfies the Kaldor- Hicks 
test.48 In that case, the winners (those who support the initiative) could fully 
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compensate the losers (those who oppose the initiative, including, perhaps, 
those who oppose government regulations on ideological grounds) from the 
gains the policy would afford them. If instead the net benefits are negative, 
then the policy fails Kaldor- Hicks.

But what if a policy measure stands to save or threaten lives? Those whose 
lives are spared would surely report that they would pay an infinite amount 
for the policy, while those who would be killed would not accept it at any level 
of compensation. But infinite magnitudes wreck CBA. CBA economists often 
seek to resolve the problem through the kind of calculation presented at the 
outset of this chapter— inferring the value of a statistical life (VSL) from labor 
market studies that compare wage rates in riskier and safer jobs. Under the 
contingent valuation approach, survey respondents, rather than economists, 
are expected to do the difficult work of pricing life by reporting their WTP or 
WTA for a policy that entails a change in risk. If the smokestack scrubbers are 
expected to reduce the risk of death by 1/100,000, respondents are asked to 
take that fact into account when pricing the benefits to them of the scrubber 
initiative. When they on average report a WTP of $150, the economist pre-
sumes that respondents have priced in the value of the reduced risk to their 
lives, along with all other benefits. In this way, it seems, the procedure allows 
economists to price the priceless (see Viscusi 2014; EPA n.d.).

CBA follows Kaldor- Hicks in all important respects. It focuses on poten-
tial compensation; it does not require that the winners from policy actually 
compensate the losers. CBA is satisfied provided the policy yields a potential 
Pareto improvement. Moreover, CBA typically does not consider the distri-
bution of benefits and harms across society’s members. Following Kaldor- 
Hicks, the focus is on aggregate net benefits. In the words of the EPA (n.d.),

Of course in most cases where the total benefits exceed total costs, it will not be 
true that the benefits exceed the costs for each and every person affected by 
the policy; rather, some individuals will gain and others will lose. However, if 
the total benefits are greater than the costs, then it is in principle possible for 
those who gain to compensate those who lose so that everyone could be better 
off with the policy. This is what it means for a policy to pass a benefit- cost test.

Distributional effects are sometimes tacked on to CBA as a secondary con-
sideration. Alternatively, they are taken up separately, supplementing CBA.

The use of money as the metric in CBA has a notable consequence. If 
money is subject to declining marginal utility, an increment in income has a 
decreasing effect on utility as individuals’ income rises. As individuals become 
wealthier, then, they will need to be compensated more to accept projects that 
harm them. Now consider the question of where to build a municipal trash 
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incinerator. An incinerator generates serious health effects for its immediate 
neighbors, such as increasing the incidence of respiratory illness. If we apply 
CBA to the problem it will generally be the case that the wealthy will demand 
more in compensation to accept the incinerator in their neighborhood than 
will the poor, even though the health effects may be more detrimental to the 
poor, who are more likely to lack adequate medical care, than they are to the 
wealthy. Why? Because each dollar of compensation generates less utility for 
the rich than for the poor. If decision makers use the results of a CBA without 
adjusting for the declining marginal utility of money, they will be led to site 
the facility in the poor rather than the rich neighborhood.

We can now understand why economists rushed to produce CBA of  
COVID- 19 containment measures in the early days of the pandemic. CBA 
economists think it essential to compare the monetary costs of pandemic 
control measures with the monetary value of lives saved. Especially when 
lives are at stake, these economists claim, good policy must be informed by 
the dispassionate policy assessments that CBA uniquely provides.

Social Welfare Functions49

Some economists are unpersuaded by the argument that utility can’t be com-
pared interpersonally. Following Abram Bergson (1938), these economists 
have developed “social welfare functions” (SWFs)— mathematical equations 
that combine levels of individual well- being into aggregate measures of wel-
fare for society. From the 1950s through the 1960s (and again very recently— 
see Adler 2019) welfare economists wrestled with the challenges associated 
with constructing SWFs that assess policy by the metric of aggregated well- 
being levels. Today the SWF approach is employed in policy areas ranging 
from macroeconomics to trade, taxation, health care, and climate change.

The SWF approach to policy assessment involves several steps, each of 
which requires value judgments. The first step entails deciding what deter-
mines an individual’s welfare. The range of options in the literature include 
utility, defined in terms of preference satisfaction, health status, educational 
attainment, and longevity. Once that decision is made, welfare levels are es-
timated for each member of society under a baseline scenario, like the status 
quo, and under a proposed policy. Next, a measure of social welfare must be 
constructed for each policy option from the individual welfare levels. This is 
the job of the SWF. The literature comprises many alternative SWF equations 
to achieve this result. Should the SWF simply add up the unadjusted individ-
ual welfare numbers to generate a measure of social welfare? If Maria gets 
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ten units of welfare from a policy, while Salvador gets six, simple aggregation 
generates total social welfare of sixteen. That approach should sound famil-
iar. Aggregating individual welfare levels returns us squarely to Bentham’s 
utilitarianism, yielding what is called the “utilitarian SWF.” But there are 
other options. For instance, individual welfare numbers can be adjusted before 
ag gregating. One option is to adjust the numbers to give greater weight to 
the welfare levels of the relatively worse- off members of society. Under what 
Adler (2019, chap.4) calls the “continuous prioritarian” SWF, for instance, re-
distribution of income from high-  to low- income individuals generally regis-
ters as an increase in aggregate social welfare.50

Once all these decisions are made and the measurements are taken, two 
policies can be compared based on their aggregate social welfare. If a policy 
promises greater social welfare than the status quo, the SWF economist en-
dorses the policy on the grounds of social betterment. If instead the status 
quo outperforms the proposed policy, the policy is rejected.

d i s c o n t i n u i t i e s  b e t w e e n  s w f s  a n d  

k a l d o r -  h i c k s / c b a

The SWF approach breaks with Kaldor- Hicks/CBA in important respects. The 
SWF approach accepts interpersonal well- being comparisons (Adler 2019, 14, 
41ff, 76ff). Even if it is not always clear how to make fine- grained welfare dis-
tinctions among people who are about equally well- off, SWF advocates argue 
that it is certainly appropriate to distinguish the welfare of the well- off from the 
welfare of the deprived (Sen 1992). The approach also can prioritize the welfare 
of those who are worse- off, overcoming the bias in favor of the privileged that 
exists under Kaldor- Hicks/CBA.

Adler (2020) and Adler and Hammitt (2020) have attempted to demon-
strate the discontinuities between SWFs and CBA in their examination of 
COVID- 19 containment policy. They argue that under CBA, economic theory 
would have us value more highly the lives of high- income individuals owing 
to the declining marginal utility of money. High- income individuals require 
much greater compensation to accept risks to their health than do low- income 
individuals. That defect generates the indefensible conclusion that COVID-
 19 containment efforts should be biased in favor of protecting high- income 
individuals from the virus. CBA is also insensitive to who is most burdened 
by policies like social distancing to contain the pandemic. Adler and Hammitt 
argue that the SWF approach can resolve these deficiencies by giving greater 
weight in COVID- 19 policy assessment to those who are worse- off.

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



122 c h a p t e r  s e v e n

s h a r e d  f o u n d at i o n s :  t h e  t h e o r y  o f  h a r m

Kaldor- Hicks/CBA and the SWF approach nonetheless share important the-
oretical foundations. First, we explore their common conception of harm. We 
then turn to ancillary matters.

The most important connection binding Kaldor- Hicks/CBA and SWFs is 
that they both enact welfarism, which shapes their conception of harm. The 
logic is straightforward. Welfare consequentialism treats all goods as welfare  
commensurable, as nothing but welfare transmitters. Individuals benefit when  
they gain access to more of the goods they prefer. The approach generates an 
extraordinarily elegant account of harm. Harm is defined here as the loss of 
welfare that is consequent upon the diminution in an individual’s access to one 
or more goods she values. Harm can be represented simply as a leftward shift 
on a welfare continuum from x to y, depicted in figure 7.1, that is caused by a 
reduction (from a to b) in access to a valued good.

The simplicity of this definition of harm obscures the complexity of its 
implications. Since goods are substitutable welfare transmitters— recall that 
the standard approach rules out lexicographic preferences— any harm to an 
agent owing to reduced access to goods she values can be fully offset via in-
creased access to other goods. There will always be some finite amount of an 
alternative good that, once provided to the harmed agent, will leave her as 
well- off as she was prior to the harm.

That argument involves two distinct claims that are often conflated. The 
first is that all harms are reparable in the sense that a harmed agent can always 
be made whole. An agent who slides leftward on the welfare continuum can 

f ig u r e  7.1. Harm as welfare loss
Under standard moral geometry, Jamal is harmed— his welfare is reduced— when he suffers diminished 
access to one or more valued goods.
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always be restored to the preharm position. She is no worse- off after repair 
than she was prior to the harm.

But how does repair take place? The second claim concerns the mecha-
nism of repair. Under moral geometry, repair occurs only via compensation 
(Adler 1998; Adler and Posner 2006). The loss of some amount of one good is 
compensated for by increased access to another good, where the amount of 
compensation necessary to do the job is determined by the person’s willing-
ness to trade off one good for another. If she is indifferent between having 
one apple and two oranges, two oranges will suffice to compensate her for the 
harm she suffers from the loss of one apple. With either bundle of goods— 
the one with one more apple and the other with two more oranges— she is 
equally well- off. The situation is reflected in figure 7.2. Initially, Maria has 
access to a bundle of five apples and four oranges. If she loses access to one 
apple, her welfare falls from x to y. But that harm can be fully compensated 
by access to two additional oranges. Compensation in oranges returns her to 
her previous level of welfare. She is indifferent between the two bundles— the 
first that includes five apples and four oranges, and the second that includes 
four apples and six oranges. If we take money as providing general access to 

f ig u r e  7.2. Compensation through substitution
Under standard moral geometry, Maria’s harm from diminished access to apples (step 1) is offset by in-
creased access to oranges (step 2). Potential harm from the loss of an apple— moving Maria from x to y on 
the welfare scale— is repaired by “compensation” in oranges that returns her to x.
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other goods, as welfare economists generally do, then we can theorize harm 
as compensable via monetary transfer.

Table 7.1 elucidates the relationships between the relevant concepts. Moral 
geometry presumes that all harms are reparable. Under this approach the cells 
in the right- hand column of 7.1, which denotes irreparable harm, are empty. 
But are all reparable harms compensable— can they all be erased through the 
provision of other goods, or money? For that to be the case, all goods must be 
commensurable and substitutable. The assumptions underlying the standard 
approach ensure these conditions are met. In fact, all goods are treated as 
nothing but substitutable welfare transmitters. The cells in the table’s lower 
row, which denotes incommensurable, nonsubstitutable goods, must also be 
empty. The elegant result is this: all harms that humans suffer must reside in 
the northwest cell of table 7.1, which designates compensable harms.

The standard welfarist approach to harm entails other conceptual build-
ing blocks. First, it rejects the idea of “harm’s priority” (Shiffrin 2012): it re-
quires that benefits and harms, too, be mathematically and morally commen-
surable. Commensurability implies that they can be adequately compared on 
the same scale. Commensurability was implicit in our discussion of figure 7.2,  
where we combined harm and benefit into one welfare outcome. Second, on 
the welfare continuum, individuals are benefited by any move to the right and 
harmed by any move to the left, irrespective of the magnitude of the shift. In 
figure 7.3 both Jamal’s decline from x to y and Maria’s decline from xʹ to y′ 

indicate harm, even though Jamal faces a much greater decline in preference 
satisfaction (in absolute and relative terms) than does Maria. Third, both Ja-
mal and Maria are harmed by the declines they experience even though Ma-
ria is far better- off than Jamal before and after the shift.

Fourth, the standard approach also holds that not benefiting is equivalent 
to harming. Imagine a situation in which a proposed policy would benefit 
some individuals but harm others. Think of a tax cut for the wealthy that will  
necessitate cuts in social welfare payments to the poor. The alternative is to 

ta b l e  7 . 1 . Compensable vs. noncompensable, reparable vs. irreparable harm: The standard 
view

Reparable harm Irreparable harm

Commensurable, substitutable goods Compensable harms

Incommensurable, nonsubstitutable goods

If all goods are welfare commensurable and substitutable, then all harms are reparable through 
compensation.
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maintain the status quo. In this case can all harm be avoided simply by retain-
ing the status quo? The answer given by moral geometry is “no.” The approach 
holds that those who would have benefited from the policy are harmed if 
the status quo is maintained. Their forgone benefit is treated as harm. This 
theoretical maneuver is not obviously correct, though moral geometry de-
pends on it. Without commensurability between harming and not benefiting, 
the moral foundations of Kaldor- Hicks/CBA and SWFs would collapse (see 
chaps. 8 and 9).

Finally, standard moral geometry does not recognize absolute welfare thre sh-
olds. It allows for no welfare level at which a reduction in individuals’ welfare 
precipitates an abrupt or catastrophic decline in their quality of life. Let the 
vertical line on the welfare continuum in figure 7.4 indicate a threshold such 
that Jamal’s move from above to below it is experienced as catastrophic. The 
line might designate zero welfare, a point below which life is not worth living 
(Broome 1999, chap. 10; Adler 2018). The assumption of continuity in prefer-
ences implies that there is no such threshold— that there is no point distinguish-
ing a life worth living from one that is not.

f ig u r e  7.4. Welfare threshold
Under standard moral geometry, there is no threshold signifying a catastrophic deterioration in the qual-
ity of life.

f ig u r e  7.3. Welfare, magnitude of shift, and inequality
Under moral geometry, no distinction is made between Jamal’s and Maria’s situations. Both suffer harm 
when access to valued goods is diminished, even though the magnitude of Maria’s welfare loss is far less 
than that of Jamal’s, and even though Maria is far better off than Jamal before and after the loss.

o t h e r  c o n t i n u i t i e s

Kaldor- Hicks/CBA and the SWF approach face a range of common problems 
that they largely manage identically. Here we survey three.
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Uncertainty

Since all these approaches are consequentialist, they must come to terms with 
the problem of uncertainty of future policy effects, including both costs and 
benefits. How confident can we be that we know the impacts of policy that 
must be factored into the consequentialist accounting? Predicting policy im-
pact, as we have seen, requires time- travel machines that allow us to see to-
morrow, today.

Moral geometry seeks to eliminate uncertainty by treating the future ef-
fects of policy as probabilistically knowable. Moral geometers must presume 
that a policy option could generate any one of a range of possible outcomes— 
some better, some worse— depending on the “state of nature” that emerges 
in the future after the policy is implemented (Boadway and Bruce 1984, 10). 
They must also presume that they can identify the full range of possible policy 
outcomes prior to policy implementation. The geometers must also presume, 
finally, that they can know the probability of each possible outcome. Matthew 
Adler (2019, 19), certainly among the most sophisticated contemporary wel-
fare economists, explains the strategy clearly:

I’ll generally conceptualize uncertainty about the outcomes associated with 
policies by thinking of each policy as a probability distribution across out-
comes. Policy P is one such probability distribution, assigning to each out-
come x some numerical probability, the probability of x given the choice of 
policy P (these probability numbers summing to one); policy P* is a different 
probability distribution.

The US Office of Management and Budget (OMB) provides guidance to 
government economists on CBA, including on complications stemming from 
uncertainty. It claims that “the precise consequences (benefits and costs) of 
regulatory options are not always known for certain, but the probability of 
their occurrence can often be developed” (OMB 2003, 38; emphasis added).51

What is going on here? Moral geometry thinks of policy outcomes like the 
outcomes of throwing a die.52 We know the full range of possible outcomes of 
throwing a normal die (1– 6). We do not know whether the next roll of a die  
will come up 4, but we know with certainty that there is a one- sixth chance of 
it coming up 4. This kind of a system— wherein all the possible outcomes and 
their probabilities are known and remain stable over time— is called “ergo-
dic.” Now think of policy outcomes. Just like the gambler throwing dice, the 
moral geometers generally presume they can know the full range and prob-
abilities of possible future outcomes of any policy, and the economic value 
of those potential outcomes. With that information in hand, we can then 
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compare policies by reference to their respective probability distributions. 
For instance, we can pursue one widely accepted approach of calculating the 
weighted average of each policy’s possible outcomes. For a normal die, the 
weighted average is (1 × ⅙) + (2 × ⅙) + . . . (6 × ⅙), or 3.5. The weighted aver-
age yields the policy’s expected level of social welfare, denoted in the litera-
ture as “expected utility,” or E(U). We can undertake the same exercise for all 
other possible policy options, including the status quo. We are then directed 
to choose the policy with the highest E(U). The approach can be described as 
optimizing over potential outcomes— implementing the policy that appears to 
promise maximum social welfare (Lempert and McKay 2011).

Let’s extend the analogy to clarify how the procedure works. Think of 
two policy options where the potential outcomes of the first are reflected in a 
normal die, numbered 1– 6. Imagine that the possible outcomes of the second 
policy are reflected in a die numbered like this: 2, 2, 2, 2, 3, 7. Keep in mind 
that each number indicates the level of social welfare that could arise from 
each of the two policies. A policy maker must choose one die (policy) over 
the other, and then she can roll that die just once. Which “policy” should the 
policy maker choose? We’ve just calculated the E(U) of the first policy; it is 
3.5. The E(U) of the second policy, calculated the same way, is 3.0. The E(U) 
decision rule dictates selection of the first policy.53

What has been done here is ingenious. Moral geometers are treating a 
changing, unknowable future characterized by Knightian uncertainty as if it 
were a stable, probabilistically knowable future characterized by Knightian risk 
(see chap. 5). They’re assuming the future effects of alternative policies are as 
knowable as the outcomes of throwing dice. The strategy lets us believe that 
if it were possible to enact the policy options repeatedly under identical cir-
cumstances, we would know the frequency with which each outcome would 
occur. We have domesticated irreparable ignorance, eliminating it from view 
by treating policy choice just like throwing dice, where we do know the prob-
ability of each outcome. The heroic assumption that policy choice is just like 
throwing dice enables economists to utilize moral geometry even in cases 
where economists acknowledge limitations to their knowledge of the future.

Discounting the Future

Moral geometry that compares benefits and harms requires judgments about 
how to balance the welfare of people alive today against the welfare of future 
generations. The thorny problem of time discounting arises in this context. 
Imagine that a policy is expected to impose a cost of $1 billion on the pres-
ent generation while generating a benefit of $2.5 billion for those alive thirty 
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years from now. If we were to treat the present and future generations as if 
they were both present today, the policy would almost certainly pass the 
Kaldor- Hicks/CBA and SWF tests. But economists don’t proceed that way. 
Instead, economists typically “discount” future benefits and harms. There are 
several justifications for the practice. One follows reasoning associated with 
“pure time preference.” Individuals typically prefer receiving a dollar today 
to waiting five years for the dollar. Receiving the dollar today, the recipients 
can invest it at the going rate of return, for instance, and receive back more 
than a dollar five years out. Moreover, people don’t know if they will even 
be alive in five years. Recipients would typically need to be promised more 
than the dollar in the future to forgo receiving the dollar today. How much 
more they would need to be compensated for waiting depends on how much 
they discount the future. If an individual discounts the future by 4% per year, 
she would need to be promised $1.22 five years from now to forgo the dollar 
today. To put it another way, $1.22 five years from now is equal to just $1.00 
today. We say that the “present discounted value” of the future $1.22 is $1.00.

Now consider policy assessment. For the moral geometer, $1 billion today 
counts for more than $1 billion five years from now. The moral geometer 
must discount future sums of money to make them comparable with current 
sums of money. But discounting biases moral geometry toward the interests 
of the present generation. At a 4% discount rate, $1 billion today equates to 
$3.24 billion thirty years from now. That means that a policy that imposes a 
cost of $1 billion on those living today and that yields any amount of benefits 
below $3.24 billion for the generation thirty years hence fails under moral 
geometry. The intensity of the bias in favor of the present generation depends 
on the choice of the discount rate that is used in the assessment. The higher 
the rate at which the future is discounted, the greater will be the bias.

Much is at stake in the selection of discount rates. In assessing climate 
change, Nicholas Stern, who headed up the Stern Review on the Economics 
of Climate Change for the government of the UK (2007), argued for an effec-
tive discount rate of zero to balance current costs against future benefits. The 
Review (31ff) accepted the long- standing ethical critique of relying on pure 
time preference to discount the welfare of future generations. The Review 
concluded that 1% of world GDP should be invested immediately to reduce 
the rate of climate change. In response one of the world’s leading environ-
mental economists, William Nordhaus (2007, 1), challenged what he viewed 
as the Review’s alarmist findings. He argued that “the Review’s unambiguous 
conclusions about the need for extreme immediate action will not survive 
the substitution of assumptions that are consistent with today’s marketplace 
real interest rates and savings rates.” Nordhaus’s critique was grounded in 
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established moral geometry that insists on setting a discount rate that reflects 
economic fundamentals (the “real interest and savings rates”). The logic is 
that since future generations will be better- off than the current generation, 
there is good reason to discount benefits that will flow to them (see OMB 
2003, 32).

Laundering Preferences

All preference- based approaches to welfare must reckon one way or another 
with inappropriate preferences. Individuals may be misinformed and so pre-
fer something that will reduce rather than enhance their welfare. This prob-
lem is acute in contingent valuation surveys, where the replies of ill- informed 
respondents can determine whether a policy passes the CBA test. Individu-
als may also have antisocial preferences. A sadist prefers that others suffer. 
Should that preference count in moral evaluation of outcomes? If not, what 
about the widely shared preference today for watching American football, 
where the players risk severe injury, including brain damage and premature 
death? Individuals may also have conflicting preferences that complicate 
moral geometry. I might prefer that you get a good while you prefer that I 
get it. And what is to be done with “remote” preferences— preferences over 
aspects of the world that have little or nothing to do with a person’s actual 
life? I might prefer the preservation of a distant national park that I will never 
visit. Should that preference count? Finally, individuals facing sustained dep-
rivation may come to devalue important goods, including basic freedoms, 
to which they will never gain access (see chap. 8). Should the preference for 
those goods be eliminated from policy assessment?

Which preferences should count, then, in moral geometry? The standard 
approach is to accept most if not all preferences. That is the case in contingent 
valuation surveys. The surveyor typically does not inquire why people prefer 
one policy over another. OMB’s guidance to federal government economists 
does not raise the matter at all (OMB 2003). Instead, consumer sovereignty 
reigns, where, as Bentham said, push- pin is just as good as poetry. Some econ-
omists are reluctant to accept all existing preferences, however, and argue  
for amending preferences to ensure that social assessment is based exclu-
sively on appropriate preferences (Adler 2019). After all, people may in fact 
hold racist and other antisocial preferences that run contrary to social bet-
terment. In principle, “laundering” (or “idealizing”) preferences makes sense. 
But laundering preferences risks substituting economists’ value judgments 
for the judgments of others. This is troubling to many economists given the 
degree to which the exercise potentially compromises the sovereignty of the 
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individuals whose welfare the economist seeks to enhance. When preferences 
that are deeply held by individuals are ignored in the welfarist exercise, is the 
assessment of welfare grounded in individuals’ preferences or in the prefer-
ences the economist wishes individuals had? Laundering preferences places 
economists’ values at the center of an evaluative exercise that was intended to 
remove economists’ values from social accounting.

Taking Stock, Looking Ahead

We have covered a lot of ground here. A quick summary is in order. Table 7.2 
presents the central aspects of the standard welfarist decision rules as they are 
most commonly specified in moral geometry.

Moral geometry reduces complex ethical deliberations to simple math 
problems, the solutions to which purport to convey what we need to know 
to make the right policy decisions. The Pareto criterion avoids difficult ethi-
cal questions by refusing to judge policy that induces any harm whatsoever. 
It need not make a series of contentious assumptions that are required by 
the other tests. But it is largely useless in policy assessment. Kaldor- Hicks/
CBA and SWFs seek to judge policy even in the face of harm. Those theorists  
who reject the validity of interpersonal welfare comparisons employ Kaldor- 
Hicks/CBA. Those who instead accept the validity of interpersonal com-
parisons adopt SWFs. Typically, the tests do not prioritize the welfare of the 
worst- off, though the SWF approach can do so. Both tests are grounded in 
welfare consequentialism, where goods are nothing but commensurable wel-
fare transmitters. Harm, then, is simply the reduction in welfare caused by  
diminished access to one or more goods that individuals prefer. Both tests 
require continuity in preferences, which rules out lexicographic orderings of 
goods, and also require the substitutability of all goods, which ensures the 
reparability and compensability of all harms. The tests also require the com-
mensurability of benefits with harms and of harming with not benefiting. 
They avoid welfare thresholds, though the SWF approach can incorporate 
them. They reduce uncertainty to calculable risk, and they discount future 
benefits and costs. And to the degree possible they avoid laundering prefer-
ences. The procedures all yield rigorous yet tractable judgments about even the 
most complex policy questions, like how to respond to COVID- 19, that involve 
monetary and nonmonetary benefits and costs, including the protection of life.

The field of welfare economics exhibits extraordinary intellectual virtuos-
ity in pursuit of the “right” moral geometry to evaluate policy. I have been 
able to convey only a small amount of the subtlety and creativity of the field 
here. But the literature tends to pass far too quickly over the most important 
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questions that normative economics should examine. Should welfare conse-
quentialism be taken as the singly appropriate normative standard for policy 
assessment? And is any sort of moral geometry an appropriate approach for a 
profession that induces harm as it promotes social betterment? We now turn 
to these questions.

ta b l e  7 . 2 . A comparison of decision rules

Pareto KH CBA SWFs

Managing harm No one is 
harmed

Gains to winners >  
Losses to losers

Applied KH Aggregation of 
individual welfare

Interpersonal comparisons? No No No Yes
Prioritizes worst off? No No No Can but need not
Welfare commensurability of all 
goods?

NA Yes Yes Yes

Welfare reductionism of all 
harms?

NA Yes Yes Yes

Substitutability of goods? NA Yes Yes Yes
Reparability of all harms through 
compensation?

NA Yes Yes Yes

Commensurability of benefits 
with harms?

 NA Yes Yes Yes

Equates not benefiting with 
harming?

NA Yes Yes Yes

Recognizes welfare  
thresholds?

NA No No Can but typically 
does not

Managing uncertainty NA E(U) E(U) E(U)
Discounting the future? NA Yes Yes Yes
Laundering preferences? No No No Can but typically 

does not

KH = Kaldor- Hicks; CBA = cost- benefit analysis; SWF = social welfare function; E(U) = expected utility; 
NA = not applicable.
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Moral Geometry: An Assessment

Unfortunately, principles, rules and commandments are built on the assumption that they 
don’t conflict with each other and that moral ideas can be made “clear and distinct.” Sadly, 
however, moral “geometry” fails us. Just when we most need to be unconflicted things 
turn out to be ambiguous. So, we twist and turn to get principles, rules and command-
ments to fit the situations we meet or we blind ourselves to the thickness of experience in 
order to get principles, rules and commandments to work out. [We] simplify what cannot 
really be simplified. We miss the clue of the parable, the fable, the story.

—  h o wa r d  b .  r a d e s t  (1997, 111)

The Sioux Nation and the Treaty of Fort Laramie

The 1868 Treaty of Fort Laramie guaranteed the Sioux Nation tribes— the La-
kota, Dakota, and Nakota— “‘undisturbed use and occupation’ of an enor-
mous swath of land that included the Black Hills, a resource- rich region of 
western South Dakota” (LeGro 2011). In 1874 miners discovered gold in the 
Black Hills. The US violated the treaty by refusing to deter the influx of thou-
sands of white prospectors, who joined the gold rush and appropriated the 
land. A century later, the Lakota Dakota Nakota Nation (LDN) sued the fed-
eral government for the return of its lands. In 1980, the Supreme Court ruled 
that the LDN was due compensation in the amount of $102 million. Although 
lacking further legal recourse, the LDN refused the payment. The funds have 
remained in a trust, accruing interest. Today the fund totals $1.3 billion.

The LDN reconvened as the Confederacy of the Black Hills in 1991 to offi-
cially reject the compensation because the “land [was] not for sale.” The rejec-
tion document states:

This land was put here by the Supreme Being and he also put the Indigenous 
race here with its own form of government suited to its own religion, tradi-
tions, culture, and environment within which to base its social modes and 
jurisdiction of government on, since time immemorial.

Moreover, the land is “an indefinite and indefinable commodity that cannot 
be equated with the value of money as money is man- made” (LDN 2012).

The LDN demands repatriation of the land, restoration of the original 
boundaries of the 1868 treaty, in addition to monetary compensation for eco-
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nomic losses. Although tribal members face high levels of poverty, unem-
ployment, and morbidity, and although they have virtually no possibility of 
repatriation, the LDN constinues to refuse to accept the money without it. 
They are unwilling to give up their claim to the land. “That’s when the Sioux 
will become a defeated people” (Streshinsky 2011).

What might the LDN’s refusal to accept compensation for their stolen 
land tell us about the adequacy of moral geometry?

*
Here we explore whether moral geometry is ethically appropriate for manag-
ing the harms associated with economic policy. For the sake of brevity I focus 
primarily on Kaldor- Hicks/CBA, noting when the critique also applies to the 
SWF approach.

Kaldor- Hicks: Benthamite and Paretian Defenses

The most common defense of Kaldor- Hicks appeals to intuition. If, in com-
parison with the status quo, a policy promises gains to the winners that are so 
large that the winners could fully compensate the losers and still benefit, then 
we might have reason to believe that the policy would enhance social welfare. 
I will refer to this defense of Kaldor- Hicks, which focuses on each individual 
policy innovation in isolation, as Benthamite. Recall that under Bentham’s utili-
tarianism we are directed to pursue maximum aggregate utility even if the poli-
cies that achieve that goal induce harm. The Benthamite defense accepts that 
some will be harmed from Kaldor- Hicks- consistent innovations on grounds 
that their suffering is the price to be paid to promote social betterment.

The Benthamite defense has been subjected to a range of ethical critiques.54 
First, critics argue that the insensitivity of Kaldor- Hicks to inequality invali-
dates it as a decision rule (Bhagwati 1994; Sen 1987). Under Kaldor- Hicks, 
a policy that punishes the poor while generating benefits to the rich might 
very well be deemed worthy of support. Second, the Kantian objection notes 
that Kaldor- Hicks violates the “Dignity of Persons” by treating the individu-
als who will be harmed merely as a means for the benefit of others (White 
2006). Third, Kaldor- Hicks justifies an actual policy outcome in which some 
individuals are harmed by reference to a hypothetical scenario in which com-
pensation is paid to those who are harmed. But why should the fact that the 
winners could compensate the losers have any bearing at all on our evaluation 
of the policy when in fact the winners don’t provide the compensation (Sen 
1979; Adler 2012)? Sen (Sen, Deaton, and Besley 2020, 17) notes, sarcastically, 
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that under Kaldor- Hicks the Bengali famine that killed three million people 
“might have been a compensation test victory, because quite a lot of people 
gained a lot in 1943, and they could have compensated the new destitutes. 
They did not have to do it, and the destitutes mostly died— but was there a 
social improvement there?”

t h e  l o n g -  r u n ,  p a r e t i a n  p r o m i s e

These critiques demolish the Benthamite defense of Kaldor- Hicks. Is there a 
compelling response that overcomes them? The strongest defense of Kaldor- 
Hicks takes a long- run view. It draws on the Pareto criterion, not Bentham. 
It is predicated on a Paretian promise that all of us will be better- off living 
in a world in which Kaldor- Hicks- consistent efficiency- promoting policies  
are always enacted, even if each policy causes uncompensated harms to some  
of us. The “Kaldor- Hicks test is sometimes defended . . . as a decision proce-
dure which, in the long run, yields Pareto- superior outcomes,” Adler (2015, 
330) writes. “If government repeatedly makes choices that are Kaldor- Hicks 
efficient (by repeatedly using CBA), everyone will be better off.” Why might 
this be so? The claim is that over time, if economic efficiency is advanc-
ing, everyone will enjoy economic improvement. Peter might be harmed 
by today’s Kaldor- Hicks- consistent policy innovation, but as with everyone 
else, the gains he has enjoyed in the past and will enjoy in the future from 
efficiency- promoting innovations will more than offset today’s losses. If, in-
stead, efficiency- promoting policies that generate uncompensated harms are 
not permitted, economic progress will stagnate, leaving everyone (including 
Peter) worse- off. Economists can therefore presume that everyone has con-
sented to endure short- run harms from application of a decision rule that 
permits uncompensated efficiency- promoting harms.55

The long- run Paretian defense of Kaldor- Hicks claims influential defend-
ers. Deirdre McCloskey (2010, 84) deserves to be quoted at length:

[The] gain since 1800 from economic change has massively outweighed in 
monetary and ethical terms the loss to English woodmen disemployed by 
Swedish timber, or American blacksmiths disemployed by automobiles, or 
Indian bullock- drivers disemployed by motor trucks. The Win- Win- Win- 
Win- Wins far outnumber the lone Lose. To put it back in terms of rule utili-
tarianism and constitutional political economy, what sort of society would 
you rather be born into: one that forbad every innovation that resulted in any 
loss whatever to anyone, and rested therefore at $3 a day, and held that the sun 
“rose” and that painting must always be representational, or one that allowed 
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innovation, perhaps with a social safety net like Norway’s, and resulted in $137 
a day, and allowed Copernicus and Picasso to make old ideas obsolete?”

We are urged to accept that there is no reasonable basis for rejecting a de-
cision rule that ultimately benefits everyone, including the disadvantaged, 
more than would any other viable policy decision rule.56

a s s u m p t i o n s ,  a s s u m p t i o n s

Like the Benthamite case, the Paretian case invokes consequentialist welfar-
ism and the associated neoclassical assumption set. Doing so enables the pre-
sumption of universal reparability of harms through compensation, which is 
even more vital to the Paretian than it is to the Benthamite case because the 
Paretian case needs to be able to claim that everyone is in fact compensated in 
the long run. Reparability through compensation is assured only by theoriz-
ing harm exclusively in terms of the loss of welfare associated with decreased 
access to one or more goods, and by treating all goods as commensurable 
and substitutable. Absent these assumptions the compensation test would fail 
as an ethical decision rule in the Paretian just as in the Benthamite account. 
Moreover, the Paretian promise, just like the Benthamite defense, accepts that 
all harms and benefits, and the act of harming and the act of benefiting, are 
commensurable, permitting ethical evaluation through mathematical calcu-
lation of the “Win- Win . . . Lose” sort.

The Paretian promise requires additional assumptions that need not con-
cern the unrepentant Benthamite. First, all harms must be minor relative to 
the flow of gains that individuals secure. Second, the Paretian promise re-
quires some degree of randomness in the distribution of harms and benefits. 
Only if losses are small relative to gains and if instances of winning and losing 
from successive policy innovations are distributed fairly randomly can we 
presume that there will be no losers in the long run (Hotelling 1938; Coleman 
1980; Posner 1980).

a s s e s s i n g  t h e  p a r e t i a n  p r o m i s e

The Paretian promise is impervious to the criticisms of Kaldor- Hicks pre-
sented above. If the Paretian promise is realized, then the critique that Kaldor- 
Hicks is insensitive to inequality is somewhat less urgent. Moreover, the Pa-
retian promise can survive the Kantian objection that Kaldor- Hicks treats 
individuals merely as means to others’ ends since it presumes that everyone 
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has consented to the arrangement. Sen’s complaint concerning the absence 
of actual compensation also falls away since everyone is compensated in the 
long run. If the Paretian promise is realized— if everyone actually gains in the 
long run— then the critiques lose their ethical force.

A persuasive challenge to the Paretian defense of Kaldor- Hicks persists, 
however, which applies also to the SWF approach. It entails demonstrating 
that its welfarist conception of harm is deficient. Since the Paretian promise 
also depends on auxiliary assumptions, those assumptions also bear scrutiny.

On Welfarism

A range of moral and political philosophers and economists across the politi-
cal spectrum, such as John Rawls, Amartya Sen, Martha Nussbaum, Seana 
Shiffrin, Bernard Williams, and Robert Nozick, have subjected welfarism and 
utilitarianism to intensive critique. Much of the critique concerns welfarism’s 
inadequate treatment of rights and autonomy (e.g., Williams 1973). Welfarism 
generates a paternalistic ethos associated with professional privilege that is 
insensitive to layperson rights (see chap. 2). In many professions over the 
past fifty years we find growing recognition of the autonomy of clients that 
overrides professionals’ authority to decide how to promote client welfare. 
Emphasis on autonomy acknowledges the fact that distinct individuals do 
and are entitled to hold diverse and often conflicting aspirations and values, 
including beliefs about which value criteria to employ in policy assessment. 
Recognition of that fact undermines the selection of policy based on moral 
geometry. Though consequentialist welfarism and utilitarianism continue to 
be advocated by first- rate scholars (see Adler 2019; Sumner 1996; Griffin 1986; 
Smart 1973), outside of economics these approaches are widely taken to be 
insufficiently sensitive to the rights of laypeople.

Our focus on harm leads us to a different critique. Recall the taxonomy 
of harms that appears in table 3.1. Perusing the list we confront the extraordi-
nary diversity of harms that individuals suffer, ranging from assaults on their 
physical bodies and mental capacities to damage to their psychological states; 
economic, social, and moral conditions; and autonomy. Economic interven-
tions that economists propose can induce most if not all the harms listed in 
the taxonomy. This is especially true of large- scale projects that reach across 
national borders, like trade and financial liberalization. Moreover, harms cas-
cade, such that one discrete harm (like the loss of economic security) can in-
duce a wide range of other kinds of harms and can compound over time.

Recognition of the internal heterogeneity of harm suggests a methodolog-
ical choice, one with wide practical and ethical implications. With the moral 
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geometers we can choose to insist that it is appropriate to reduce all forms of 
harm in the taxonomy to one simple metric, the loss of welfare typically de-
fined in terms of preference satisfaction. We can presume that much is gained 
and nothing of moral significance is lost when we translate all the harms in 
the taxonomy into one metric so that we have just one measure of human 
well- being to maximize in economic policy formation.

Welfare reductionism has seduced a profession that craves authority in 
public policy. It permits definitive judgments about policy that are endorsed 
by economic science and derived from objective mathematical formulas. It 
allows economists to believe that someone suffering the loss of one good can 
be rendered whole provided she is able to extend her access to other goods. 
But the approach serves the economics profession far more than it serves 
society. Reducing all harms to the one metric of welfare entails indefensible 
ethical compromises. Not least, welfare reductionism leads the economist to 
take an extraordinarily casual view of harm and harming. Each of the harms 
in the taxonomy is recognized as harmful only because and to the degree that 
it diminishes welfare. The geometer’s simple taxonomy, then, includes just 
one category, welfare diminution, that covers the entire harm domain.

It should be clear that welfarism is grounded in a narrow conception of 
human existence. It presents an impoverished conception of what it is people 
value and what it takes to live a good life (cf. Atkinson 2009). In reality, a 
good life expands beyond people getting what they prefer. Harm, too, must 
then reach beyond diminished preference satisfaction. The loss of honor, or 
a sense of self as a provider for one’s family, or a loved one, or a valued way of 
life is distorted and diminished when theorized simply as people not getting 
what they prefer. Welfarist accounting trivializes what it means to be harmed 
while ignoring the diverse forms of harm and ways people can be harmed. A 
richer account of harm that respects those who suffer harm needs to accept 
harm’s complexity and internal diversity.

A preference- based account of harm is also undermined by the problem 
of “adaptive preference formation.” Preferences adapt insidiously when dis-
advantaged individuals or members of oppressed groups come to believe that 
they do not value important goods that are systematically denied to them (El-
ster 1982). Preference adaptation is an unconscious coping strategy for deal-
ing with deprivation. The dependent servant who subordinates his life plans 
for the sake of his overseer might think that his life is just as it should be only 
because he has lost sight of his own aspirations. That forfeiture represents a 
profound loss of autonomy especially when not experienced as such. Once 
preferences have adapted in this way, deprivation no longer registers under 
neoclassical welfarism as harmful.
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Harm’s Priority

Liberal philosophy provides the basis for another kind of critique. Liberal 
thought embraces the concept of “harm’s priority.” This is the idea that 
“stronger moral reasons are generated to refrain from inflicting this harm 
on a person, to prevent it from occurring . . . and to alleviate it than are gen-
erated to confer [a comparably sized] benefit (to that person or another)” 
(Shiffrin 2012, 362). The point is that harming requires special justifications 
beyond the fact that harming some might allow for benefiting others. From 
this perspective harming and benefiting are incommensurable. Harm’s prior-
ity precludes treating harms and benefits on the same scale, using the harm/
benefit continuums that we have drawn on extensively in explicating moral 
geometry. It precludes the math that directs us to approve of policy provided 
only that the benefits are greater than the harms, or that it increases social  
welfare.

Harm’s priority finds substantial support not just in philosophy but in ev-
eryday life. In fact, social intercourse requires it. We do and must constrain 
what we do to benefit some individuals when doing so would significantly 
harm others. The alternative is to be at risk of assault on our person, property, 
or projects whenever others could benefit more from what we possess. In 
that world kidney snatching would be justified whenever the recipient would 
gain more from the theft than the victim would lose. Surely economists, too, 
especially those working in the liberal tradition that emphasizes personal 
freedoms, must embrace harm’s priority. But doing so would disrupt moral 
geometry. How do the geometers handle the problem?

Conflating Not Benefiting with Harming

We noted in chapter 7 that moral geometers equate not benefiting with harm-
ing. We now see why this assumption is crucial to moral geometry. The con-
flation allows economists to conclude that those who would benefit from a 
feasible policy intervention are harmed if the policy is not implemented. It 
transforms a situation in which economists are comparing harming with not 
benefiting into one in which they are only comparing rival harms— the harm 
to those who will suffer if a policy measure is introduced, and the harm to 
those who will benefit from the measure if it is in fact not introduced. The 
stratagem is intended to allow the economist to evade entirely the normative 
problem posed by harm’s priority.

In fact, the stratagem depends on our willingness to accept the conflation 
of not benefiting with harming. Moral, legal, and medical philosophers tend 
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to refuse that conflation, and with good reason. If we accept it, we are back in 
the world of kidney snatching. Fortunately, medical practice does not accept 
the conflation, and so our kidneys are safe when we enter the doctor’s office. 
Shiffrin argues that we should give weight to our moral intuitions. And those 
intuitions push back against the conflation of not benefiting with harming. 
In chapter 9 we will return to this issue, to see how legal philosophy distin-
guishes between harming and not benefiting.

Moral Plurality

The alternative methodological choice is to push back against mechanical 
thinking, acknowledging the essential complexity, heterogeneity, and incom-
mensurability across harms. The alternative is grounded in “moral plurality,” 
the acceptance of competing conceptions of what it means to live a good life, 
and what it means to be harmed (Sen, Deaton, and Besley 2020, 4). This route 
complicates greatly the assessment of the presence and extent of harm, re-
sponsibility for harm (and harm aversion), reparability of harm, and other 
harm- related decisions. It places a much heavier burden on the shoulders of 
those, like economists, who are in position to induce significant harm to those 
they purport to serve. It suggests the need for multi- objective social assess-
ment, where we consider a policy’s distinct, incommensurable harmful effects. 
Doing so can lead to what economists call “incomplete orderings” of available 
policies, where many policies can’t be ranked as better or worse than others be-
cause one option may outperform another in preventing one kind of harm but 
underperform in preventing other kinds of harm, where the harms can’t be re-
duced to a common metric (Sen 1992). Incomplete orderings are inconvenient 
for a profession trying to reach unambiguous policy decisions. Those who re-
ject moral geometry must also face the question of who should decide which 
option to choose when there is ambiguity in policy rankings (see chap. 11).  
Refusing welfare reductionism, then, generates a host of thorny problems that 
are papered over under moral geometry. And yet the refusal is necessitated 
by the stakes involved in economic practice. The sacrifice of tractability is the 
price to be paid for responsible professional practice that can withstand close 
ethical scrutiny.

Moral geometry cannot tolerate the moral ambiguity associated with 
moral plurality. It banishes moral plurality by reducing all goods to the wel-
fare they induce, and harms to diminished access to goods. The strategy im-
plies that whatever harms the fates may bring can be corralled under the cate-
gory of welfare losses. But this feature of welfarism, taken by moral geometers 
to be a principal virtue, in fact represents its central deficiency.
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On the Scale of Harms

The Paretian promise requires that all harms are relatively trivial relative to 
the benefits everyone will enjoy from a long series of Kaldor- Hicks- consistent 
policy decisions. If the harms are not trivial, we can’t conclude that the benefits 
that flow to individuals over time more than compensate for them. But are the 
harms people suffer from policy trivial, always? Moral geometers handle the 
problem in the established way of standard welfare economics: by simply as-
suming that there are no catastrophic harms. “It will be assumed that no nega-
tive reward is so large as to ‘bankrupt’ the individual at some point and end 
his participation in the ‘game,’ ” Polinsky (1972, 414n6) writes. “This assump-
tion will also be made for bankruptcy occurring through the accumulation 
of negative rewards, none of which would be sufficiently detrimental alone.”

Is the assumption warranted? A cursory review of the harm taxonomy 
should disabuse us of the notion that the economic arrangements that econo-
mists endorse impose no catastrophic harms. Employees who lose their jobs 
owing to trade liberalization are apt to lose income, which may be offset by 
severance and welfare payments to which they are entitled. But as we have 
seen, unemployment also induces a range of other harms that undermine 
the well- being of those who are unemployed and their families. Unemploy-
ment generates social isolation and exclusion, deepens social divisions and 
inequalities, and increases morbidity and mortality. Bracketing momentarily 
the question whether such harms are in principle reparable, we should take 
note of their magnitude. Is it really the case that displaced workers who suffer 
them will be made whole through government checks and the lower prices 
now available at Walmart for the imported goods they once produced?

Grand economic reform projects, like economy- wide institutional rede-
sign, and large- scale infrastructure projects that uproot communities, like 
megadam construction that floods valleys and requires relocation of thou-
sands of people, are prone to causing harms that can be massive relative to the 
flow of benefits that Paretian defenders of Kaldor- Hicks presume will even-
tually compensate the losers.57 So are smaller interventions that economists 
routinely endorse. Gentrification of low- income urban neighborhoods, for 
instance, involves “exclusionary displacement” and eviction of low- income res-
idents and businesses with damaging effects on mental and physical health, 
poverty, and political disenfranchisement (Chapple et al. 2017, 33).58 Harms 
on this scale can be life- shattering, dwarfing any benefits that will ultimately 
flow to the project’s victims.

One can of course defend reform involving massive harm with the claim 
that future generations will enjoy greater levels of prosperity than could have 
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been achieved without the reform- induced suffering. This is McCloskey’s 
“Win- Win  .  .  . Lose” defense that justifies short- run harm by reference to 
intergenerational economic gains. But the defense is exceedingly dangerous. 
It can be harnessed in support of even the most irresponsible and devastating 
policy regimes. “Don’t worry,” it reassures the victims, “those who follow will 
be better off!” As Nozick (1974, 298) puts it wryly, “Utopia is where our grand-
children are to live.” For our purposes what is most notable is that the Win- 
Win . . . Lose defense is off point. It turns its back on the Paretian promise and 
returns us squarely to Bentham since it accepts permanent policy- induced 
harms to some as the price to be paid for increased welfare for others.

Zero Welfare

Kaldor- Hicks attributes no special meaning to zero or negative welfare (see 
the discussion of figure 7.4). In contrast, and to their credit, some SWF theo-
rists have used the concept of zero welfare to describe a deprived level of 
living that is “equally good as nonexistence.” In this account, negative welfare 
implies “bad lives— lives not worth living” (Adler 2019, 239; see also Broome 
1999, chap. 10). The concept of zero welfare is awkward for moral geometers, 
however, because Kaldor- Hicks/CBA and the SWF approach are geared to-
ward comparative distinctions that allow ranking of alternative policies. Zero 
welfare involves a categorical judgment that is not comparative (Adler 2019, 
239). An implication is that a jump from a welfare level with a positive value 
to another with a zero or negative value might entail a catastrophic welfare 
discontinuity. That idea undermines the prevailing conception of reparability 
and compensability of all harms upon which Kaldor- Hicks/CBA and SWFs 
depend. Moral geometry largely resolves the problem by simply assuming no 
absolute thresholds.

But the question of a zero- welfare threshold won’t go away just because 
it is inconvenient for moral geometers. The possibility of catastrophic harms 
arises especially in cases when a policy threatens to reduce the welfare of 
relatively disadvantaged individuals for the benefit others who are better- off. 
Moral geometers accept that transfers from the relatively worse- off to the 
relatively better- off are legitimate provided the gains to the winners are suffi-
ciently large. The case of low- paid textile workers producing intricate, expen-
sive fabrics who lose their jobs owing to trade liberalization comes to mind. 
Under standard moral geometry their loss of welfare may be offset by some 
multiple by the gains to those who buy couture, even though the consumers 
for high fashion enjoy much higher levels of welfare than the displaced work-
ers. If the gains are substantial enough, benefiting a sufficiently large number 
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of consumers, say, even an economist employing a SWF that gives special 
attention to the welfare of the worst- off must endorse the policy change. We 
must then ask, is there no welfare threshold that the worse- off should not 
be expected to traverse on behalf of others? Should some special attention be 
paid (and somehow registered in the moral geometry) if the displaced workers 
experience a drop from positive to negative welfare? This is not a contrived 
example. Losses from actual economic policy, such as the trade liberalization, 
shock therapy, and austerity examined in previous chapters, can ramify in ways 
that reduce the value of a life to one not worth living, leading to deaths of de-
spair (Case and Deaton 2020). The analytical clarity of moral geometry would 
be undermined by a zero- welfare threshold when policy shunted the worst- off 
below the zero- welfare threshold. Moral geometry typically excludes the con-
cept of zero welfare to ensure the clarity needed to reach definitive policy as-
sessment. But catastrophic harms happen. How can it be morally legitimate to 
exclude that fact from policy assessment?

Harm Distribution

Over the course of the past four decades we find dramatic evidence of an 
association between radical market liberalization and rising within- country 
inequality. In the US, investors and other high- income earners have bene-
fited enormously from successive rounds of trade liberalization. In contrast, 
workers displaced by economic retrenchment have generally faced declining 
wages in the industries to which they have migrated (Bivens 2008, 3; Ares-
tis, Charles, and Fontana 2013; OECD 2005, 46– 47; Scott 2003; 2013; Senate 
Committee on Finance 2002; Weidenbaum 2001, 17). But investors and high- 
income earners have also been the principal beneficiaries of other market 
fundamentalist policies. Financial liberalization, the destruction of labor 
unions, successive rounds of tax cuts on capital gains and high salaries, and 
the restructuring of public services like education have served the privileged 
at the expense of the vulnerable. The result is a historically unprecedented 
and sustained surge in income and wealth inequality in the US with eco-
nomic stagnation and decline for the majority of households. Moreover, re-
cent evidence establishes that trade and financial liberalization during the 
1980s and 1990s has had similar effects across the developing world (Goldberg 
and Pavcnik 2007; Grabel 2015). These trends provide prima facie evidence 
that the benefits and harms of successive rounds of liberalization have been 
serially correlated. When harms are serially correlated the Paretian promise 
collapses.
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r e p a r a b i l i t y,  c o m p e n s a b i l i t y,  a c k n o w l e d g m e n t

We can now approach what is perhaps the most significant error that follows 
from the welfarist approach to harm. The empirical question whether all agents 
can expect to be compensated in the long run for any harms they suffer along 
the way comes one step too late in the argument. The question presumes, af-
ter all, that all harms are in fact reparable through compensation. Reparability 
through compensation implies that a harmed individual can be rendered whole 
through the substitution of goods; that there are no lexicographic preference 
orderings. It assumes that individuals who have been harmed can always be 
restored to their previous level of welfare following the goods transfer that ef-
fects the repair.

Are all harms reparable, and are all reparable harms compensable? The 
consensus among legal scholars is that they are not. Many harms cannot be 
repaired in the sense of rendering the victim whole.59 Appreciation of the 
scale and qualitative nature of harms that humans suffer as a consequence of 
economic arrangements sustains that conclusion. Sen’s caustic comment on 
the Bengali famine reminds us that those who died in this catastrophe could 
not be made whole; the loss of life was simply irreparable. Economists make 
a fundamental error when they treat reparable harms as representative of all 
harms. Many physical, psychological, social, political, moral, and autonomy 
harms are irreparable. It is professionally irresponsible to presume otherwise. 
Those who are severely damaged physically or mentally; or whose loved ones 
are killed; or who are induced to suffer shame or the loss of self- respect, the 
capacity for inventiveness, or access to irreplaceable goods (to name just a few 
items in the harm taxonomy) might not be able to be repaired at all. Alterna-
tively, the possible repair may be partial rather than full.

It is important in this connection to theorize repair properly— in terms of 
healing, coping, or restoring the ability to have a full human life— and not in 
the simplistic way of the economist, as restoration to one’s previous level of 
welfare. Partial repair for catastrophic harms, if it comes at all, might there-
fore require time, hard work, luck, and substantial support. Compensation 
may not be central to the process of repair. Indeed, some categories of harm, 
such as being dishonored, are not amenable to repair through compensation. 
As McGowan puts it, “Once lost, honor is extraordinarily hard, if not impos-
sible, to regain. . . . The very idea of [pricing honor] seems inconsistent with 
the concept” (McGowan 2010, 589– 90).

The causes of harm bear on the nature of the harm suffered, includ-
ing its reparability and compensability. Potential causes include atrocities, 
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negligence, error, accident, coerced or voluntary risk- taking by individuals 
in pursuit of their own interests or in the service of others, etc. A broken 
arm suffered in a sporting competition may register to the injured person 
as a benign inconvenience. But the same injury resulting from an assault 
can be experienced as a trauma. The injured athlete may be healed in every 
sense within weeks. The assault victim may suffer cascading harms, including 
physical and psychological trauma that persists and even compounds over 
time. Contrary to moral geometry, it follows that the causes of harm also bear 
on the matter of the requisite response.

Acknowledgment, Not Compensation

Some forms of harm, such as reversible damage to property from negligence 
or misfortune, are typically resolved through compensation, just as econo-
mists claim. But other forms of harm require something qualitatively differ-
ent and much more difficult to achieve: acknowledgment. Acknowledgment 
takes diverse forms, reflecting the particular causes and nature of the harm 
in a given case. Acknowledgment can involve public apology or expressions 
of sympathy for, or recognition of, one’s loss, as often occurs in the context of 
post-atrocity truth commissions. Here, the admission by perpetrators of their 
culpability, combined with apology in the context of public sympathy, might 
provide the victim a degree of solace and a chance at recovery that explicit 
monetary compensation would trivialize (Bouris 2007). Acknowledgment 
can also take the form of the expression of gratitude or respect, and the be-
stowal of public honors. These are the appropriate forms for those individuals 
whose harm is a consequence of risk- taking and sacrifice on behalf of others, 
such as those who put themselves in harm’s way to ensure the safety of their 
communities.

Table 8.1 revisits our earlier examination of moral geometry’s approach to 
reparability and compensability. Under moral geometry all harms appear in 
the northwest cell: all are deemed reparable through compensation. But the 
present discussion points to the failure of that characterization.

If not all goods are welfare commensurable, and if some goods are not 
substitutable, then the harm associated with the loss of these goods may be 
irreparable. And if a harm is irreparable, then it is by implication noncom-
pensable. Such harms reside in the southeast cell in the matrix. But we’ve now 
seen that even some reparable harms— those that are wholly or just partially 
reparable— may not not be repaired through compensation. These harms re-
side in the southwest cell. Their repair depends on noncompensatory mea-
sures of acknowledgment that do not fit into any sort of moral geometry.
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Acknowledgment and Monetary Transfers

Sometimes, monetary transfer accompanies public acknowledgment. This 
fact leads to confusion among economists who are trained to see all trans-
fers as an exchange of values— as compensation. But in cases involving the 
violation of rights or the loss of irreplaceable goods, monetary transfers serve 
purposes other than compensation that renders the harmed victim whole. The 
“sorry money” that is paid in New Guinea, as exemplified in a story recounted 
by Jared Diamond (2012), is illustrative: in the wake of a traffic accident that 
killed a child but where the truck driver was exonerated of any wrongdoing, 
the truck company owner gave money to the parents and said to them, “This 
money is nothing compared to your son’s life, but I give it to show how sorry 
we are.” The simple example highlights the necessity of deciphering the so-
cial function of monetary transfers in instances of harm. It is an elementary 
mistake to presume, with the economist, that all transfers represent monetary 
compensation that has the capacity to render the harmed agent whole.

Monetary transfers in response to atrocities can signal the genuineness, 
depth, and honesty of acknowledgment of wrongdoing. Speaking of the repara-
tions from the German government to the survivors of the Holocaust, Martha 
Nussbaum puts it this way: “Indeed, we might say that the main importance 
of reparations, too, is expressive . . . its primary significance [may be] a public 
expression of wrongdoing and the determination to do things differently in the 
future” (Nussbaum 2001, 173; emphasis added). To view reparations simply as 
compensation that renders victims whole is to trivialize the atrocities that led 
to the harm, and the harm itself.

In her examination of bourgeois virtues, McCloskey recounts Diamond’s 
analysis of sorry money. McCloskey discusses approvingly a historical trend 
in the Germanic north of Europe to commercialize disputes over injury or 
harm that might otherwise generate social conflict and disrupt economic 

ta b l e  8 . 1 . Compensable vs. noncompensable, reparable vs. irreparable harm: An alternative perspective

Reparable harm Irreparable harm

Commensurable, substitutable goods Compensable harms Undefined

Incommensurable, nonsubstitutable 
goods

Noncompensable harms
Acknowledgment: apology, 
sympathy, recognition,  
gratitude, respect, honor

Noncompensable harms
Remedial measures unavailable

If some goods are not welfare commensurable and substitutable, then some harms will be irreparable, and 
even some reparable harms will be noncompensable. Irreparable and noncompensable reparable harms 
require appropriate forms of acknowledgment.
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progress. In place of honor- based, eye- for- eye justice, “Germanic law codes 
of early times encourage cash compensation for dishonor.  .  .  . The savages 
of the northern forests  .  .  . were making delicate calculations of monetary 
equivalences” (McCloskey 2016c, 444– 45). Payment for wrongs in the form 
of “wergelt,” which became the norm in northern Europe, helped to curtail 
costly feuds that otherwise might have disrupted commerce. In contrast, in  
the supposedly more advanced and mercantile south, “a more primitive and  
anticommercial code of honor” survived through the centuries. “From Homer 
to El Cid to The Godfather, one’s honor is absolute. . . . They would not accept 
money for murder.”

A distinction needs to be drawn between the bourgeois view that McCloskey 
recommends and the modern neoclassical view. Commercialization of harms 
does not presume that all harms are reparable and compensable. The virtue of 
payment for harms resides in its instrumental effects— keeping the peace, sus-
taining beneficial commerce, and incentivizing precaution by those in position 
to do harm. These transfers are not to be understood as compensation. The 
idea that those who harm must make amends in ways that are consistent with 
the social interest bears no likeness at all to the naive, modern economic treat-
ment of all harms as reparable and, indeed, compensable. They are not: just ask 
the parents who are awarded damages for the wrongful death of a child whether 
they are indifferent between having their child and having the money.

Does Everything Have Its Price?

In A Tale of Two Cities Charles Dickens illustrates the central point that some 
harms are not compensable. The carriage of Monsieur the Marquis, “one of 
the great lords in the power of the Court,” careens recklessly through a town 
square without regard for the safety of others. “At last, swooping at a street 
corner by a fountain, one of its wheels came to a sickening little jolt, and 
there was a loud cry from a number of voices, and the horses reared and 
plunged. . . .” A crowd assembles around the carriage and the distraught fa-
ther of a child who has been trampled by the horses:

“What has gone wrong?” said Monsieur, calmly looking out.
A tall man in a nightcap had caught up a bundle from among the feet of  

the horses, and had laid it on the basement of the fountain, and was down in 
the mud and wet, howling over it like a wild animal.

“Pardon, Monsieur the Marquis!” said a ragged and submissive man, “it 
is a child.”
“Why does he make that abominable noise? Is it his child?”
“Excuse me, Monsieur the Marquis— it is a pity— yes.”
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The Marquis is disgusted:

“It is extraordinary to me,” said he, “that you people cannot take care of your-
selves and your children. One or the other of you is for ever in the way. How 
do I know what injury you have done my horses. See! Give him that.”

He threw out a gold coin for the valet to pick up, and all the heads craned 
forward that all the eyes might look down at it as it fell. The tall man called out 
again with a most unearthly cry, “Dead!” . . . 

The Marquis leaned back in his seat, and was just being driven away with 
the air of a gentleman who had accidentally broke some common thing, and 
had paid for it, and could afford to pay for it; when his ease was suddenly dis-
turbed by a coin flying into his carriage, and ringing on its floor.

“Hold!” said Monsieur the Marquis. “Hold the horses! Who threw that? . . .  
You dogs! . . . I would ride over any of you very willingly, and exterminate you 
from the earth. If I knew which rascal threw at the carriage, and if that brigand 
were sufficiently near it, he should be crushed under the wheels.”

The Marquis offends us, economists no less than the rest of us, for his cru-
elty and brazen indifference toward the extraordinary damage he has caused. 
But notice: the Marquis’s calculations are consistent with standard moral ge-
ometry. A harm has been caused, and compensation has been provided. But 
the recipient of the payment will not accept it. The coin is flung back at the 
Marquis not because the amount is too little. Were that the case, the father 
would instead have held up the carriage to negotiate a better price. The father 
is repulsed by the payment. It is a grossly inappropriate response to the atroc-
ity that took his child’s life.

t h e  c a s e  o f  t h e  l d n  c o n f e d e r a c y

We can now begin to make sense of the LDN’s rejection of monetary com-
pensation for the lands taken from the tribes in violation of the Treaty of Fort 
Laramie. The refusal illuminates the failure of moral geometry. Like Dickens’s 
grieving father, the LDN tribes have been deprived of a “good” through a bar-
barous act. In return they have been offered monetary compensation. They 
have rejected the monetary award not because it is insufficient in magnitude, 
and not because they have any recourse to secure a better deal. They have 
rejected the compensation because it is an inappropriate response to the egre-
gious violation of their rights and assault on their way of life.

The case of the LDN’s refusal to accept compensation reveals the econo-
mist’s egregious error of subsuming all instances of transfer under the cate-
gory of compensation, and of believing that once compensation has been paid, 
all harm is fully repaired. Breaking the economist’s conflation of monetary 
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transfer and compensation, we might be able to recognize a wide range of so-
cial functions that transfers can serve. One is to reduce the social tension that 
might otherwise persist in the wake of a harm: wergelt. Under tort law the ex-
pectation that harming another will require monetary transfer also serves as 
an incentive for those in position to harm to act responsibly, taking measures 
to reduce the risk of harming (Kornhauser 2015). What monetary transfer 
can’t always do is restore harm victims “to their previous level of enjoyment,” 
to borrow Kaldor’s evocative phrasing (1939, 551), or restore their previous 
level of freedom, rights, or well- being.

The standard economic view has difficulty making sense of cases such as 
the LDN. Or of cases in which promised monetary compensation to com-
munities for public projects that threaten harm to them, such as the siting 
of hazardous waste facilities near residential areas, reduces support for the 
projects (Frey, Oberholzer- Gee, and Eichenberger 1996). Counterintuitively, 
communities in the crosshairs of policy makers are sometimes willing to ac-
cept projects that risk harming them when offered nonmonetary amenities in 
the form of public goods, such as schools, firehouses, or even walking paths, 
rather than monetary compensation. Mansfield, Van Houtven, and Huber 
(2002) attribute this finding to what they identify as the bribery effect, the 
crowding out of public- spirited altruism and feelings of moral responsibil-
ity. Equally important, “public goods may be viewed as a way to effectively 
mitigate the psychic harms associated with local public harms” (Mansfield, 
Van Houtven, and Huber 2002, 368). The appropriate inference, one that is 
obscured by the economic convention of referring to all harm remediation 
as “compensation,” is that the provision of public goods is sometimes not re-
garded (or not just regarded) by the harmed parties as compensation. It is 
regarded as sorry money that expresses acknowledgment of the sacrifice that 
the community is asked to bear for the good of society. It may very well serve 
the function of acknowledging rather than compensating those who face the 
risk of being harmed for the greater good. The act of honoring may not just 
repair but also reduce the harm associated with the project by treating those 
who will be harmed with due respect.60

When does monetary transfer represent compensation, and when does it 
represent something else? One test is this: When all that matters is the mag-
nitude of the transfer, we should infer that the transfer serves the purpose of 
compensation just as the economist conceives it. When instead the condi-
tions surrounding the transfer, not just its magnitude, matter— when it mat-
ters from whom the payment is received, under what conditions the transfer 
is made, and what sentiments are conveyed with the transfer— then we have 
good reason to infer that the transfer is conveying acknowledgment and not 
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compensation. To the economist that may seem a distinction without a dif-
ference. To those who have been harmed, however, the distinction may deter-
mine whether the transfer facilitates repair from egregious harms.

c a n a d a ’ s  f i r s t  n at i o n s  p e o p l e s

It is instructive to compare US and Canadian cases concerning recognition 
and rectification of past injustices toward indigenous people. Canada’s First 
Nations peoples have suffered the same injustices as Native American tribes 
in the US. One particularly notable example involves the Catholic and Prot-
estant residential schools where First Nations children were sequestered to 
“civilize” them by indoctrinating them in Canadian and Christian values. The 
schools operated for over a century, from 1883 to 1996. Children were ab-
ducted, and families were tricked and pressured into giving up their children 
to the schools. The effect is now recognized by the Canadian government 
as “cultural genocide.” As of this writing (July 2021), thousands of children’s 
bodies have been exhumed from unmarked mass graves on the grounds of 
several schools (Austin and Bilefsky 2021).

The Canadian government has responded in ways that seek to acknowl-
edge the horrors suffered by the First Nations peoples. In 2008 it established 
the Truth and Reconciliation Commission of Canada to investigate the resi-
dential schools. The commission issued a massive report (Truth and Recon-
ciliation Commission of Canada 2015) chronicling the injustices associated 
with the schools. The commission has called for an apology by the Pope. 
The Pope has not complied, but the Archbishop of Vancouver apologized on 
behalf of the archdiocese, as did the leader of the United Church of Canada, 
the country’s largest Protestant denomination. The Canadian Prime Minis-
ter formally apologized and committed to provide resources to support in-
digenous communities and further research into the atrocities. In 2019 the 
provincial government of British Columbia became the world’s first to adopt 
into law UN guidelines for heightened indigenous sovereignty. In June 2021 
Canada’s Parliament passed legislation extending those measures nationwide.

The leaders of the First Nations peoples have mobilized for over fifty 
years to reverse colonialism by achieving indigenous sovereignty. Accord-
ing to John Burrows, a prominent legal scholar and a member of the Chip-
pewa of the Nawash Unceded First Nation, their recent achievements were 
once unthinkable. Nonetheless, the leaders believe that the government must 
do much more to meet its commitments and to rectify past injustices. Dif-
ficult challenges remain, such as achieving First Nations sovereignty regard-
ing resources on indigenous lands (Fisher 2021). That said, the First Nations 
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peoples’ successes are now serving as a model for indigenous movements 
around the world seeking historical reckonings. Acknowledgment is key. Sub-
stantial monetary transfers are warranted, too. But those transfers represent 
something very different from and far more important than compensation.

e x p e c t e d  u t i l i t y  a n d  i r r e p a r a b l e  i g n o r a n c e

Predicting policy effects, which is central to all consequentialist moral ge-
ometry, presumes that economists can know the range of policy outcomes 
and the probability distribution of those outcomes. That kind of knowledge 
depends on our knowing the causal relationships that drive events through 
time. We must know how natural, political, and economic causal systems in-
teract, and with what effects. We must also know the external, contingent 
circumstances under which those causal relationships operate, the ways in 
which people will respond to the changing world they confront, and how 
those responses will affect the course of future developments. Accurate pre-
dictions also require the economist to anticipate the factors that will disrupt 
the “normal” flow of events. All of this is required if we are to treat our knowl-
edge of policy outcomes like our knowledge of the outcome of throwing dice. 
Without all this knowledge, the economist cannot know how many faces are 
on the relevant dice or what value is stamped on each one. The longer the 
likely effects of a policy choice, the greater the epistemic demands facing the 
social welfare accountant.

Irreparable ignorance makes a mockery of policy predictions, such as E(U) 
calculations. In a non- ergodic world of Knightian uncertainty (see chaps. 5 
and 6), the presumption that we can know the full range of potential policy 
outcomes and their relative probabilities is exceedingly reckless. It should not 
be surprising, then, that “when estimates [of CBA studies] are checked by 
being reestimated by independent methods or by being audited in the light 
of history, it is entirely usual for discrepancies of 200% or 300% or even an 
order of magnitude to be disclosed” (Dorfman 1993, 319). Grappling with the 
problem of uncertainty a leading authority on CBA concludes that “the prob-
lem of how to make decisions in any situation where the past affords little if 
any guidance is not one that can be satisfactorily resolved either by logic or 
empiricism, and what rules have been formulated are either of limited applica-
tion or of no practical value” (Mishan 1975, 337, emphasis added).61 And yet, 
the apparent ability to calculate expected values, such as E(U), gives econo-
mists substantial influence in the policy arena that they would not be likely 
to achieve otherwise. Deference to economists is fully unwarranted when it 
is secured by an illusion that the economist can know the unknowable. That 
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path undermines decision makers’ preparedness for surprising future states 
of the world, when policy choices yield outcomes that were not among those 
taken account of in the policy assessment exercise.

In chapter 11 we will explore a powerful approach to policy assessment that 
explicitly rejects predicting the future. For now, it should be clear that recog-
nition of irreparable ignorance puts the lie to moral geometry. The preva-
lence of moral geometry in economic practice today indicates a continuing 
professional convention to repress the severe epistemic constraints that econ-
omists confront in pursuit of professional authority and influence. That con-
vention serves the economics profession very nicely. It is a stretch to claim it  
also serves society.

d i s c o u n t i n g  t h e  f u t u r e

Moral geometry requires taking a position on the appropriate discount rate 
when assessing policy with long- term benefits and harms, like climate change 
policy. In chapter 7 we explored one rationale for discounting, pure time pref-
erence. People themselves place higher value on current costs and benefits 
than on future ones of the same magnitudes. Higher discount rates induce a 
strong bias in policy assessment in favor of the current generation over future 
generations. Lower discount rates reduce but do not eliminate the bias. What, 
then, is the right discount rate? Without it, moral geometry is capricious just 
when we need it to be most dependable.

Unfortunately, there is no right discount rate. Speaking of the Stern- 
Nordhaus controversy, Hal Varian (2006) asks, “Should the social discount 
rate be 0.1 percent, as Sir Nicholas Stern, who led the study, would have it, or 
3 percent as Mr. Nordhaus prefers?” Varian rightly concludes that “there is no 
definitive answer to this question because it is inherently an ethical judgment 
that requires comparing the well- being of different people: those alive today 
and those alive in 50 or 100 years.”

Moral geometers like Nordhaus have sought technical grounding for their 
choices of discount rates. One alternative is the real return on (or the oppor-
tunity cost of) capital, that is, the rate of return that is available on capital 
investment (Nordhaus 2007). If investors can earn 6% per annum on today’s 
investments (after taxes and corrected for inflation), then $1.00 today is the 
equivalent of $1.06 a year from now (since we can invest today’s dollar and 
receive back $1.06 next year). Going in the other direction, the present dis-
counted value of $1.06 a year from now is $1.00. In his critique of the Stern 
Review, Nordhaus emphasizes its failure to adopt a discount rate grounded in 
the opportunity cost of capital (or some other theoretically warranted rate).
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Typically, using the opportunity cost of capital yields a different discount 
rate than using pure time preference. So should the discount rate be based on 
pure time preference, the opportunity cost of capital, or some other variable? 
Or should we adopt the view of Roy Harrod that any discounting in public 
policy is a “polite expression for rapacity” (cited in NOAA n.d.)? Should we 
then follow Stern (2007) and use an effective discount rate of zero to ensure 
that we give due consideration to future generations? US federal agencies 
don’t think so. Currently, the federal Office of Management and Budget rec-
ommends the very high rate of 7% for the analysis of federal programs. That 
rate is predicated on a theoretical proposition that is widely contested today: 
that federal spending necessarily crowds out private investment and con-
sumption. But agencies like the National Oceanic and Atmospheric Admin-
istration, which monitors climate change and promotes ecological sustain-
ability, use 3% instead (NOAA n.d.). A gap that large has enormous effects on 
the assessment of policy with long- term effects.

Ultimately, choosing a discount rate based on some technical principle 
involves an objectionable strategy that appears throughout moral geometry. 
Moral geometry requires a sleight of hand that makes the intractable, trac-
table. It requires reducing extraordinarily complex ethical problems to math 
problems. Discounting permits elegant policy judgments, and that is its ap-
peal. But the procedure obscures the ethical element in policy assessment. 
Returning to the example in chapter 7, once we choose a discount rate we 
can determine whether a project that costs $1 billion today and is expected 
to generate $3 billion in benefits thirty years from now is “worth it.” But this 
is also moral geometry’s fundamental weakness. Complex, ethically fraught 
questions cannot be tackled formulaically. “Mattering does not inhere in a 
number,” McCloskey (2005, 23) warns. Simple math won’t do when the lives 
and livelihoods of billions are at stake.

Conclusion

Fortunately, scholars beyond economics have adopted more adequate no-
tions of harm and harming. The setback- to- interest approach in legal phi-
losophy embraces the complexities of harm. The social- harm approach, en-
compassing structural violence, expands the domain of harm further still. 
And in economics, the capabilities approach to human flourishing provides 
a much more compelling and ethically viable framework for theorizing eco-
nomic and econogenic harm. We turn now to these perspectives.
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Beyond Moral Geometry:
Interests, Social Harm, Capabilities

The general formula behind structural violence is inequality, above all in the distribu-
tion of power.

— j o h a n  g a lt u n g  (1969, 175)

Kerala, India, and COVID- 19

The state of Kerala, India, has been in the news during the COVID- 19 pan-
demic. Kerala’s response to the pandemic has been recognized internationally 
as a model for other Indian states and other countries. It was the first Indian 
state to mobilize a response, establishing a coordination center and initiat-
ing communications with medical staff in Wuhan, China, four days before 
Kerala’s first documented case. Kerala took an all government, whole society 
approach, involving all relevant agencies to ensure coordination and consis-
tency in actions and communications. It created fourteen district war rooms, 
initiated contact tracing, and disseminated “route maps” of infected individu-
als so that others could ascertain whether they were at risk. Civic institutions 
organized their members into mass cleaning groups, targeting buses, bus 
stations, and other public spaces, while providing support for quarantined 
workers. The cleaning campaigns served to educate Keralans about the crisis 
and the need to “break the chain” of virus transmission. The government 
converted abandoned buildings to quarantine care centers. Eleven hundred 
health professionals, including mental health workers, were assigned to sup-
port those in quarantine and the most vulnerable in the community, targeting 
in particular those living in crowded dwellings. The government provided a 
relief package of $270 million comprising loans to families through a women’s 
cooperative, funding for an employment guarantee initiative, pension pay-
ments to the elderly, food, and subsidies to restaurants to provide low- cost 
meals. By the end of March 2020, twelve hundred community kitchens had 
provided 8.6 million meals. Kudumbashree, a grassroots network of orga-
nizations including women’s self- help groups, produced two million masks 
and five thousand liters of hand sanitizer in the first month of the national 
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lockdown (Tharoor 2020). These activities relied on extensive participation 
of volunteer support groups that had been formed in response to floods in 
2018 (Subin and Prashad 2020; Chowdhury and Jomo KS 2020; Tharoor 2020; 
Bhagat 2021).

Kerala faced a surge in infections owing in large part to the return of 
migrants— over 6% of Kerala’s population— who had been working abroad. 
Yet it managed the pandemic much better than other Indian states. As of early 
May 2020, it had a very low mortality rate even though it has the highest el-
derly population in India, and it had managed to limit the spread of the virus 
(Shankar 2021). Its performance exceeded by far that of other countries with 
substantially higher per capita income.

India was devastated by a second wave of the pandemic in early 2021. 
Transmission and death rates soared across the country, overwhelming hos-
pitals, personnel, and medical supplies. Kerala again excelled in its manage-
ment of the crisis. Anticipating an acute need for oxygen, public- health of-
ficials in 2020 had ordered suppliers to increase oxygen production. Daily 
production had grown from 149 to 197 metric tons prior to the second wave. 
As of May 2021, supplies of oxygen and hospital beds remained adequate to 
meet demand. War- room personnel triaged patients. They imposed at- home 
quarantine and coordinated care for those patients who did not need hospital 
services, while transporting those who needed acute care to facilities with ex-
cess capacity. By May 2021 Kerala had also achieved a vaccination rate nearly 
double the national average. Though the statistics on COVID- 19 deaths in 
Kerala and throughout India are undependable, it is noteworthy that Kerala’s 
reported death rate is less than .4%, one of the lowest in India (Bhagat 2021; 
see also Shankar 2021).

Western readers, perhaps especially in the US, might worry that the Ker-
ala model involves excessive state intervention that compromises personal 
liberties. But is that the only or even the best way to make sense of the Kera-
lan situation? Could it be that in fact Keralans enjoy greater autonomy and 
freedoms than many in societies that purport to privilege personal liberty?

*
We have seen that welfarism oversimplifies harm for the sake of tractabil-
ity. All goods are taken to be welfare commensurable and substitutable, and 
all harms are then treated as reparable through compensation. That strat-
egy leads to an egregious trivialization of harm. It fails to accord respect to 
those whose lives are upended by economic arrangements that economists 
advocate.
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Members of other professions, and those economists who can tolerate 
moral aperture, do far better in grappling with the complexity of harm. In 
the field of criminal law, legal philosopher Joel Feinberg has advanced the 
“interest” approach to harm and harming. Feinberg’s approach represents an 
important corrective to welfarism. But his focus on criminal law limits its ap-
plicability for theorizing and managing econogenic harm, where violations of 
law are not typically at issue. The social- harm approach, zemiology, does bet-
ter. Zemiology emerged as a critique of the narrow focus of the criminal law 
on direct harm. In economics, the capabilities approach to human flourishing 
provides a particularly rich, nuanced framework for theorizing economic and 
econogenic harm.

Wrongful Setback to Interests

Feinberg (1984) begins his magisterial, four- volume investigation of harm 
with this question: in a liberal society predicated on personal liberty, what ac-
tions should the state proscribe and penalize under criminal law? On its face 
the question may seem irrelevant to the study of economic and econogenic 
harm. But in fact, Feinberg’s approach illuminates central aspects of harm 
and harming while clarifying central deficiencies of the welfare approach.

Feinberg argues that a liberal state committed to personal liberty is right 
to criminalize behaviors that represent “wrongful setbacks” to the interests 
of others. What amounts to “wrongful” is a complicated matter that Fein-
berg examines over several hundred pages. For him, wrongfulness is a key 
determination since the state has no business criminalizing actions citizens 
pursue that might induce harm to others through no fault of their own. If we 
all drive to work tomorrow, we all contribute to the traffic congestion that 
harms many if not all of us, but that fact provides no grounds for criminal-
izing driving. Fortunately, Feinberg’s question of what is “wrongful” harming 
is one we can largely sidestep since our focus is not on which actions should 
be criminalized but instead on how to theorize responsible conduct when 
professional practice causes harm.

The key concept for our purposes is Feinberg’s notion of harm as a “set-
back to interests.” Interests span the broad range of states, conditions, and 
rights that people value. People have an interest in something if they have a 
stake in it, if how their lives go depends on the achievement of the interest. 
Good health represents an interest, for instance, since it is central to the qual-
ity of individuals’ lives and to the achievement of their life plans. When health 
is significantly undermined, interests are thwarted. Freedom from arbitrary 
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constraint or coercion, physical security from threats of violence, security in 
shelter and other property, physical mobility, and many other conditions and 
rights represent interests, setbacks to which entail harm.

s e t b a c k  t o  i n t e r e s t s  v s .  m o r a l  g e o m e t r y

Feinberg advances several arguments that are directly relevant to the investi-
gation of economic harm. We’ve encountered many of these throughout ear-
lier chapters. It is helpful to pull them together here and to investigate their 
relevance for theorizing economic harm (see table 9.1)

Interests are not equivalent to welfare. Being deflected from a career as a 
concert pianist by a permanent injury represents a setback to interests even if 
the pianist herself comes to find equal enjoyment from watching hockey on 
TV (Rachels and Rachels 2015, chap. 8). An interest can be thwarted without 
any psychic response, as we saw in the case of adaptive preferences. But the 
rejection of welfare reductionism does not imply that the approach ignores 
welfare. Welfare interests matter deeply here. Feinberg defines welfare interests 
in terms of needs, like adequate nutrition and shelter, not in terms of prefer-
ence satisfaction. Welfare interests are foundational since their fulfillment is 
necessary for securing higher- order interests. One cannot become a concert 
pianist if one suffers serious and persistent insecurity or homelessness.

An important claim of the interest approach is that the frustration of pref-
erences does not automatically qualify as harm. Whether a defeated prefer-
ence entails a thwarted interest depends on the nature of the preference, its 
centrality to a person’s life plans, the extent of the frustration, the condition of 
the person suffering the frustration, and other factors. A wealthy gourmand 
who, owing to a trade embargo, is deprived of the caviar he would prefer to 
the oysters he consumes instead suffers disappointment, maybe even deep 
disappointment, but not a setback to interests. On the other hand, a parent 
who cannot satisfy her desire for shelter for her family does suffer a thwarting 
of interest— indeed, a particularly important interest.

Moral geometry does not typically recognize welfare thresholds that apply 
to all individuals. Under moral geometry, an individual is harmed if she suf-
fers any diminution in preference satisfaction. Feinberg adopts two thresh-
olds that separate those interest setbacks that rise to the level of harm from 
those that do not. One threshold entails how well- off is the person suffering 
the loss. The thwarting of an interest enjoyed by the privileged is not to be 
treated like the thwarting of an interest of those in dire circumstances. A sec-
ond threshold is the magnitude of the loss. Trivial reductions in well- being do 
not rise to the level of harm. The distinction helps us to make sense of Hicks’s 
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error of overidentifying harm, seeing harm in virtually every policy innova-
tion. In the interest approach, setbacks that are trivial relative to fundamental 
life plans do not rise to the level of harm regardless of how irritating such set-
backs are to the person who suffers them.

The interest approach recognizes the broad diversity of interests that 
people have, which leads to recognition of the broad diversity of harms that 
they suffer. Many of the harms listed in the taxonomy of table 3.1 can be theo-
rized in terms of thwarted interests. In this account, however, the diversity 
of harms is not reducible to some underlying common element. Instead, 
Feinberg recognizes the nonfungibility of diverse goods: one must secure ad-
equate levels of all important goods to avoid setbacks to interests. Obstacles 
to accessing one good, then, cannot be overcome with an abundance of other 
goods. The approach therefore recognizes a distinction between reparable 
and irreparable harm and between compensable and noncompensable harm. 
Legal practitioners have taken an expansive view of irreparable, noncompen-
sable harm. A standard definition of irreparable harm, under which plain-
tiffs can seek a restraining order against someone who threatens to cause the 
harm, gives “cutting down shade trees” as a leading example of irreparable 
harm, right alongside “not giving a child needed medication” (USLegal.com 
n.d.). In sharp contrast, and as we have seen, economists operating within the 
standard welfarist approach do not even treat blocked access to medication 
as irreparable.

Feinberg offers a conceptual distinction that separates harms that are self- 
correcting from those that cascade and compound. A harmed condition is one 
in which a person faces a setback to her interests. In contrast, a harmful con-
dition is one that induces further setbacks to interests beyond the immediate 
harmed condition. Chronic pain from an injury can induce depression and a 
range of economic and social harms while compromising autonomy; it is to be 
recognized as a harmful and not just a harmed condition. But what is harmful 
for one person may not be harmful for another. For an aspiring concert pianist 

ta b l e  9 . 1 . Relevant features of setback- to- interest approach to harm

  Rejection of welfare reductionism . . . 
  . . . but welfare interests matter
  Preference frustration does not equate to harm
  Interest thresholds
  Diversity of interests, diversity of harms
  Reparable vs. irreparable, compensable vs. noncompensable harm
  Cascading setbacks— harmful conditions
  Distinction between not benefiting and harming
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the loss of a fingertip may thwart her life plans, while for an academic the same 
physical injury may be easily surmountable (Feinberg 1984, 31).

h a r m i n g  v s .  n o t  b e n e f i t i n g

The setback- to- interest approach provides means to distinguish harming 
from not benefiting. Recall that standard moral geometry conflates the two. 
Under that approach the decision to preserve the status quo rather than adopt 
a policy that would confer benefits is deemed harmful to anyone who would 
have received the benefits. Feinberg’s treatment of the issue is nuanced, intro-
ducing morally relevant baselines to the analysis. The first baseline is given by 
individuals’ current quality of life, defined in terms of nonthwarted interests, 
that is, interests they are not precluded from pursuing. Policy that prevents 
individuals from experiencing a deterioration in their quality of life so de-
fined is understood as preventing harm. An example is unemployment insur-
ance that allows the unemployed to pay their rent rather than be rendered 
homeless. The same is true of policy that restores individuals who have suf-
fered deterioration to their previous quality of life. An example is retraining 
programs to supply the unemployed with new skills that will promote their 
employability. Not implementing the preventive or restorative policy amounts 
to imposing harm.

In contrast, policy that advances individuals to a quality of life that is above 
their current quality of life is theorized as mere benefiting. It generates “pure 
benefits” (Shiffrin 2012). An example is an income tax cut. Not implementing 
the policy is theorized not as harming but simply as not benefiting them.

Figure 9.1 captures the argument. Not enacting a policy that would pre-
vent Jamal from slipping from x to y harms him. If the policy is not enacted, 
he slides from x to y, as indicated by the lower arrow. If he has slipped to y, 
not enacting a policy that would restore him to x also harms him. Failure to 
introduce restorative policy is indicated by the upper arrow, where his return 
to his original position is blocked. But not enacting a policy that would shift 
Maria from x′ to y′ does not harm her; it merely fails to benefit her.

That argument is, however, incomplete. Feinberg argues we also should 
consider the condition in which Jamal and Maria find themselves prior to an 
intervention. In criminal law, not rescuing a drowning child when it is safe 
to do so is theorized not as not benefiting but as harming the child because 
the child is in desperate straits. The approach depends on a threshold be-
tween those who are in a harmed condition and those who are not (Shiffrin 
2012). Bad Samaritan laws recognize the harming/not benefiting distinction, 
punishing those who cause harm to others by failing to pursue easy rescue. 
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In the economic context, the setback- to- interest approach would have us rec-
ognize that not pursuing an available policy that would assist those living in a 
harmed condition, below a certain threshold, amounts to harming. Examples 
include policies that would mitigate poverty, provide medical care in cases of 
severe illness, or eliminate other forms of suffering. In contrast, not imple-
menting policy that would benefit those living above the threshold does not 
count as harm (see figure 9.2).

f ig u r e  9.1. Not benefiting vs. harming
Not enacting a policy that would block Jamal’s fall from x to y, or not enacting a policy that would restore 
him to x following a fall to y, represents harming. In contrast, not enacting a policy that would propel 
Maria from x′ to y′ represents not benefiting her.

f ig u r e  9.2. Harmed condition threshold
Failure to benefit Jamal entails harming him since he exists in a harmed condition. Not benefiting Maria 
does not entail harming.

Where does this review of the setback- to- interest approach leave us in 
our pursuit of a better conception of harm for economics? The chief virtue 
of the interest approach is that it reveals and resolves many of the significant 
weaknesses and conceptual failures of the welfarism that informs economics. 
For instance, the interest approach corrects the economist’s simplistic treat-
ment of harms as commensurable with benefits. But it also reveals the price of 
doing so. When adjudicating harm, the legal profession relies on statute and 
precedent. The legal procedure can be messy and inconsistent owing to the 
wide variety in circumstances, consequences, and identities of those involved 
in legal disputes, and to the range of interpretations that officers of the court 
bring to the litigation of individual cases. Perhaps as a consequence, some 
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legal practitioners long for the clarity of economic moral geometry. This is 
particularly true of those in the “law and economics” movement that emerged 
in the 1960s in the US and came to influence jurisprudence in the US and 
abroad. Advocates embrace the disposition of cases based on standard deci-
sion rules of neoclassical moral geometry (Posner 1973; Geistfeld 2008). But 
many legal practitioners, including those who reject welfarism, dissent from 
the tradition. In place of the tractable moral geometry of economics we find 
in the setback- to- interest framework nuance and the need for careful judg-
ment, which complicate greatly assessments of harm and harming.

Social Harm, Structural Violence

Since the late 1990s a critical perspective has challenged criminology’s ap-
proach to harm. Critics allege that criminology restricts attention to “direct” 
harm in which an identifiable perpetrator with a guilty mind (mens rea) pur-
sues a specific course of action that harms an identifiable victim. Only harms 
that fit this pattern are deemed illicit. Think of the 9/11 attacks in which three 
thousand people were killed. As a consequence of its limitation to direct harm,  
the approach overlooks the broad, structural systems that shape social inter-
actions and outcomes, which arguably induce more extensive harm than do  
individual criminals targeting victims. Today approximately twenty- five thou-
sand people worldwide die each day from hunger. Viewed through the lens of 
criminology, those deaths are understood as tragic but not illicit.

Critics of criminology established a new field of inquiry, “zemiology,” 
that focuses on “social harm” (Hillyard et al. 2004; Hillyard and Tombs 2017). 
Social harm refers to harms that are brought about by social arrangements. 
Insights from this field are particularly relevant for economics given its focus 
on the assessment and design of social institutions and policies.

Economic arrangements can induce widespread, deep harms even if no 
one intends or is directly responsible for them. Economic arrangements gen-
erate widespread poverty, morbidity, mortality, and ecological destruction, 
all of which induce cascading and compounding harms. Economic arrange-
ments can also induce subtler harms such as excess “winter deaths” brought 
about by inadequate housing and insufficient income to heat dwellings, as 
well as occupational injuries and illnesses (Hillyard and Tombs 2017). Eco-
nomic arrangements can deprive many of society’s members of opportunities 
for meaningful participation, concentrate that deprivation within disadvan-
taged groups, and then incarcerate substantial numbers of those affected by 
the deprivation. In these kinds of cases of social harm no perpetrator vio-
lates the law or contravenes prevalent rules, conventions, or norms. There 
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typically is no mens rea and no targeted victim. Consequently, criminal law 
overlooks the harms no matter how widespread and deep they may be. Social 
harm is the result of the operation of formal institutions and informal social 
arrangements that structure social intercourse and provide roles that mem-
bers of society play as they go about their lives. Employer/employee, teacher/
student, professional/layperson, police officer/policed— these roles structure 
social interactions and generate social effects. For the zemiologists, they often 
also induce irreparable, indefensible harm.

Several concepts that inform the social- harm approach— most importantly, 
structural violence— can help rescue the notion of economic and econogenic 
harm from the narrow and distorting field of welfare economics.

s t r u c t u r a l  v i o l e n c e

The conceptual groundwork for the field of zemiology has been laid by social 
critics from political economy, sociology, political science, theology, ecol-
ogy, and beyond. The critics demonstrate the ways in which what are widely 
taken to be legitimate institutions and social arrangements often generate 
extensive harms. Karl Marx exemplifies this tradition. Marx ([1867] 1977) fa-
mously explored how the capitalist mode of production damages lives. While 
eighteenth-  and nineteenth- century liberal political economists had sought 
to dismiss the harms of poverty, unemployment, and short life spans as the 
consequence of natural forces (such as the laws of population) and personal 
failures, Marx targeted the operation of the economic system. Marx argued 
that capitalists were driven by the imperative to accumulate wealth to exploit 
workers at an increasing rate. He claimed that a system that appears to em-
body “Freedom, Equality, Property and Bentham” (Marx [1867] 1977, 280), 
wherein all economic actors appear in the market as equally free, pursuing 
their own self- interests, in fact depends on coercive force that ensures that 
workers face deprivation and unfreedom. For Marx it is not capitalist greed 
but the social system sanctified by the existing legal framework and moral 
codes that protect property rights and free contracting that generate harm. 
Socially produced, the harms are neither natural nor inevitable. In Marx’s 
view they could be overcome by social transformation that displaced the cap-
italist mode of production.

The focus on the damage wrought by institutions and social systems came 
to inform the influential contribution of Johan Galtung (1969) to the study of 
violence. For Galtung (1969, 168), “violence is present when human beings are 
being influenced so that their actual somatic and mental realizations are be-
low their potential realizations.” Violence in this account is defined explicitly 
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in counterfactual terms. Violence is “the cause of the difference between the 
potential and the actual, between what could have been and what is. Violence 
is that which increases the distance between the potential and the actual, and 
that which impedes the decrease of this distance” (Galtung 1969, 168).

Galtung’s approach opens the concept of violence to considerations of the 
diverse impediments obstructing human capacities. Galtung argues that in 
the contemporary world, direct violence has been eclipsed in scope and reach 
by what he calls “structural violence.” He encourages us to examine situations 
where resources that could promote well- being are diverted into uses that 
either do not promote or that interfere with human flourishing. “If insight 
and/or resources are monopolized by a group or class or are used for other 
purposes, then the actual level [of human flourishing] falls below the poten-
tial level, and violence is present in the system” (1969, 169).

A surprising and yet compelling argument appears in Galtung concern-
ing the nature of influence. We intuitively distinguish negative from positive 
forms of influence, and we tend to think of just the former as illicit. Coercion 
is the culprit here: violence and threats of violence that compel behavior are 
on their face unjust. When instead behavior is influenced by positive induce-
ments, such as monetary incentives, we tend to treat the influence as benign. 
Galtung disagrees. For him, monetary incentives that undermine human 
flourishing are just as illicit as coercive threats (cf. Grant 2011).

Galtung locates the source of structural violence in inequality, as indi-
cated by the epigraph to this chapter. Most important is inequality in “the 
power to decide over the distribution of resources” (Galtung 1969, 171), which 
structures inequality in other areas, such as education and health. Inequality 
complicates the assessment of positive inducements, such as when a desper-
ate individual is offered money to take on dangerous or degrading work. In-
equality transforms legitimate bargains among equals into illicit bribes that 
hamper human development.

Direct violence typically “shows.” In stable societies, Galtung writes, di-
rect violence is visible “not only as ripples on waves, but waves on otherwise 
tranquil waters” (1969, 173). A homicide or burglary is readily apparent and 
attracts attention because it disturbs the normal course of events. Structural 
violence, on the other hand, is typically obscured, or “silent”: “it is static; it 
is the tranquil waters.” Galtung concludes on this basis that “personal [i.e., 
direct] violence is more easily noticed, even though the ‘tranquil waters’ of 
structural violence may contain much more violence” (1969, 173– 74).

Direct and structural violence coexist, sustain each other, and reinforce 
each other’s pernicious effects. When structural violence is challenged by 
concerted action, such as civil disobedience, those who benefit from the un-
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just social arrangements may resort to direct violence to stabilize the social 
system. The social movement opposing racialized, militarized policing fol-
lowing the George Floyd murder in May 2020 was met with police violence 
across the US. Police forces used chemical and other “nonlethal” weapons on 
peaceful protestors to assert control. President Trump threatened to deploy 
the military to restore “law and order.” An important implication follows. An 
adequate account of harm’s causes and effects requires analysis of both direct 
and structural violence and how they operate in concert in ways that amplify 
social harm.

Galtung vs. Friedman

Galtung’s approach breaks sharply with neoclassical thinking on harm. Con-
sider what Chicago School economist Milton Friedman had to say about the 
harm associated with racial discrimination. Writing sixty years prior to the 
protests of the George Floyd murder, at another time of social mobilization 
against racist injustice, Friedman famously ridiculed the advocates of the Fair 
Employment Protection Commission (FEPC). The FEPC was created to root 
out racial discrimination in labor markets. Friedman (1962, 112) argued that 
the case for the FEPC “involves a serious confusion between two very differ-
ent kinds of harm.”

One kind is the positive harm that one individual does another by physical 
force, or by forcing him to enter into a contract without his consent. An obvi-
ous example is the man who hits another over the head with a blackjack. . . . 
The second kind is the negative harm that occurs when two individuals are 
unable to find mutually acceptable contracts, as when I am unwilling to buy 
something that someone wants to sell me and therefore make him worse off 
than he would be if I bought the item. [emphasis added]

Here Friedman anticipates the distinction between direct and structural 
harm Galtung would examine just a few years later. But Friedman argues that 
only positive harm is morally indictable. In his critique of the FEPC Fried-
man theorizes racial discrimination as a mere matter of preferences. In his 
view, some people simply prefer to associate exclusively with those of their 
own race. A consequence of this preference might be reduced opportuni-
ties for members of particular racial groups. Reasoning in this way allows 
Friedman to equate discrimination against Black workers with discrimina-
tion against opera singers in a community that prefers the blues:

If the community at large has a preference for blues singers rather than for 
opera singers, they are certainly increasing the economic well- being of the 
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first relative to the second. If a potential blues singer can find employment 
and a potential opera singer cannot, this simply means that the blues singer is 
rendering services which the community regards as worth paying for whereas 
the potential opera singer is not. The potential opera singer is “harmed” by the 
community’s taste. . . .” (Friedman 1962, 113)

The harm to the opera singer may be regrettable, but surely she has no claim 
on government to fix the problem. So it is, Friedman argues, with racial mi-
norities facing difficulties in the labor market. “There is a strong case for us-
ing government to prevent one person from imposing positive harm, which 
is to say, to prevent coercion. There is no case whatsoever for using govern-
ment to avoid the negative kind of ‘harm.’ On the contrary, such government 
intervention reduces freedom and limits voluntary co- operation” (Friedman 
1962, 112– 13).

Friedman’s strategy of dismissing the import of negative harm is central to 
the standard economic defense of market outcomes. In this account, market 
outcomes are unimpeachable provided all parties are free to contract with 
whom they will. And so even if it is the case (as in fact it is) that workers in 
US meatpacking and poultry plants face extraordinary risks of on- the- job 
disabling injuries and death (McConnell 2019), and even if those workers are 
disproportionately from groups with the fewest economic opportunities and 
with no influence over workplace safety standards— 44% are Latinx, and 25% 
are Black (Fremstad, Rho, and Brown 2020)— their taking the jobs offered 
by the industry indicates that they accept the health risks voluntarily. In the 
standard economic view, then, their injuries and deaths are regrettable but 
not indictable.

This is precisely the one- sided logic that, in Galtung’s view, distorts our 
perceptions of acute social harms. Friedman’s moral geometry makes no 
room for structural violence. Friedman does not probe the presence of or 
effects of inequality in the power to control resources as a driver of structural 
violence. He does not recognize the silent forces that prevent many individu-
als from achieving a quality of life that is routinely available to others, and 
he does not consider how direct violence operates in racist societies to shore 
up structural violence against those who are targeted with discrimination  
even though during his life the Ku Klux Klan terrorized Black communities. 
Galtung corrects these errors. He urges us to inquire, for instance, whether 
employers who consider breaking with established racist norms by hiring a 
Black worker anticipate not just a loss of business but also threats of physical 
violence against their person and property; and whether Black workers who 
seek employment to do “white” work will be subject to threats of physical 
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injury and even murder at the hands of white supremacists. Far from being 
a simple matter of preference, racist ideologies and practices are inscribed 
in social systems that structure differential opportunities and outcomes for 
white and nonwhite members of the economy and society. They impose deep 
“relational” harm in the form of “misrecognition” that bears on all aspects of 
individuals’ existence (Pemberton 2015, 30).

Negative vs. Positive Freedom

In the text quoted here, Capitalism and Freedom, Friedman privileges free-
dom over all other values. And yet he trivializes the concept. For Friedman, 
effective freedom exists provided there is a market system that ensures indi-
viduals can choose when, with whom, and on what terms to form contracts. 
The key determinant of freedom in this context is “law and order to prevent 
physical coercion of one individual by another and to enforce contracts vol-
untarily entered into” (Friedman 1962, 14). A secondary determinant is the 
absence of monopoly. Approached in this way, effective freedom obtains even 
when the market generates substantial inequality in income, wealth, control 
over productive resources, and opportunities. Friedman recognizes only what 
is generally called “negative” freedom— freedom from physical coercion by the 
state or other parties. For Friedman, the free- market economy ensures that 
a poor individual with low income and few choices as a consequence of ra-
cial discrimination will be just as free as a wealthy individual with unlimited 
choices. Neither has a gun to the head when deciding how to allocate their 
eforts or their budgets.

Those who explore social harm adopt “positive” freedom as a centrally 
important basis for social assessment. Positive freedom captures what a per-
son can actually be, do, or become. An individual’s positive freedom is shaped 
by many aspects of her situation, including, for instance, her personal attri-
butes, her access to resources, and the nature of the existing institutions and 
norms. If she is Black in a racialized society, she will face diminished posi-
tive freedom despite her intellect and effort. In this account the poor and the 
wealthy in a market society enjoy radically different levels of freedom, even 
if both have extensive latitude in deciding how to allocate their efforts and 
incomes. In a market economy marked by discrimination, the conditions for 
negative freedom of the disadvantaged might obtain, but the conditions for 
their positive freedom will not. Those who face economic discrimination 
will enjoy substantially lower levels of positive freedom than they would in 
a social order free of racial bias. They therefore face structural violence. The 
social- harm approach registers this harm as profoundly consequential and 
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deeply indictable. In this context, exclusive focus on direct harm at the ex-
pense of social harm “leads to a neglect of much more damaging and danger-
ous forms of harm” (Hillyard et al. 2004, 2).

Recognition of positive freedom points toward an approach to harm that 
focuses on the social resources required to meet human needs (Hillyard and 
Tombs 2017, 300). The approach requires a theory of human needs to ascer-
tain which needs should be deemed salient in harm assessment. Zemiolo-
gists see harm wherever “human flourishing is demonstrably compromised.” 
Contributors to the field categorize harms in various ways, such as “physical/
mental harms, autonomy harms, and relational harms.” What makes harms 
“social” is the fact that they are “socially mediated” and are therefore taken to 
be preventable “insofar as they are either ‘foreseeable’ events or the result of 
‘alterable’ social conditions” (Pemberton 2015, 9– 10). Pulling all this together, 
Simon Pemberton (2015, 24) usefully defines social harm as “a shorthand to 
reflect the relations, processes, flows, practices, discourse, actions and inac-
tions that constitute the fabric of our societies which serve to compromise 
the fulfillment of human needs and in so doing result in identifiable harms.”62

s o c i a l  d i s t a n c e  a n d  m o r a l  i n d i f f e r e n c e

One factor that serves to render social harm invisible is social distance. In 
complex social systems there is often a substantial gap between those acting 
in ways that generate harm, and those who will suffer its effects. In the era of 
economic globalization, for instance, we find long contracting chains linking 
far- flung intermediaries that separate economic actors from each other, such 
that “individuals do not experience the consequences of their actions” (Pem-
berton 2004, 78). Consumers typically do not know the conditions under 
which the goods they buy were produced. They cannot see the sweat, blood, 
and deprivation of exploited workers whose labor provides them with their 
purchases (Pemberton 2004; McIntyre 2008; Sen 2009). Likewise, economists 
will never meet most of the people who will be affected by their professional 
practice. That gap can be geographic, temporal, and/or social. Moreover, so-
cial harms arise from the coordinated and uncoordinated actions of dispersed 
actors (Hillyard and Tombs 2017, 300– 301). Economists produce reports that 
policy makers will utilize as they see fit, the consequences of which will de-
pend on how any resulting policy measures are implemented and enforced. 
In this kind of context, involving “many hands” (Adams and Balfour 1998), 
responsibility falls from view and with it, too often, the harms themselves.

The hidden nature of social harm presents a risk for professions like 
economics that seek to promote social betterment. Since social harms lack 
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identifiable perpetrators harming particular victims, we are tempted to treat 
them as unavoidable by- products of the nature of things. Doing so takes 
us off the hook, with the effect that we display “moral indifference” toward 
those facing devastating harms (Pemberton 2004, 72; Opotow 1990). We are 
induced to look for ways to unburden ourselves of our duties to confront the 
harms. This is Friedman’s approach. It is enabled by a professional convention 
to theorize harm via a moral geometry that takes no account of social harm.

s t r u c t u r e d  p at t e r n s  o f  h a r m

The social- harm approach illuminates a fact that is largely missed by those 
who focus exclusively on personal or direct harm. A restricted focus on direct 
harm leads to a view of harms as a series of disconnected events: one person is 
just as apt as another, it might seem, to be victimized by assault, theft, or other 
direct acts of violence. Appreciation of social harm grounded in structural 
inequality leads us to see instead that violence is patterned, driven by under-
lying social processes. Certain groups suffer its damaging effects while others 
remain largely insulated from them (cf. Hillyard and Tombs 2017, 291). We 
encountered this issue in chapter 8, where we found that reliance on Kaldor- 
Hicks as a decision rule achieves just outcomes only if the harms of successive 
policy decisions are serially uncorrelated. But in the presence of structural 
violence, harms will necessarily be serially correlated. Being harmed from 
today’s policy decisions will predispose the same individuals to suffer harm 
again tomorrow. The greater the inequality in power, the greater the bias in 
policy- induced harms. The social- harm approach encourages us, then, to ex-
plore “harms across the life course”: to appreciate the depth and cascading ef-
fects of a series of harms individuals face over time as a consequence of social 
arrangements (Hillyard et al. 2004, 7).

a r e  h a r m f u l  a r r a n g e m e n t s  i n e v i t a b l e ?

A challenge arises in this context to ascertain which harms are socially medi-
ated and eliminable, and which are not. Judgments of that sort are sometimes 
driven by theoretical frameworks that tell us that only certain kinds of social 
arrangements will work or be sustainable, given the nature of human beings 
and social relationships. Neoclassical theory embraces this way of thinking. 
In that account, only policy that is consistent with human self- interest will 
succeed; expecting individuals to act against their own narrow self- interest 
“strains and damages moral muscles” (Yeager 1976, 566). Any harms that re-
sult from well- crafted policy are taken as morally benign.
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Social- harm theorists push back against the claim that social harms are 
inevitable. Pemberton (2015) explores the diverse forms of capitalist systems 
that exist across many countries and finds that there is wide variance among 
them in the harms they generate. He concludes that the harms economists so 
often treat as inevitable are instead grounded in alterable social arrangements 
that can be reformed through policy choices. The claim that social harms are 
ineradicable, he argues, typically reflects self- interest of the privileged and 
a profound lack of imagination among professional practitioners. A conse-
quence of resignation to the necessity of harm is moral indifference to a wide 
range of social harms that destroy the lives of very large numbers of people 
(Pemberton 2004). “The reasons why world leaders and policy- makers are 
indifferent to the death and suffering of the ‘poor,’” Hillyard et al. (2004, 9) 
write, “is that they are an indirect consequence of the capitalist global eco-
nomic system. Since no one intended all these children to die young their 
deaths are seen as unfortunate but not unjust.”

Economists in the tradition of Milton Friedman are certainly not indiffer-
ent to mass privation that occurs in market economies. Their error, and it is a 
grave one, is to view privation as unfortunate rather than unjust.

The Capabilities Account of Human Flourishing and Harm

Over the past several decades leading economists and philosophers have ad-
vanced a critique of welfarism’s conception of well- being and harm that par-
allels zemiology in important respects, including its focus on human needs. 
The dissenters, including most notably economist Amartya Sen and philoso-
pher Martha Nussbaum, have advanced what has come to be called the “capa-
bilities” approach to human development. The capabilities approach provides 
a viable alternative to the moral poverty of moral geometry. The capabilities 
approach is by now well- known within and beyond economics, especially in 
the field of economic development, and so this summary will be brief (see 
DeMartino 2000).

c a p a b i l i t i e s :  c e n t r a l  f e at u r e s  

a n d  i m p l i c at i o n s

The capabilities approach emerged in opposition to the predominant ap-
proach to economic development during the latter half of the twentieth cen-
tury. That approach embraced welfarism. As a consequence, it defined de-
velopment simplistically in terms of incomes and sought to promote rising 
incomes in poorer countries.
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Sen, Nussbaum, and other advocates of the capabilities approach objected 
to the income approach to development on multiple grounds. First, they took 
issue with welfarism. Sen emphasized the error of reducing all goods to wel-
fare and treating them as substitutable. He objected equally to equating hu-
man development exclusively with improving welfare (Sen 1992; 1999). He 
argued that a good human life entails far more than the achievement of high 
levels of welfare. In place of that standard he advocated for the expansion of 
human freedom, defined in terms of the “capability to achieve functionings.” 
Functionings refers to the beings and doings that people have reason to value. 
Being well nourished, avoiding preventable morbidity or premature mortality, 
and having access to adequate shelter are obvious conditions that are central to 
a good life— a life of freedom. But so are more subtle states and abilities, such 
as “appearing in public without shame,” political efficacy, self- respect, and the 
respect of others in one’s community. The list of potential valued functionings 
is a long one that includes a diverse range of beings and doings. Capabilities 
refers to the ability to achieve these valued functionings. The greater a per-
son’s capability set, the greater is her substantive freedom to live a valued life. 
Emphasis here, then, is on positive freedom which depends on but reaches 
beyond negative freedom defined as the absence of physical coercion.

The capabilities framework involves insights that sharpen our understand-
ing of economic harm. First, a good life requires the achievement of many 
distinct, nonfungible functionings. Good nutrition cannot compensate for the 
harms associated with physical immobility. Second, the framework helps us 
to understand why distinct harms cascade. Any individual functioning failure 
may induce a range of others. Being homeless can induce diminished self- 
respect, social exclusion, political inefficacy, diminished autonomy, and other 
functioning failures. These functioning failures in turn interfere with the pur-
suit of individuals’ most important life plans. Third, the capabilities frame-
work takes a needs- based approach to human development and harm, with 
emphasis placed on interpersonal differences. Distinct individuals will require 
distinct bundles of resources, such as health care and income, to achieve the 
same level of substantive freedom (and to avoid capabilities failure). Those 
inhabiting a malaria- infested region will require greater levels of resources for 
health care than those who inhabit more hospitable regions; pregnant indi-
viduals will require greater nutrition than many who are not pregnant.

Capabilities Inequality

Under standard moral geometry, individuals’ levels of well- being depend 
exclusively on their absolute levels of consumption. Inequality is taken to 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



170 c h a p t e r  n i n e

have no impact on well- being. In contrast, the capabilities approach, like ze-
miology, draws our attention to the harms associated with inequality. Being 
relatively low- income, for instance, triggers a range of relative functioning 
failures. Relative functioning failures, in turn, induce absolute functioning 
failures, such as avoidable morbidity. The US again demonstrates the connec-
tion. Those with relatively low ability to achieve income also face the greatest 
risk of physical harm at work, least income security, least ability to respond to 
unanticipated hardships (such as the illness of a child), least political efficacy, 
greatest frequency of victimization by violence, and highest mortality rate. 
This would not be the case if each good were distributed based on principles 
appropriate to it (Walzer 1983). In that case, health care would be allocated 
based on medical need and honors would be distributed according to merit. 
But in our world unequal achievement in one or more functionings distorts 
the achievement of other functionings, undermining the positive freedom of 
the most vulnerable.

These insights bear on the cascading harms faced by marginalized groups 
in society. When inequality stems from social misrecognition in the form of 
dehumanization tied to race, gender, and other social divisions, its effects are 
particularly pronounced. In the US, for instance, racial inequalities mani-
fest as inequalities in every important economic measure, including income, 
wealth, employment, security, and opportunity. Accumulated wealth from 
savings or inheritance provides a wide range of benefits, permitting invest-
ments in housing, financial assets, and human capital. In 2016, the median 
white family had about $170,000 in wealth, ten times more than the median 
Black family holding of just $17,000 (McIntosh et al. 2020). Racial income 
disparities were equally notable. In 2018 the annual median household in-
come for white families was $70,000; for Hispanic families, $51,000; and for 
Black families, $41,000. In that year the official child poverty rate for whites 
was about 8%, for Hispanics, about 18%, and for Blacks, almost 21% (Wilson 
and Williams 2019). During the COVID- 19 pandemic, racial disparities in 
unemployment, incomes, and savings widened, leaving Black families in dire 
straits (Weller and Roberts 2021). In the twelve months ending in February 
2021, net job losses were greatest for Black and Latinx workers. At the end of 
that period the jobless rate stood at 9.9% for Black workers, 8.5% for Latinx 
workers, and 5.6% for white workers (Bahn and Sanchez Cumming 2021).

Race- based inequality is reflected in many other functioning failures, in-
cluding exposure to financial predation; reduced access to housing, educa-
tion, and other public services; diminished life expectancy; increased rates 
of unemployment; incarceration (and harsher court sentencing outcomes); 
violent death; childbirth- related complications and deaths; and increased ex-
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posure to climate- related crises. For instance, in the US between 2001 and 
2004, “the gap in life expectancy between the richest 1% and the poorest 1% of 
individuals was 14.6 years . . . for men, and 10.1 years . . . for women” (Chetty 
et al. 2016). In 2020, life expectancy for white inhabitants was 78.6 years; for 
Black inhabitants, 75.0 years (Burd- Sharps and Lewis 2015). To put those fig-
ures in context, life expectancy for white Americans would place them in 
fiftieth place in the world tables (compared with all countries), while Black 
Americans would place ninety- sixth. The figure for white Americans is not 
good, given the enormous resources available in the US to promote good 
health. But the figure for Black Americans is appalling. It is at a level between 
those of Jordan and Jamaica even though the US is substantially richer than 
both those countries (United Nations Population Division 2020).

The capabilities approach illuminates the fact that relative inequality 
can impair the ability of the disadvantaged to achieve the full range of vital 
functionings. Sen (1992) may in fact be right when he argues that it is more 
damaging to be relatively poor in a wealthy society than to be equally poor 
in a lower- income society. In a wealthy society the relatively poor suffer par-
ticular functioning failures, such as an inability to achieve self- esteem, social 
standing, and physical health, that undermine their capabilities freedom. For 
instance, inequality in functionings achievement in advance of a crisis place 
those worst- off at higher risk of suffering harm from the crisis. This has been 
borne out by COVID- 19. A study of twenty- two thousand deaths in New 
York City through the early months of the pandemic found that having low 
income had the greatest impact on deaths, followed by being sixty- five years 
or older, having been born in Latin America, living 1.5 persons to a room, and 
being Black. While many well- to- do Americans have been able to work safely 
from their spacious homes, low- income white, Latinx, and Black workers 
have been put in positions where they face much higher risks of contracting 
and dying from the virus (Leopold 2020).

Capabilities Harms

The capabilities approach opens up alternative ways to theorize economic 
and econogenic harm. Ways, not way: there is no uniquely correct path to 
elaborate the capabilities framework in regard to harm and harming. The 
approach does not provide an alternative moral geometry to replace welfarist 
decision rules. Instead, the approach is explicitly open ended. It forces us to 
engage difficult moral and practical questions that resist formulaic resolution. 
And as a consequence of that fact, it challenges the status of the economist 
as the ultimate harm accountant. It points toward the need to incorporate as 
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chief decision makers the communities that risk being harmed by economic 
arrangements and policy innovations (see chap. 11).

One promising way to theorize harm within the capabilities framework is 
to follow Nussbaum (1992) in acknowledging distinct levels of living defined 
in terms of limits and capabilities. Nussbaum offers what she calls a “thick, 
vague conception of the good” that is derived from a survey of the judgments 
about human well- being that have emerged in distinct cultures throughout 
human history. She emphasizes that the conception of the good is always 
open to further refinement as thinking about human existence continues to 
evolve.

Nussbaum presents two distinct thresholds: a “minimally human life” and 
a “good human life.” Living a minimally human life requires many things. 
Nussbaum’s list includes, inter alia, requirements imposed by the fact that hu-
mans inhabit bodies that need food and shelter. Individuals must understand 
mortality and view it as “an occasion for grief and/or fear”; achieve sufficient 
nutrition, shelter, and mobility; have the capacity to experience pleasure and 
pain; enjoy certain cognitive abilities, including the capacities for perceiving, 
imagining, and thinking; and achieve the capacity for practical reason, affili-
ation with other human beings, and the capacity for humor and play (Nuss-
baum 1992, 216– 21). A life lacking one or more of these attributes and abilities 
is impoverished in terms of the most basic human freedoms.

Living a good human life encompasses targets that societies should seek 
for all their citizens. It includes a wider range of capabilities, including, for in-
stance, “being able to live to the end of a complete human life, as far as is pos-
sible”; achieving good health and having opportunities for sexual satisfaction 
and physical mobility; being able to avoid unnecessary and nonbeneficial 
pain and to have pleasurable experiences; being able “to imagine, to think, 
and to reason”; “being able to live for and with others”; and “being able to live 
one’s own life and nobody else’s.” In Nussbaum’s view, two of the capabilities 
on the list, “practical reason and affiliation,” are “architectonic, holding the 
whole enterprise together and making it human” (Nussbaum 1992, 221– 22).

The elements on both lists encompass separate, nonfungible components. 
“We cannot satisfy the need for one of them by giving a larger amount of 
another one.” The implication for moral geometry is profound. Nonsubstitut-
ability “limits the trade- offs that it will be reasonable to make, and thus limits 
the applicability of quantitative cost- benefit analysis” (Nussbaum 1992, 222).

Nussbaum’s thresholds provide guidance for theorizing economic and 
econogenic harm. Individuals living in conditions that place them below the 
first threshold are in an acutely harmed condition. Failure to pursue available 
strategies to lift them from this level of abject misery is harmful. We harm  
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them— and not just fail to benefit them— by maintaining the status quo. In-
dividuals living below the second threshold experience a higher level of ex-
istence, but the moral obligation for those who can intervene is much the 
same. These individuals, too, are surviving in a harmed condition, and their 
situation demands of policy makers and the economists who advise them 
rectification in the form of an improvement in the quality of their lives. Their 
situation demands priority over those who enjoy good human lives.

k e r a l a —  a  c a p a b i l i t i e s  p e r s p e c t i v e

How might the capabilities approach help us make sense of Kerala’s relative 
success in stemming the COVID- 19 pandemic?

In 2019 Kerala had a per capita income of about $11,000. That places it in 
the top third of Indian states, though it has a much lower per capita income 
than the leading states. Incomes earned locally in Kerala are supplemented 
with remittances sent home by the many Keralans who work elsewhere. But 
income in Kerala is extremely low relative to incomes of advanced econo-
mies. And yet, the state outperformed most richer jurisdictions in confront-
ing COVID- 19.

Sen (1999) has pointed to Kerala for its extraordinary performance in pro-
moting human capabilities relative to its per capita income, and for having 
achieved a high degree of capabilities equality. Over the past forty years the 
communist leadership of Kerala has prioritized public health, for instance, 
spending six times the national average on health care. It has also supported 
nongovernmental institutions that promote solidarity and social inclusion, 
such as trade unions, worker co- ops, and youth groups (Chowdhury and 
Jomo KS 2020). As a consequence of these and other measures, Kerala out-
performs many richer states in important indicators of human well- being, 
such as infant mortality, life expectancy and other aspects of health, and eco-
nomic stability. It also boasts the highest literacy rate in all of India. And its 
physician- to- population ratio of twenty- five per ten thousand is about equal 
to that of Canada (Shankar 2021).

As has become clear during the pandemic, Kerala has succeeded where 
so many others have not in promoting freedom defined in terms of the abil-
ity of its residents to live valued lives. In the present case, that means noth-
ing less than the ability to preserve life. Kerala was able to implement an ef-
fective COVID- 19 response when many jurisdictions in India and abroad 
stumbled; to secure the trust necessary to mobilize their citizens to take pre-
ventive measures when much wealthier jurisdictions were confronted with 
uncooperative, distrusting citizens; to ensure adequate resources when other 
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jurisdictions faced shortages of hospital beds, supplies, and personnel; and 
to utilize efficiently those resources when others could not manage to direct 
available resources to where they were most needed. A long- term emphasis 
on the promotion of human capabilities in Kerala helped the government 
minimize the harm from what has proven to be a very difficult medical crisis.

Conclusion

The capabilities approach poses a challenge to professionals whose authority 
depends on moral geometry. The capabilities approach calls on economists 
to widen their conceptions of the forms of and interconnections between dis-
tinct harms; to prioritize the harms to those who suffer capabilities depriva-
tion; to forgo moral geometry in public- policy matters, especially when some 
individuals exist in harmed conditions; and to take full account of the diverse 
and deep harms that are associated with inequality. The capabilities approach 
asks a lot of the profession— no doubt much more than many economists are 
willing to tolerate.

How might the profession proceed differently were it to engage seriously 
the complexity of harm that we have now explored at some length in this and 
previous chapters? What would it mean to pursue “harm- centric econom-
ics”? And how can a profession that faces irreparable ignorance ameliorate 
harm when so many of its interventions are apt to generate unforeseeable 
consequences, many of which might be harmful to those the profession seeks 
to serve? We explore these questions in part IV of the book. Chapter 10 pres-
ents a harm- centric approach to economic practice. Chapter 11 explores how 
economists can proceed responsibly in a world they cannot ever fully know 
or even begin to control.
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Economic Harm Profile Analysis

Indeed, the fact that some societies have lower incidences of harm than others would 
suggest that harm is not inevitable, but rather a product of the way we choose to orga-
nise the societies in which we live.

— s i m o n  p e m b e r t o n  (2015, 8)

High Per Capita Income, Not Enough

Twentieth- century economists might be forgiven for having thought that ris-
ing per capita income would mitigate the most important economic harms. 
Poor health and high mortality, low literacy, extreme inequality, inadequate 
housing, and economic insecurity can be tied to poverty. Wealthy countries 
should be expected to outperform lower- income countries in these and other 
important harm metrics.

Do the data support that reasoning? At first glance they seem to. For ex-
ample, the sixty or so countries with the worst performance in life expectancy 
are among the world’s poorest, while the world’s wealthiest countries domi-
nate the top of the rankings.The US in 2020 enjoys a median life expectancy 
of 79.11 years. That places it far ahead of many low- income countries, such 
as Cameroon at 60.32 years, Somalia at 58.34 years, and Chad at 55.17 years.

But now consider this. According to the IMF, the US is the eighth- richest 
country in the world. In terms of life expectancy, however, it is ranked forty- 
sixth. Many countries with substantially lower income outperform the US in 
life expectancy. Greece is in nineteenth place, with a longevity of 82.8 years, 
though its income is just 30% of US income. Costa Rica, the territory of the 
US Virgin Islands, Guam, Chile, and the Commonwealth of Puerto Rico also 
have higher life expectancy than the US (United Nations Population Divi-
sion 2020). And Cuba is one place above the US in the longevity tables even 
though its income per capita is just 14% of US income.

The same kinds of anomalies appear in other indicators of well- being and 
harm. The US has a much higher homicide rate than other wealthy countries 
and many mid-  to low- income countries even though its incarceration rate is 
much higher than those of other countries. The US today has 737 prisoners 
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per 100,000 residents; in comparison, Russia has 615 and China 118 (BBC News 
n.d.). The US infant mortality rate of 5.22 deaths per 1,000 live births is worse 
than those of over fifty other countries. The US is far behind Cuba at 4.19 
deaths per 1,000 live births, Italy and Spain at 3.14, and Slovenia at 1.53 (CIA 
2017). The US also faces an obesity rate about twice those of Italy, Denmark, 
and Switzerland (CIA 2016). Deficient performance in the US in these mea-
sures is not the result of low spending. The US spends a higher share of its total 
GDP on health care but achieves lower measures of health than many other 
countries, such as South Korea, Norway, Finland, Sweden, and Ireland (Pem-
berton 2015). Equally troubling, the US has a very high share of its population 
living below the poverty line. One measure of the poverty rate is the share of 
individuals living in households with incomes that are half the median house-
hold income. By that standard about 18% of the US population lived in poverty 
between 2016 and 2019. Among members of the Organisation for Economic 
Co- operation and Development (OECD), only Costa Rica and Colombia had 
worse poverty rates. In contrast, sixteen OECD countries had poverty rates of 
10% or less (OECD 2020). The US has an extraordinarily high share of chil-
dren living in poverty. Its rate was 18%, third worst in the OECD, compared to 
Canada’s rate of 12% and Denmark’s rate of just under 5% (OECD 2020).

Fifty years ago development economists typically theorized the relation-
ship between economic growth and inequality as an inverted U- shaped curve, 
called the Kuznets curve. Poor societies initially become more unequal as they 
develop, it was thought, but soon reach a turning point after which increasing 
per capita income promotes income equality. During the middle decades of 
the twentieth century the pattern held. Even today the countries with the 
greatest levels of income inequality are in fact low-  to middle- income. The 
country with the fifty- first- worst distribution, however, is the US. It is char-
acterized by much greater inequality than eastern, central, and western Eu-
ropean countries and even many low-  to middle- income countries (World 
Bank 2019). Today we find substantial variation in the extent of inequality 
across high-  and low- income countries. Moreover, over the past several de-
cades inequality in many countries has deepened with rising per capita in-
come. With deepening inequality comes all the harms we examined earlier.

We now know that many economic harms are not correlated neatly with 
per capita income. Countries at similar levels of income exhibit wide varia-
tion in the economic and other harms to which their inhabitants are exposed. 
The good news is that this suggests existing harms may be eradicable through 
institutional reform. But doing that requires placing harm at the center of 
economic analysis.

*

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



179e c o n o m i c  h a r m  p r o f i l e  a n a l y s i s

Most economists in the public arena are tinkerers, working to make marginal 
changes in policies with limited reach. But in the aggregate, economists’ prac-
tice adds up to something much more substantial. The economics profession 
aspires to social engineering. It aspires to influence an economy’s design and 
the practices of individuals and institutions, and, via these pathways, to alter 
economic outcomes.

Economies differ in their economic institutions, rules, and practices. The 
differences bear on the harms that proliferate in these economies. Distinct 
economies are characterized by what I will call distinct “harm profiles.” Eco-
nomic harm profile analysis examines those harm profiles. It takes a harm- 
centric view of economic performance. It entails investigating the harms that 
proliferate under distinct economic arrangements, including those arrange-
ments that economists advocate.

Economic harm profile analysis represents an opportunity for economists. 
To the degree that economists can influence economic institutions and prac-
tices, they have an opportunity to improve an economy’s harm profile by elim-
inating gratuitous harms while preparing for and ameliorating inescapable 
harms. Economic harm profile analysis requires a serious engagement with 
harm’s complexity that acknowledges competing judgments concerning which 
harms it is legitimate to impose on society’s members and outsiders in pursuit of  
valued goods.

Here we explore the concept of economic harm profile analysis in some 
detail, while nonetheless passing quickly over the myriad issues that a full- 
blown economic harm profile analysis would entail. The purpose here is to 
demonstrate how economic analysis might be reoriented were the profession 
to take a harm- centric approach to its work.

Economic Harm Profile Analysis

An economy’s harm profile comprises five principal categories, each of which 
encompasses multiple subcategories (see table 10.1). They are the (1) nature 
of prevalent, averted, and covered harms; (2) productivity of harms; (3) dis-
tribution of harms; (4) mechanisms of harm generation and distribution; and  
(5) consent and coercion that are associated with harm- generative and dis-
tributive mechanisms. The five features are complex and traverse each other’s 
boundaries. Moreover, they necessarily entail positive and normative elements, 
a consequence of the inherently normative nature of the concept of harm.

In what follows I primarily discuss economic systems even though I am 
primarily interested in the harm profiles of economies. The distinction is 
important. Any actual economy comprises one or more economic systems, 
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ta b l e  1 0 . 1 . Elements of economic harm profile

1.  Nature of prevalent, averted, and covered harms 1a. Prevalence, depth, and risk of
– reparable versus irreparable harms
– compensable versus noncompensable harms
– foreseeable versus unforeseeable harms
– avoidable versus unavoidable harms

1b.  Nature of harms averted or diminished in 
frequency/severity

1c.  Nature of uncovered harms versus nature of 
harms insured against or otherwise ameliorated

2. Productivity of harms 2a. Necessary versus unnecessary harms
2b. Ethically benign versus indictable harms

3. Distribution of harms 3a.  Distribution of winners and losers in each  
period and over the course of successive periods

3b. Relative stakes, winning and losing
4.  Mechanisms of harm generation and distribution 4a. Direct versus indirect harm

4b. Direct versus structural harm
4c. Fairness of harm- generative arrangements
4d.  Ability of those causing harm to escape 

consequences
4e.  Fragility versus antifragility of economic  

arrangements
5. Consent and coercion 5a.  Extent and intensity of coercion within each 

particular contest within the economic system
5b.  Extent and intensity of coercion to participate 

in any particular contest
5c.  Extent and intensity of coercion to participate 

in any particular class of contests
5d.  Extent and intensity of coercion to participate 

in any particular economic system

defined as alternative arrangements of economic provisioning. The distinction 
will emerge as salient when we consider the last element of the harm profile 
analysis, consent and coercion.

1 .  t h e  n at u r e  o f  p r e va l e n t,  av e r t e d ,  

a n d  c o v e r e d  h a r m s

The first element of an economic harm profile concerns the nature of the 
harms that the economic system generates, averts, and ameliorates.

1a. Prevalence, depth, and risk of . . . 

. . . reparable versus irreparable harms. A central problem with the standard 
welfarist approach to harm is that it treats all harms as reparable through 
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compensation (see chap. 8). The approach fails to recognize harm’s complex-
ity. It mocks rather than respects those who experience a loss of vitally im-
portant goods by presuming that their loss can be fully offset by the provision 
of alternative goods. As I type these words there are economists instructing 
introductory economics students that the diminution in preference satisfac-
tion a consumer suffers from the loss of an apple can be fully offset by gain-
ing access to oranges, where the amount of oranges necessary to do the job 
is determined by a person’s willingness to trade one good for another. After 
the substitution the individual is just as well- off as she was before. A naive 
student might ask, “Can we infer then that a father who loses a daughter ow-
ing to his inability to afford essential medical care will be just as well- off after 
her death provided he receives a lump sum payment in the requisite amount? 
Are the two states ‘with the child but without the money’ and ‘without the 
child but with the money’ really just two points on the same indifference 
curve?” The economist qua economist will find little help in standard moral 
geometry in crafting a compelling reply. The reason, to reiterate the point, is 
that the standard view presumes that all goods are welfare commensurable 
and substitutable. There is no lexicographic ordering of preferences here. In 
this view there is always some amount of money that can render the grieving 
father whole.

Other professions recognize the distinction between reparable and irrep-
arable harm as meaningful and normatively salient. Normative economics 
should do the same. An economy characterized by greater risk of irreparable 
harms to some for the benefit of others is deficient in this regard relative to an 
alternative economy with less risk of irreparable harms.

. . . compensable versus noncompensable harms. Moral geometry is inadequate 
to address the problem of noncompensable harm. Its assumptions and con-
ceptual framework are designed to eliminate the problem: it simply takes all 
harms to be compensable. Some harms, of course, are compensable, such as 
the loss of a good with no nonpecuniary value. But as we have seen, all irrepa-
rable harms and even some reparable harms are noncompensable in the sense 
that monetary transfer cannot make the harmed agent whole (see chap. 8).

Unlike moral geometry, harm profile analysis distinguishes between com-
pensable and noncompensable harms. An economy characterized by greater 
risk of noncompensable harms is deficient in this regard relative to one with 
less risk of noncompensable harms.

. . . foreseeable versus unforeseeable harms; avoidable versus unavoidable harms. 
Economic systems diverge regarding which harms are foreseeable and which 
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are unforeseeable. Monitoring systems ranging from weather to market fore-
casting are intended to transform unforeseeable to foreseeable harms. Insti-
tutions play a key role in this regard. Institutions seek to gather information 
and extend their control over their environments to transform unforeseeable 
adverse events into foreseeable events in the hope of increasing their ability to 
prepare for and ameliorate the effects. Up against an inherently unknowable 
future, however, institutional control faces insuperable limits (Taleb 2010).

Economic systems also diverge regarding which harms are avoidable and 
which are unavoidable. A privatized medical care system provides immediate 
treatment for people with health insurance by way of their employment status, 
say. But under a privatized system it may be unavoidable that some individu-
als lacking adequate medical insurance will be unable to secure care or will be 
bankrupted by the costs of care. In contrast, a system of universal health care 
funded by taxation might eliminate the risk of financial hardship for patients 
but might induce harms associated with long waits for medical procedures.

Many harms that arise in the context of professional practice are avoid-
able. This is the case, for instance, with harms that result from professional 
incompetence, hubris, ethical failure or malfeasance, or negligence. It is not 
always easy to discern which harms are in fact the outcome of these profes-
sional failures. Some cases are clear, such as when economists take on policy 
work for which they are clearly unqualified or where they have conflicts of 
interest. Other cases are more difficult to evaluate. The case of gratuitous 
harms, to which we will turn momentarily, is particularly difficult to assess.

1b. Nature of harms averted or diminished in frequency/severity

The inverse of the harms that prevail in an economic system are the harms 
that are averted or diminished in frequency or severity. No system can avert all 
harms. Some harms, like those resulting from natural events, can’t be entirely 
eliminated, but they can be reduced in intensity and ameliorated. Appropriate 
building codes or zoning regulations, for instance, can substantially diminish a 
region’s vulnerability to the high winds and flooding associated with hurricanes.

One reason why not all harms can be averted is that some strategies de-
signed to avert particular harms might impair the ability of the system to 
avert others. For instance, liberalized, “liquid” financial systems exist when 
assets like stocks and bonds can be bought and sold instantaneously with low 
transactions costs and little government oversight. Advocates claim that such 
systems eliminate the harms associated with credit shortages that obstruct 
beneficial economic activity. But Keynes (1936) pointed out that such systems 
are also prone to unpredictable financial bubbles and crises. In liquid financial 
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systems individual investors can often protect themselves from losses by sell-
ing off assets that they think might fall in value. But that strategy fails when 
many investors try to dump the same asset at the same time. The combined 
effect of their individually rational behavior can be to induce a financial panic 
that destroys their portfolios.

Economic systems exist not just to avert harm but to generate valued 
goods whose achievement necessarily entails the risk of harm. Were we to 
be able to design a harm- proof economic system, it would not likely be one 
that most of us would choose to inhabit. That said, distinct economic sys-
tems will be more or less defensible according to which kinds of harms they 
avert or diminish, and how they achieve harm diminution. Not all harms 
are equal, and neither are all harm- reducing arrangements. Economic harm 
profile analysis directs economists to examine and open to public scrutiny the 
harms that they believe can be averted and, when choices have to be made, 
should be averted even when doing so would interfere with access to other 
socially valued goods.

1c. Nature of uncovered harms versus nature of harms insured  
against or otherwise ameliorated

Economic systems vary according to their performance in hedging against 
adverse, unpreventable events. Insurance provides one form of protection. 
But distinct forms of insurance cover distinct adverse events while leaving 
others uncovered. Government stockpiling of agricultural surpluses in good 
years may prevent food shortages during a drought, though it leaves farmers  
whose crops are destroyed by the drought vulnerable to financial ruin. In con-
trast, private crop insurance and agricultural commodity futures markets may 
protect against income shortages among farmers (but see Breger Bush 2012) 
but can leave uncovered a shortfall in food supplies owing to a drought. Absent 
stockpiles, food shortages may be averted only if the appropriate markets and 
distribution systems exist, external sources of food are readily available, and 
nonfarmers have sufficient income to pay higher prices for food. These condi-
tions are not always met (see Griffiths 2003). The point is that no scheme can 
insure against all disruptions.

2 .  p r o d u c t i v i t y  o f  h a r m s

It is uncomfortable to contemplate that some serious harms are “produc-
tive,” but that is surely the case. Harm profile analysis must investigate which 
harms that arise in an economy are and are not productive.
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2a. Necessary versus unnecessary harms

Necessary, or productive, harms are those whose risk is vital to generating 
widely shared, highly valued goods. For instance, neoclassical theory holds 
that the risk of harm associated with market competition, including busi-
ness failures that put people out of work, is essential to the achievement of 
economic efficiency. Unnecessary, or gratuitous, harms are those that do not 
produce widely shared, highly valued goods, though they may generate ad-
vantage for particular individuals. Economic systems that are alike in other 
important respects may nonetheless vary in the degree to which they gener-
ate or tolerate gratuitous harms. One economic system may encompass mea-
sures to eliminate gratuitous harms, while another may demonstrate broad 
tolerance for them, owing to factors such as indifference, concerns about the 
cost of regulation, and judgments about the significance of the harm.

In harm profile analysis, productive harms are to be accorded a higher 
moral status than harms for which the connection to valued goods is remote 
or absent. Danger lurks, however, whenever a theoretical account purports to 
demonstrate a necessary connection between a good and a harm. That path, on 
full display in neoclassical theory, inures economists to harm. The ethically 
appropriate attitude is to resist the presumption of the necessity of harm un-
til one has definitive proof of the necessity, not just an appealing argument. 
Avoiding catastrophic error in this regard requires a strong commitment to 
theoretical pluralism and open- mindedness in the profession that prevents a 
rush to judgment concerning harm’s necessity.

Unequivocal evidence of the productivity of harm, shared by diverse the-
oretical accounts, concludes one line of inquiry but opens another. A virtue 
of the economic harm profile approach is that it problematizes the perception 
that what is, must be. The finding that a harm is necessary to achieve a good 
under prevailing social arrangements cannot be taken as proof that the harm 
is necessary under all viable alternative arrangements. The point is funda-
mental: the necessity of harm may be and often is contextually contingent— 
necessary only under established economic arrangements. A finding of ob lig-
atory harm to achieve a good entails a “tragic choice.” It should trigger in 
the minds of the professional what Nussbaum (2001, 187) identifies as the 
“Hegelian question”: “How can we bring it about that citizens do not face 
such tragic choices all the time?”

Economic harm profile analysis would be of service to a profession that 
rises to the Hegelian challenge. Comparison of alternative economic arrange-
ments helps to eliminate incorrect inferences about the universality of any 
particular tragic choice. Comparisons can help to distinguish those harms 
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that arise under most if not all economic arrangements from those that arise 
under some but not other economic arrangements. Opportunities might exist 
to pursue what Wiener (1998, 64) calls “risk superior innovations,” innova-
tions that can eliminate tragic choices by “reducing multiple risks in concert.” 
Appreciation of a range of economic harm profiles undermines the status 
quo bias in which we take existing arrangements to be invariant and the as-
sociated tragic choices to be ineliminable. It is better to recognize that “the 
arrangements that we observe in operation today, varied as they are, them-
selves constitute a subset of the full range of potential institutional possibili-
ties” (Rodrik 2001, 12). Reforms that eliminate tragic choices— that break the 
link of dependence between particular goods and harms— serve to generate a 
more benign economic harm profile.

2b. Ethically benign versus indictable harms

The preceding discussion implies that economic systems vary in the ethical 
status of the harms they induce. Not all serious harms are ethically indictable, 
but neither are all legally permitted harms ethically benign. The first point 
follows from the nature of any reasonably complex society. We harm each 
other as a routine feature of living with others. We often seek the same pe-
cuniary and nonpecuniary goods, positions, partners, rankings, and honors 
under circumstances where the success of one person necessarily involves 
loss to others. Two people competing for the same job can’t both win it, and 
the harm to the loser might be deep and enduring. Her life plans might be 
altered for the worse for the duration of her life. And yet, we would not be 
apt to condemn the victor for her success, provided the contest was fair in 
salient respects. The harm suffered in this case, even if severe, is ethically 
benign. The harm might call for compassion for the loser, perhaps, but not 
outrage.63 Alternatively, legal systems may permit ethically illegitimate harm. 
The legacy admission system at elite universities in the US is a case in point 
(Kahlenberg 2010). When making admissions decisions, private universities 
typically reserve a significant percentage of places in the entering class for 
children of alumni. The harm this practice does to more qualified applicants 
from less privileged families who are thereby excluded from admission is il-
legitimate on the basis of the most basic and relatively uncontested justice  
criteria.

Cases such as these demonstrate that it is not enough to show that one 
economic system generates fewer or less severe harms than another. Num-
bers count, to be sure. But in drawing up an economic harm profile we are 
forced to distinguish between harms that are and are not ethically worrisome. 
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That determination may depend on the mechanisms that generate harms— a 
matter to which we will turn presently.

3 .  d i s t r i b u t i o n  o f  h a r m s

Economic arrangements vary in terms of the distribution of rewards and 
harms. Economic harm profile analysis would take account of the principal 
features of harm- distributive patterns.

3a. Distribution of winners and losers in each period and over the  
course of successive periods

The risks of harm that an economic system generates in one time period will 
be distributed across society’s members in some way or other. The distri-
bution can be fairly egalitarian. Alternatively, the risks can be concentrated 
among a majority, to the benefit of a risk- insulated minority; or among a mi-
nority, to the benefit of an insulated majority. An assessment of the justice of 
the economic system ought to concern itself inter alia with harm- distributive 
patterns in each particular time period. The imperative to do so is amplified 
by the degree to which some harms are irreparable or noncompensable.

Eclipsing the importance of the distribution of the risk of harm in any one 
period, however, is the distribution of harms over successive periods. An eco-
nomic system in which being harmed today predisposes individuals to being 
harmed in the future is morally indictable. Serial correlation of harms implies 
that those who are worst- off suffer compounding harms. Any proposed de-
fense of the serial correlation of harms needs to clear a very high bar before 
that feature of the system can be judged to be ethically legitimate. The pro-
ductivity justification for harm is particularly hard to sustain in this context.

Economic systems characterized by extensive structural violence are prone 
to serial correlation of harms that defeats the Paretian promise. Wherever 
eco nomic elites enjoy outsize political influence we should anticipate that 
policy choices will reflect their interests at the expense of the relatively disen-
franchised. Assessing an economy’s harm profile, then, requires attention not 
just to economic but to political institutions and practices as well, informed 
by normative criteria that focus on the distribution of harms across individu-
als with disparate levels of capabilities. A plausible case can be made for what 
might be called “harm prioritarianism”: all else equal, a distribution in which 
harms are absorbed disproportionately by those with greater capabilities is 
to be preferred morally over one in which harms are concentrated among 
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the capabilities deprived (see Arneson 2013 and the critique in Hansson  
2013, 28).

3b. Relative stakes, winning and losing

Economic harm profile analysis must take account of the stakes associated 
with winning and losing in the competitive contests the economic system 
comprises. For the past several decades the US economy has gravitated to 
what can be called a “conquistador economy” in which the victors enjoy the 
lion’s share of the goods that arise as a consequence of economic activity 
while the losers face irreparable threats to their capabilities. In contrast, one 
can imagine tempered competitive arenas where the stakes for winning and 
losing are substantially diminished, where even the losers receive an adequate 
share of the goods the system generates. Between the two poles lies a broad 
range of economic arrangements that involve relatively greater or lesser stakes 
associated with winning and losing. Economic harm profile analysis would 
direct economists to search for institutional arrangements that yield highly 
valued goods with lower rather than higher stakes of winning and losing.

4 .  m e c h a n i s m s  o f  h a r m  g e n e r at i o n  a n d 

d i s t r i b u t i o n

Many kinds of mechanisms generate and distribute harm. Economic harm 
profile analysis requires investigating these mechanisms to discover which can  
be eliminated altogether or amended to lessen the severity of the harms they 
generate.

4a. Direct versus indirect harm

Harm may figure into a pattern of events in diverse ways. One important 
distinction in the philosophical literature is between “direct” and “indirect” 
harm. Direct harm occurs when the harming act is the means to achieve a 
valued good (McIntyre 2019). Examples of direct harm in the ethics literature 
are typically evocative: is it ethically appropriate to push a large man with a 
heavy backpack from an overpass, killing him, if that is the only way to stop 
an oncoming trolley that will otherwise kill several people who are stuck on 
the tracks? More realistically, a monopoly might have to be broken up to pro-
mote industry vitality. Indirect harm occurs as the unintended but often likely 
adverse consequences of an action taken to achieve a good (Cushman, Young, 
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and Hauser 2006). An example is the loss of industry viability and employ-
ment following trade liberalization. Here, the harm to the industry and its 
employees is not the means to the end; it is instead an indirect, unintended 
by- product of the pursuit of the goal of improved economic performance 
(Spranca, Minsk, and Baron 1991; Howard- Snyder 2008).

Neoclassical economists and utilitarian philosophers tend not to concern 
themselves with the distinction between direct and indirect harm. Economists 
are in the minority in this regard. Other professionals, nonutilitarian moral 
philosophers, and laypeople wrestle with the moral distinction. Recent experi-
mental studies reveal the presence of an “indirect harm bias” among research 
subjects. Unintended but foreseeable harmful effects of an act are treated as less 
ethically troublesome than harms that are the means to the end being pursued. 
The bias is also in evidence in many professions, such as medicine (Cushman, 
Young, and Hauser 2006).64 Given the normative salience that the distinction 
between direct and indirect harm has to laypeople and to practitioners in other 
professions, economic harm profile analysis ought to be sensitive to the moral 
relevance of the distinction even if such analysis is not necessarily decisive 
when assessing harms.

4b. Direct versus structural harm

Structural harm (what Galtung calls “structural violence”) is by far more rele-
vant than direct harm for economic policy assessment (see chap. 9). Individu-
als and communities suffer harm from economic arrangements that threaten 
their livelihoods and otherwise reduce their capabilities. With Galtung (1969) 
we have reason to conclude that economic structural violence often operates 
silently, but it is no less forceful for that. The university legacy admissions 
system just discussed is but one of innumerable practices that together con-
stitute structural violence against the disadvantaged. While affirmative action 
programs in the US that respond to overt discrimination against historically 
disadvantaged groups are politically controversial, affirmative action prac-
tices that benefit the most privileged escape ethical scrutiny by economists 
and others. Economic harm profile analysis would undertake to discover and 
expose the pernicious effects of arrangements, such as legacy admissions, that 
induce structural violence.

4c. Fairness of harm- generative arrangements

Economic systems typically encompass a wide range of competitive contests 
and cooperative arrangements that generate and distribute valued goods and 
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harms. Harm- distributive arrangements of diverse economic systems are 
apt to vary in regard to fairness. Arrangements that distribute harms fairly 
are morally preferred to those that distribute harms unfairly. Any ranking 
of economic systems on these grounds would be subject to dispute owing 
to distinct, plausible conceptions of fairness and justice. But certain features 
of harm- distributive mechanisms are apt to draw similar judgments under 
diverse normative approaches. For instance, the competitive contests that 
distribute rewards and punishments should not be biased in favor of some 
contestants over others.65 The more consequential the contest, the more vital 
it is that the contest not be rigged and that all contestants have genuine op-
portunities to prevail and to secure reasonable returns from their participa-
tion. A contest that benefits individuals by virtue of their group affiliations 
or prior privileges not enjoyed by other contestants and that involves large 
stakes is on these grounds normatively objectionable. The practice of legacy 
admissions fails this ethical test, too. Moreover, the contest should be fairly 
played and fairly judged. A contest that rewards violations of the rules or 
permits the changing of rules midstream by privileged actors to their benefit 
is to be regarded as unjust. Finally, the distinct contests that bear on the dis-
tribution of rewards and harms should be independent, in the sense that an 
individual’s success in one arena ought not give her a leg up in other arenas. 
Earning more money than others by virtue of having prevailed in the contest 
over income, or having political influence by virtue of having prevailed in 
a political contest, should not bear on the distribution of medical care, the 
grounds for which should be need rather than economic wealth or political 
power (see Walzer 1983). An economic system in which losing one kind of 
contest predisposes the victor to lose in others is ethically suspect.

4d. Ability of those causing harm to escape consequences

In all economic systems individuals take and generate risks. But systems dif-
fer in terms of who is imperiled by those risks. Under one set of arrangements 
actors may pursue strategies from which they stand to benefit substantially if 
all goes well, but also stand to be harmed if things go badly. The actors have 
what Nassim Taleb (2012; 2018) aptly calls “skin in the game.” Under alterna-
tive arrangements actors may benefit from the upside of their risky behavior 
but be insulated from the downside. A prominent example involves invest-
ment bankers who profit from risky investing, knowing they can count on 
public bailouts when their behaviors generate systemic instability. Another 
example involves legislators who vote in support of sending troops to war 
when they know their own children will not be among them. An influential 
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actor lacking skin in the game gambles with the livelihoods and the lives of 
others.

Advocates of diverse political and moral philosophies are apt to converge 
on the matter of harm shifting. An economic system that permits agents to 
offload risk onto others while remaining insulated from their imprudence is, 
in this respect, fundamentally unjust.

4e. Fragility versus antifragility of economic arrangements

Taleb (2012) draws an important distinction between fragile and antifragile 
systems that bear on the matter of an economic harm profile. Fragile systems 
are those in which instability in one area ramifies and compounds through-
out the system. A large bank failure can touch off a general banking crisis 
owing to the interconnections in the system that leave each institution depen-
dent on the viability of others. Systems of this sort are prone to unpredictable 
but inevitable disruptions that cause substantial harm to those who cannot 
insulate themselves from risk. In contrast, antifragile systems are those that 
don’t just survive but actually thrive in response to disruption. The airline in-
dustry has antifragile properties. Each airline disaster provides learning and 
opportunities for new procedures that yield safer air transport.

Skin in the game relates to the matter of fragility. “Moral hazard” exists 
when influential individuals who are held harmless in the event of their er-
rors tend toward riskier behaviors in search of greater private returns. In such 
cases imprudence is rewarded, caution is punished, and learning about how 
to avoid crisis is short- circuited. A banking system that features institutions 
deemed “too big to fail” is fragile. As banks grow larger, governments become 
less willing to let them fail, and the financial system as a whole grows more 
fragile. The harms that are offloaded onto others rise disproportionately.66

Economic harm profile analysis would assess the fragility of the institu-
tions and networks that constitute the economic system. Fragility metrics 
might assist harm- sensitive economists to discover institutional reform that 
requires risk- takers to have skin in the game as a matter of basic fairness and 
as a matter of prudent economic regulation. A fragile economic system is 
one that exhibits gratuitous harm. It is more dangerous than it needs to be to 
generate the goods that people value.

5 .  c o n s e n t  a n d  c o e r c i o n

Economic systems vary according to the extent to which they embody con-
sent as opposed to coercion. The distinction between consent and coercion 
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is normatively relevant for most moral, legal, and political philosophers, as 
well as economists. There is good reason to distinguish between the risks of 
harm that agents consent to and the risks that are imposed upon them. The 
standard argument holds that harm that follows from consensual behavior is 
ethically benign.67

But what is meant by coercion, and by consent? Is the presence of coercion 
obvious, always? Imagine an individual who is challenged to a duel by some-
one with a real or imagined grievance. Dueling involves a contest with pistols 
that is apt to leave one of the combatants dead. Under the “code duello,” the 
challenged party can refuse to participate. In the standard economic perspec-
tive, as we’ll see momentarily, the right of refusal suffices to make the decision 
to participate voluntary. But is that account adequate? Feinberg (1994, 221) ar-
gues that it is not. He holds that the institution of the duel is coercive since the 
challenge imposes a choice between the loss of honor and the risk of death.

A single voluntary act of one person (the challenger) imposes an inescapable 
dilemma on the other: either kill- or- be- killed or be disgraced. The acceptance 
of the challenge under such circumstances could hardly be described as a fully 
voluntary assumption of risk, free of coercive pressures. The social practice of 
the duel is illegitimate precisely because it forces persons into dreadful risks 
in circumstances that make genuine consent usually impossible, and at best, 
always suspect.

Political theorist Ruth Grant (2012, 57) amplifies the point, emphasizing that 
freedom requires more than having choices; it requires genuine autonomy, 
defined as “the capacity to set one’s own ends or purposes.” Grant views 
many economic choices, such as taking on hazardous work, as compromising 
rather than extending freedom. Like Galtung, Grant finds that even economic 
incentives, which many economists take to be the hallmark of voluntarism, 
can instead reduce autonomy by manipulating individuals into behaviors that 
violate their values and obstruct their life plans.68

Economic harm profile analysis requires a more complex account of coer-
cion, consistent with Feinberg’s, Galtung’s, and Grant’s insights. Many forces 
can coerce, and some coercive forces are subltle. A commitment to genuine 
freedom should be attentive to all of them. Moreover, individuals can face 
coercive constraints at various levels of decision making. At one pole, indi-
viduals may face coercion within a particular economic contest. At the other, 
they may be coerced to participate in certain economic systems. Economies 
are typically complex, and it may therefore be the case that voluntarism at 
one level of decision making co- resides with and is normatively canceled by 
coercion at another. The point requires elaboration.
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5a. Coercion within each particular contest

A complex economic system encompasses many distinct competitive arenas, or 
contests, that yield rewards and punishments. Ascertaining the degree to which 
the overall system entails coercive harm requires as a first step an investigation 
of each contest to discern whether within that contest participants enjoy exten-
sive voluntarism or whether, instead, they are coerced in their conduct.

Economic liberals who value personal liberty over all other values, such 
as Hayek and Friedman most famously, argue that a competitive market 
uniquely features consent rather than coercion. But of the myriad coercive 
factors that diminish “effective freedom,” the liberal view restricts its atten-
tion to just one, the threat of “physical coercion of one individual by another” 
(Friedman 1962, 14; see also Nozick 1974, 33). Provided the state prevents this 
form of coercion while protecting property rights, market exchange will be a 
site of voluntarism. In Hayek’s ([1944] 2007, 86) view,

Economic liberalism  .  .  . regards competition as superior not only because 
it is in most circumstances the most efficient method known but even more 
because it is the only method by which our activities can be adjusted to each 
other without coercive or arbitrary intervention of authority.

Because the harms that result from market transactions are grounded in con-
sent, they are treated by liberal economists as ethically benign.

The liberal defense of the market as coercion- free has been rejected consis-
tently by critical economists. Marx ([1887] 1977) ridiculed the idea that work-
ers in a capitalist system enjoy effective freedom. He argued that the mirage of 
equality in the labor market obscures fundamental asymmetries that coerce 
labor to serve capital. John R. Commons and other “original” institutionalist 
economists of the early twentieth century also emphasized that workers typi-
cally face coercion owing to constrained opportunities in the labor market 
(Ramstad 1987). Working in this tradition, legal scholar Robert Hale (1923) 
argued more broadly that market exchange, far from excising coercion, is a 
site of reciprocal coercion where transactors exact concessions from those 
who need what they have to offer (Fried 1998). What liberal economists view 
as an arena free from coercion, then, critics identify as a complex of coercive 
pressures. The goal for Marxists is to eliminate coercion altogether, while for 
institutionalists the goal is to establish laws and regulations that decrease co-
ercive imbalances, with a view toward expanding substantive freedoms.

Constructing an economic harm profile requires attention to the presence 
and degree of coercion within each of the harm- generating arenas that con-
stitute the economic system. For market economies that requires assessing 
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the degree to which each market, such as the labor market and the markets 
for housing, medical care, and finance, embodies consent as opposed to co-
ercion. A system that comprises individual arenas that are internally con-
sensual, and/or that balance the coercive force of the participants, is morally 
superior in this regard to one where the arenas are characterized by coercive 
mechanisms, or where the coercive force is deeply unbalanced.

5b. Coercion to participate in any particular contest

Economic contests that feature voluntarism, affording the participants exten-
sive latitude within the contest to decide which strategies to pursue, might 
yet be indictable if the participants are effectively coerced into participating. 
One way to frame the matter is in terms of “exit” and “voice” (Hirschman 
[1970] 2013). An arrangement where participants can exit a particular eco-
nomic contest that threatens their well- being, and/or where they enjoy suffi-
cient voice to alter the most egregious terms of the contest, is to be preferred, 
morally, over one that denies exit or voice. Genuine exit options and genuine, 
equal opportunities for participation in setting and amending the rules of the 
contest are central to harm profile analysis since they bear directly on agents’ 
effective freedoms.

Friedman (1962) takes the existence of many alternative markets and the 
ability to remove oneself from the market altogether as evidence of the exit 
option, which is, for him, a guarantor of freedom (cf. Anderson 1990). Pro-
vided there is a sufficiently large number of firms confronting a sufficiently 
large number of consumers, suppliers, and laborers, any transaction that occurs 
within the market should be deemed voluntary since buyers and sellers have 
many others with whom to contract. And yet Friedman presumes rather than 
investigates the presence of exit options. He begins his discussion of the matter 
in Capitalism and Freedom with a description of a simple stylized economy in 
which “independent households” produce for themselves and exchange output 
with others. Here, “since the household always has the alternative of producing 
directly for itself, it need not enter into any exchange unless it benefits from it” 
(Friedman 1962, 13). A paragraph later he applies the same logic to the modern 
economy. He claims without evidence that workers who are unwilling to supply 
labor at the going market rate can withdraw from the labor market and produce 
independently. He fails to acknowledge that the disappearance of the household 
enterprise that possesses the means of production undermines the condition 
that he himself requires for effective freedom. It is hard to avoid the conclusion 
that he simply assumes that the exit option exists because his defense of the 
voluntarism of the market requires it. But harm- sensitive economists cannot  
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assume what needs to be shown. The absence of exit options for those lacking 
resources may explain why so many individuals participate in economic con-
tests, like the labor market, for which they are so poorly suited, and in which 
they are destined to suffer serious, compounding harms. On this issue Polanyi 
(1944) and Marx ([1867] 1977) serve as far more dependable guides. Both em-
phasized dispossession of the means of production as a coercive force driving 
vulnerable workers into the labor market.

To recognize the harms suffered within a particular contest as consensual 
we need to know not only that the contest’s mechanisms afford all partici-
pants substantial “freedom to choose” (Friedman and Friedman 1980) within 
the contest. We must also ascertain that the participants freely choose to par-
ticipate in it.

5c. Coercion to participate in any particular class of contests

In assessing consent and coercion we need to investigate whether there are 
alternative classes of economic contests wherein each class is characterized by 
reward-  and harm- generative arrangements that are sufficiently diverse that 
individuals can avoid contests that comprise hazards they seek to escape. It 
does someone no good to exit one harm- inducing contest only to find that 
all the other available options include similar harm- generating mechanisms. 
In that case, the exit option is formal rather than substantive, and consent to 
play the contest is illusory.

Ascertaining the presence of genuine consent can be difficult, even in the 
presence of apparent exit options. Pressures to participate in harmful activities 
can be subtler than the physical aggression that defines coercion in neoclassical 
economics, as Feinberg’s discussion of the duel illuminates. The analysis must 
probe the background conditions against which people appear to be making 
self- defeating choices to ascertain whether coercion lurks there in some form 
or other. Absent adequate information on such determinants, we might take 
as a proxy for coercion in an economic system the degree to which existing 
economic contests generate outcomes that are significantly hazardous, patently 
unequal, or serially correlated. The failure of those who are serially harmed to 
withdraw from contests in which they fare poorly provides at least prima facie 
evidence that the harmed actors participate under coercion.

5d. Coercion to participate in any particular economic system

So far I have treated an economic system as synonymous with an economy. 
But in assessing consent and coercion that simplification is misleading. A 
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national or local economy might comprise homogeneous arrangements of  
economic provisioning, one economic system. That kind of economy is char-
acterized by an economic monoculture that covers the entire landscape. 
Social scientists are trained to think that this is the norm; that a capitalist 
economy, say, is one in which capitalist production and exchange crowd out 
all other forms of economic provisioning. But recent research, especially by 
economic geographers, suggests that this view is incorrect. In fact, many 
economies feature the coexistence of a range of heterogeneous economic ar-
rangements; the economic equivalent of biodiversity (Gibson- Graham 1996; 
2006). Distinct economic arrangements arise and sometimes thrive side 
by side in complex, evolving, kaleidoscopic constellations. In some econo-
mies the proliferation of alternative economic systems is well developed and  
the diverse economic forms are easily legible. Some economies feature ex-
tensive opportunities for self- employment, for instance, in both the infor-
mal and formal sectors. In others, worker co- ops proliferate. A case in point 
is Spain’s Mondragon Corporation, located in the Basque region, which 
houses the world’s largest and most complex worker co- op network side by  
side with capitalist enterprises. Worker co- ops are now forming in advanced 
and emerging economies, from the US to Korea, Argentina, and beyond (Ji 
2018). In some economies alternative economic systems are less developed 
and more difficult to locate. The research suggests that where systemic mo-
nopolies exist— where just one kind of economic system predominates and 
precludes the proliferation of alternatives— the predominant system is sus-
tained by legal sanctions, privileges, and theoretical and policy biases that 
support one set of economic institutions and practices and obstruct viable  
alternatives.69

The extent of systemic diversity bears directly on the matter of coercion. 
Where one economic system crowds out alternative arrangements of eco-
nomic provisioning, the exit option is diminished and the degree of coercion 
increases.70 Where, instead, alternative systems flourish across the economic 
landscape, individuals have greater effective freedom to opt out of economic 
arrangements they find to be excessively hazardous.71 Economic harm pro-
file analysis would map the range of economic systems that constitute the 
economy and their accessibility, especially to those least advantaged. And 
harm- sensitive economists who aspire to reduce coercive and gratuitous 
harms would advocate for policy that creates the conditions for the prolif-
eration of a diverse economic ecosystem that sustains alternative economic 
arrangements— not for the sake of efficiency but for the sake of expanding 
individuals’ genuine freedom to choose the nature of the risks of harm that 
they are willing to accept (DeMartino 2013b).
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Harm Regime Types

Simon Pemberton has compared what I am calling “economic harm profiles” 
across capitalist countries. Pemberton finds substantial variance in economic 
harms even among countries at the same level of per capita income. Pember-
ton proposes and tests a “harm regime hypothesis,” which holds that countries 
grouped by economic regime types differ significantly in their harm profiles. 
Neoliberal regimes characterized by market fundamentalism lie at one pole of 
his regime continuum. Neoliberal regimes exist in various forms in states such 
as the US, Britain, Mexico, Chile, and Russia. They are characterized by exten-
sive commodification of goods and services that are vital to well- being, as well 
as a strong bias against government intervention to protect individuals from 
hardship, on grounds that public protections would undermine market incen-
tives. During the worst moments of the COVID- 19 pandemic, for instance, 
many political leaders in the US opposed the extension of unemployment 
compensation for those who had lost their jobs, on grounds that “excessive” 
benefits were discouraging a return to work. At the opposite pole lie the social 
democratic regimes like those of Sweden, Finland, Denmark, and Norway that 
are marked by substantial degrees of decommodification, where individuals’ 
well- being is far more dependent on social welfare protections and less depen-
dent on the individuals’ market success. Pemberton identifies other regimes 
lying at various distances from these two poles, such as the corporatist model 
that prevails in Germany, France, and other European countries.

Pemberton constructs three broad categories of harm: physical and mental 
health, autonomy, and relational harms. Pemberton finds that the neoliberal 
regime features a particularly dangerous harm profile. Commodification of 
valued goods and opportunities means that doing poorly in the market— say, 
being unemployed— places individuals in peril of cascading harms. Citizens 
fare much worse under this regime in terms of a wide range of harms than 
under social democratic regimes in which capitalism’s damaging effects are 
tempered by government interventions that include extensive social safety 
nets and other supports for autonomy and social inclusion for those facing 
economic dislocation.

Pemberton’s chief findings sustain the insight that many economic harms 
originate in social arrangements. Social harms result in part from long chains 
of institutional and policy decisions. As a consequence, they can be elimi-
nated or at least ameliorated through institutional and policy reform. To the 
degree that they are eliminable, their persistence is morally suspect.

Pemberton is pointing the way forward for economists who recognize 
the moral urgency of economic and econogenic harm. In confrontation with 
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dangerous economic harm profiles, economists have an opportunity to pro-
mote social betterment through designing and advocating reforms of eco-
nomic arrangements that stand a chance of eliminating gratuitous harms and, 
whenever possible, the tragic choices that impose serious harms in pursuit of 
valued goods.

Conclusion

Economic harm profile analysis is intended to complement and not displace 
other normative criteria for assessing economic arrangements. Harm profile 
analysis emphasizes that the harms economies generate are as normatively 
significant to social assessment as the goods they promote.

In place of moral geometry, economists have an opportunity to probe the 
myriad factors that define and generate economic harm profiles. Sacrificing 
some tractability is the price to be paid for richer, more nuanced accounts 
of harm that begin to do justice to the complex harms individuals suffer— 
not with the unachievable goal of eliminating all risks of harm but with the 
achievable goal of promoting social betterment through means that entail 
more benign economic harm profiles.
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Decision Making under Deep Uncertainty

If we are up against mystery, then we dare act only on the most modest assumptions. 
The modern scientific program has held that we must act on the basis of knowledge, 
which, because its effects are so manifestly large, we have assumed to be ample. But if 
we are up against mystery, then knowledge is relatively small, and the ancient program 
is the right one: Act on the basis of ignorance.

—  w e n d e l l  b e r r y , in 1982 letter to Wes Jackson (2005, 14)

The Colorado River: Lifeline of the West

In the expansive Rocky Mountain and Southwest regions of the United 
States, water, not petroleum or minerals, now represents the critical resource 
on which the region’s future depends. The region is extremely arid. It none-
theless comprises extensive agricultural land and is experiencing dramatic 
population growth. Today it faces uncertainty about factors that bear on the 
adequacy of its water resources. Key drivers of the region’s water supply in-
clude rising temperatures, diminished snow and rainfall, the rate and timing 
of snow melt, and rates of evaporation and aquifer recharging. On the de-
mand side it faces rapid in- migration, economic development, and industrial 
transition. There is ample evidence today that historical water supply and 
demand patterns provide inadequate guidance regarding future trends.

The Colorado River is the largest water source in the region. It provides 
water for approximately forty million people and irrigates 4.5 million acres 
(18,210 square km) of agricultural land across seven “basin” US states, twenty- 
two Native American tribes, and a portion of northwest Mexico. It also sup-
plies water to seven national wildlife refuges, four national recreation areas, 
and eleven national parks (Bureau of Reclamation 2015; 2012a). Every drop of 
Colorado River water is claimed under existing treaties and agreements that 
hypermanage water flows to ensure that the river’s myriad claimants receive 
their allocated shares. Twelve major dams and hundreds of smaller dams on 
the main river and tributaries create reservoirs along the way. Some of the 
compounds are massive. These include Lake Mead and Lake Powell.

Over the past century, water flows have been allocated according to the 
1922 Colorado River Compact, which apportions fifteen million acre- feet. A 
1944 treaty allocates an additional 1.5 million acre- feet to Mexico. The US 
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Bureau of Reclamation works with the basin states, Native American tribes, 
and Mexico to manage the relevant agreements and resolve disputes.

It is now apparent that the 1922 compact was negotiated in the context of 
two decades of significantly above- average rainfall and river flows, leading to 
overallocation. Today there is wide recognition that in the absence of appro-
priate reform, climate change and increasing demand will induce severe water 
shortages. The risk is imminent. A drought from 2000 to 2007 reduced water 
storage in the major basin reservoirs from nearly full (equivalent to four years of 
usage) to 55% of capacity (two years of usage; Groves et al. 2013). Dry conditions 
continue throughout the region. By late October of 2021 Lake Mead water levels 
had fallen to 34% of capacity and Lake Powell water levels to 30%. In just the past 
year, from October 2020 to October 2021, the total water storage in the system of 
reservoirs has fallen from 48% of capacity to 38% (Bureau of Reclamation 2021). 
The flow of water entering the reservoirs in 2021 is so low that the reservoirs 
may soon reach “dead pool” status, “where stored water is so low it can’t spin the 
massive hydroelectric power generators buried in the dams.” Those water levels 
would result in “large swaths of Arizona farmland going fallow” (Booth 2021). 
The near- term threat to many water users is, in a word, existential.

In 2010 the basin states and Reclamation initiated research to evaluate the 
ability of the Colorado River to meet water demands through 2060 and to 
identify strategies that could improve performance. Had Reclamation hired 
economists to pursue the standard methods, the procedure would have in-
volved moral geometry. Economists would have likely treated future climate 
change, population growth, economic transition, and other key factors as 
probabilistically knowable. They would have used those projections to per-
form cost- benefit analysis (CBA), deriving the policy strategy that promised 
to maximize expected utility (E(U); see chaps. 7– 8). The CBA would have 
laid out the optimal bureau strategy, which might have included, say, add-
ing a certain amount of capacity to basin reservoirs and other initiatives that 
together promised to maximize net benefits.

All of which would have worked wonderfully . . . provided the future un-
folded just as the economists predicted. And provided the various competing 
stakeholders shared the economists’ values and objectives, and provided they 
accepted economists’ predictions and the legitimacy of the distribution of 
benefits and harms induced by the recommended strategies. Absent any of 
these conditions, the economists’ CBA would have failed to prepare water 
users for an unpredictable future. It most certainly would have generated in-
tense controversy among stakeholders with competing visions and interests 
and, especially these days, created political paralysis.
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Is there no better way?
Reclamation did not go this route. Instead, it worked with RAND Cor-

poration analysts on a pilot study of alternative decision- making procedures. 
RAND pursued a relatively new method for addressing the uncertainties fac-
ing decision makers: “decision making under deep uncertainty” (DMDU). 
The analysis sought to explore the potential of “robust decision making.” Ro-
bust strategies are those that are apt to do well under a very wide range of un-
predictable circumstances. What the researchers did not do was try to predict 
the future. But how can effective strategies be discovered without knowing 
what the future will bring? Without prediction, what basis is there for rational 
decision making?

*
Irreparable ignorance is an inevitable cause of econogenic harm (see chaps. 5–  
6). If ignorance of a particular domain is irreparable, if the knowledge is sim-
ply inaccessible in the moment when the missing knowledge is needed to 
make a critical decision, then investing resources and energy trying to ac-
quire the knowledge is misguided. And in this situation, basing policy deci-
sions on E(U) calculations is dangerous. Economists who accept payment to 
generate ersatz knowledge and do E(U) assessments in the face of irreparable 
ignorance are guilty of professional malpractice.

In recent years a small but growing number of policy analysts have taken 
up the challenge of exploring what responsible policy design and assess-
ment entail in contexts of irreparable ignorance. Experts in fields like climate 
change, international security, management of water systems and other in-
frastructure systems, and urban planning have embraced a new approach, 
DMDU. Though a handful of economists have been among the leading ar-
chitects of DMDU, most economists continue to approach policy assessment 
with moral geometry. We explore DMDU here, focusing on its philosophical 
underpinnings and some of its methods of policy design.

Predict- Then- Act: The Economist Is in Charge

The standard economic approach, which relies on E(U) calculations to guide 
policy choice, is a “predict- then- act” model, where the value of the policy 
assessment exercise depends on the dependability of the forecasts of policy 
effects. A few features of the model not already examined in previous chap-
ters deserve attention. One is that the model is static. The economist, oper-
ating at a particular moment in time, projects policy impacts well into the 
future when calculating the E(U) for each policy option. The knowledge and 
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expertise to do the job are presumed to be available at the time of the econo-
mist’s intervention. The approach is one- off. For example, an economic con-
sultant might be hired by a municipal government to perform calculations 
and make a recommendation on a policy matter, such as an infrastructure 
project with long- run effects. The expert “provides completed results to de-
cisionmakers” (Groves et al. 2016, 2), at which point the expert- client rela-
tionship is typically severed. If the client subsequently decides that it again 
needs this kind of expertise, it puts the new work out to bid and again hires 
an expert (perhaps the same one, but just as likely not) who performs another 
round of analysis de novo.

Economic moral geometry places the analysis of policy options strictly 
in the hands of economists. The economist’s relationship with the client is 
notably arms length. Ensuring objectivity requires economists to maintain 
independence from the client since a closer relationship with clients could 
threaten to bias economists’ work (see DeMartino 2011).

The arms- length relationship between economists and stakeholders im-
plies that economists’ normative framework typically guides the policy assess-
ment. The criterion will almost certainly be welfarist, typically proxied by 
monetary measures. Economists rely on welfarist decision rules even when 
the community that will bear the policy’s effects hold to other normative cri-
teria, like equality. The approach is paternalistic. Economists are to be rec-
ognized as knowing best— not just about how to assess policy effects but also 
about what criterion of social betterment to apply.

The standard approach typically precludes meaningful post hoc analysis 
and assessment to see whether the predictions were realized and the policy 
induced the promised outcomes. Neither economists nor clients have incen-
tive to expend resources for assessment studies that might reveal that they 
made bad decisions. Unfortunately, the absence of assessment blocks learn-
ing, leading to repetition of even grave mistakes. The assessment of econo-
mists’ work is also complicated by cognitive errors like hindsight bias and by 
the fact that the effects of economic interventions are typically indirect, dif-
fuse, and deferred. As a consequence, economists are typically insulated from 
even extreme policy failure (Ravallion 2009; Angner 2006).

Economic analysis is just as apt to generate conflict as consensus. This was 
the case in the controversy over the TPP (see chap. 6). The standard approach 
requires that stakeholders “agree on assumptions” that ground the model’s 
assessments, including the causal relationships and background conditions 
about the world that are inputs to the model (Lempert 2019). But stakeholders 
with diverse understandings of how the world works and interests and values 
that they hope to protect are unlikely to reach agreement on these facets of 
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the model. Those who might be harmed by a proposed policy can be ex-
pected to reject it. Even if an economist’s recommendations are implemented, 
they are apt to lack legitimacy in the eyes of many stakeholders who will bear 
their harmful effects.

The “agree on assumptions” approach asks too much of those affected by 
economic policy. The proliferation of plausible assumptions provides grounds 
for amplifying rather than managing reasonably the differences in understand-
ings and values that diverse stakeholders bring to policy matters. Like arms 
dealers who provide weapons to both sides of a conflict, the economics profes-
sion supplies science- based ammunition to all policy combatants. Moral ge-
ometry amplifies ideological divisions concerning pressing policy issues and  
undermines the usefulness of economic expertise rather than promoting pro-
ductive dialogue among stakeholders with conflicting values.

When Prediction Is Perilous: Deep Uncertainty and Policy Making

Is this unflattering picture of economic policy analysis unfair? It would be 
if there were no viable alternatives. But alternatives are emerging that cor-
rect for the most egregious ethical and epistemic failures of the standard ap-
proach. One is DMDU.72

DMDU practice foregrounds irreparable ignorance. Practitioners refuse to 
treat the world as ergodic, where the future is just as probabilistically know-
able as a throw of dice. DMDU analysts recognize they do not have time- 
travel machines to see the future before it arrives. DMDU procedures are 
offered in cases where “prediction is perilous,” where the effort to know the 
future can lead to overconfidence and blind spots that can generate disastrous 
decisions (Lempert 2019, 25). Where there is irreparable ignorance, efforts to 
predict generate negative returns by inducing a false sense of confidence. The 
challenge is to discover good decisions without prediction.

In a rapidly evolving, complex, and deeply interconnected world, decision 
makers often face “wicked problems,” like climate change (Rittel and Webber 
1973; Crowley and Head 2017). A wicked problem “is not well bounded, is 
framed differently by various groups and individuals, involves large scientific 
to existential uncertainties, and tends not to be well understood until after the 
formulation of a solution” (Lempert 2014, 488). Wicked problems entail non-
linear dynamics and unpredictable breaks (tipping points) in trends that are 
not identifiable in advance. Wicked problems render useless standard predict- 
then- act decision- making strategies. In confrontation with wicked problems 
the effects of any model errors in assumptions or causal pathways can com-
pound, yielding “an explosion of uncertainty” (Dessai et al. 2009, 111).73
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DMDU practitioners seek to “help people manage wicked problems by 
facilitating participatory processes and interactions among analysts and deci-
sion makers” (Lempert 2014, 491). Instead of the misguided effort to know the 
unknowable in pursuit of the optimal decision, DMDU procedures “trans-
form the age- old question ‘what will the future bring?’ into the more answer-
able one— ‘what can we do today to better shape the future to our liking?’ ” 
(Lempert et al. 2009, 120).

s o u r c e s  o f  d e e p  u n c e r t a i n t y

DMDU analysts emphasize several sources of deep uncertainty. First, experts 
and other stakeholders may not know or may not agree upon the broader 
external context within which systems operate. External context refers to the 
forces outside the system that bear on the system’s inputs. In the case of re-
gional water management systems where the problem to be addressed is en-
suring adequate water supplies well into the future, external forces determine 
the rate of climate change (temperature and rainfall patterns) that will be 
inputs into the water system model. Even a perfectly theorized water manage-
ment system model will generate undependable predictions if it incorporates 
incorrect forecasts of input variable values.

Second, experts and stakeholders may not know the causal features of the 
system at issue. Causal models are always imperfect. There is typically deep 
uncertainty about the mathematical equations that make up the model and 
about how those equations will need to change over time to reflect changes in 
the system being modeled.

Third, there may be uncertainty concerning stakeholder outcomes of in-
terest. Outcomes of interest concern the objectives that stakeholders value 
most. Only rarely do all stakeholders rank outcomes identically. Moreover, 
stakeholders’ objectives are apt to change unpredictably as the world evolves. 
Fourth, there is uncertainty about how people will adjust their behaviors in 
response to unpredictable future events. If we cannot know in advance how 
behaviors will change, then we cannot know how those adjusted behaviors 
will affect policy outcomes (see chap. 5; Haasnoot et al. 2013; Marchau et al. 
2019, 2). It is important to keep in mind in this context Douglas North’s (1999) 
warning that well- developed economic theory is static, while the world we 
seek to understand is invariably dynamic.74

Wicked problems that arise in the policy world, such as those involv-
ing interactions among natural, economic, political, and other social sys-
tems, are apt to feature all four sources of uncertainty. This is certainly true 
of the Colorado River basin water management challenge. Sufficient supply 
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of water throughout the southwestern US and northern Mexico depends on 
how changes in climate, hydrologic systems, regional economies, technolo-
gies, political processes and decisions, and the values and actions of tens of 
millions of water users affect the balance between supply and demand. There 
are deep uncertainties within each of the systems, and those uncertainties 
are significantly amplified by the complex and changing interactions among 
them.

DMDU practitioners emphasize that “we cannot know what is not yet 
discovered, such as tomorrow’s news or fads and fashions, or future scientific 
theories or technological inventions” (Ben- Haim 2010, 4). Decision makers 
cannot know “what needs to be known in order to attain a favorable policy out-
come” (Ben- Haim 2010, 4). In the face of irreparable ignorance, DMDU holds 
that implementing what appears to be the optimal outcome is far too dan-
gerous. Optimal outcomes are fragile. They are realized only under the tightly  
specified assumptions of the models that predict them.

In place of optimizing outcomes, DMDU seeks to satisfice on outcomes 
while optimizing on robustness. Robust decision making (RDM) searches 
for policy that performs well enough by stakeholders’ lights under the wid-
est range of possible futures. Neither the experts nor the stakeholders are 
pressed into impossible activities, such as divining the future or deriving the 
optimal policy. Instead, they are invited to apply their expertise to the chal-
lenge of identifying strategies that will perform adequately under diverse pos-
sible futures.

r e g r e t  m i n i m i z at i o n

If maximizing E(U) over policy outcomes might be appropriate for an ergo-
dic world characterized by probabilistic risk and widely shared values and 
goals, what kinds of decision criteria are appropriate for a world marked 
by deep uncertainty? When adverse and even disastrous outcomes are pos-
sible, as they sometimes are in cases featuring irreparable ignorance, alter-
native criteria come to the fore. DMDU policy exercises seek to minimize 
stakeholder regret, where the regret associated with a policy strategy under a 
possible future scenario “is defined as the difference in performance of that 
option compared to the best option, for that scenario” (Espinet et al. 2018, 18). 
DMDU practices search for policies that appear to generate good outcomes 
under most possible futures, such as fixing leaking pipes in water manage-
ment schemes (Hallegatte et al. 2012), and that seem to promise tolerable re-
gret if the world that emerges is characterized by particularly adverse circum-
stances. But regret minimization is treated in DMDU practice as a disposition, 
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not an ironclad decision rule. DMDU does not seek to replace the standard 
economic moral geometry of maximizing E(U) with another rule, minimax, 
that considers only the worst possible outcomes (Lempert and McKay 2011). 
Treated as an inviolable decision rule, regret minimization would overweight, 
always, worst possible scenarios even when the relevant experts and stake-
holders had good reason to believe that the worst- case scenario is not cred-
ible (Espinet et al. 2018, 23; Hallegatte et al. 2012, 12– 13; Lempert and McKay 
2011, 244). It would prevent stakeholders who would bear a policy’s effects 
from sacrificing some degree of robustness to pursue windfall opportunities 
(Ben- Haim 2019).

DMDU Procedures

There are several distinct DMDU methods, tailored to the different kinds of 
policy dilemmas that arise. Here I draw on several of the simplest strategies 
to illuminate DMDU decision support.

d e c i s i o n  f r a m i n g

When DMDU is to be applied to a problem, the approach begins with “de-
cision framing” that involves stakeholder consultation (see figure 11.1). The 
goal is to draw on stakeholder values to discover what outcomes would be 
satisfactory. DMDU refuses to force arbitrary consensus among stakeholders. 
In cases involving water management, for instance, river- dependent tourist 
businesses might emphasize consistent river flows; farmers might prioritize 
adequate irrigation during dry months; water system managers might pri-
oritize avoiding inadequate water supplies that require drastic usage reduc-
tions; and conservationists might prioritize restoring natural stream flows 
year- round. Under DMDU there is no presumption that diverse values and 
goals can be reduced to one desideratum, like welfare. What policy outcomes 
would be deemed adequate for each principal stakeholder? In place of a single 
evaluative criterion, the approach requires “multi- objective” optimization in-
formed by the diversity of stakeholder values (Lempert 2019).

The RDM approach works “backward.” Stakeholder consultation at the 
initial step elicits one or more candidate policy options. Stakeholders then 
provide systemic knowledge about the relevant causal models that capture 
what are believed to be the most salient causal relationships between the 
relevant variables and estimates of model parameters. This step generates 
“quasi- causal models” (Hallegatte et al. 2012; Lempert, Scheffran, and Sprinz 
2009). In a regional water system, for instance, engineers, climate scientists, 
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biologists, demographers, urban planners, and economic development spe-
cialists have local knowledge about the relationships between rainfall and 
other weather patterns in the relevant watershed; riverine characteristics; res-
ervoir design, capacity, and evaporation rates; population fluctuations; water 
usage patterns and policies; and local economic transformation (say, from 
agriculture to tourism), to name just some of the factors that bear on the 
adequacy of the region’s water supply.

e va l u at e  s t r at e g i e s :  e x p l o r at o r y  m o d e l i n g

In possession of fallible system knowledge and the goals provided by stake-
holders, the second step of the exercise involves evaluating strategies through 
“exploratory modeling” (EM). EM is a computer- assisted stress- testing exer-
cise. Strategies are tested against thousands of possible futures. EM involves 
running model simulations of the candidate policy alternative(s), each time 
adjusting the exogenous inputs into the model and the model’s functional 
relationships between the causal variables, to see how these alterations af-
fect the performance of each policy option. Each “run with a given model 

f ig u r e  11.1. Iterative, participatory steps of DMDU robust decision making
Robust decision making entails an iterative approach in which strategies are sequentially stress- tested 
against many possible futures to ascertain their vulnerabilities; trade- offs across strategies are considered; 
a strategy is implemented; monitoring systems are introduced; and postadoption strategy adaptation oc-
curs as new knowledge becomes available over time. Stakeholder input is vital to the exercise. Figure taken 
from Groves et al. (2021, open access).
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structure and a given parameterization of that structure . . . reveals how the 
real world would behave if the various hypotheses presented by the structure 
and the parameterization were correct” (Marchau et al. 2019, 15). How will 
each policy perform, say, if over the coming decade there is a 0.1°C increase in 
ground- level temperature, a 1% decrease in average rainfall, and a 3% increase 
in the region’s population growth over baseline? What if, instead, the tem-
perature increase is 0.3°C, the rainfall decrease is 4%, and population growth 
is 5%? EM permits the evaluation of policy effectiveness under a much wider 
range of potential futures than the unassisted human mind can possibly  
manage.

e x p l o r at o r y  m o d e l i n g :  c r e at i v e 

c o u n t e r f a c t u a l i z i n g

EM is DMDU’s technique for embracing the creative potential of counterfac-
tualizing. It takes the form of “computer- guided exploration” of unknowable 
futures that is not intended to discover causality. DMDU employs counter-
factualizing to help stakeholders “discover adaptive near- term strategies that 
are robust over large ensembles of plausible futures” (Lempert, Popper, and 
Bankes 2003, xiv). DMDU counterfactualizing serves as “a prosthesis for the 
imagination” when neither experts nor stakeholders are able to divine which 
of the innumerable possible futures is apt to emerge. “Narratives about the 
future, whether fictional or historical, are unmatched in their ability to help 
humans viscerally imagine a future different from the present” (Lempert, 
Popper, and Bankes 2003, xiii). DMDU scholars embrace the virtues of sci-
ence fiction in “propelling people away from their familiar worlds” (Lempert, 
Scheffran, and Sprinz 2009, 107). The EM exercise permits investigation of 
the “load- bearing” assumptions, “the explicit and implicit assumptions made 
while developing that plan that, if wrong, would cause the plan to fail” (Lem-
pert 2019, 28). EM therefore prepares stakeholders for unwelcome surprises 
while also allowing them to take advantage of unanticipated opportunities for 
gain (Ben- Haim 2019).

v u l n e r a b i l i t y  a n a l y s i s :  s c e n a r i o  d i s c o v e r y

But what are the stakeholders to make of the tens of thousands of computer 
runs that generate these results? DMDU is a decision- support procedure that 
emphasizes the need to provide technical knowledge in ways that are most 
useful for stakeholders to support good decision making. The third step of the 
procedure, vulnerability analysis, involves “scenario discovery.” It involves the 
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application of computational algorithms to distinguish those clusters of vari-
able values that appear to imperil a policy under consideration from those 
clusters that do not. Often, scenario discovery ascertains that just a few key 
variables affect most forcefully the fate of a policy, and that danger arises only 
when those variables reach critical levels (Parker et al. 2015). Data visualiza-
tion provides stakeholders with relatively simple diagrams like heat maps that 
indicate the safe and perilous ranges of the key variables for each policy op-
tion, facilitating the ranking of options by their robustness.

t r a d e -  o f f  a n a l y s i s

The fourth step explores the relevant trade- offs between levels of robustness 
and performance. It is generally possible to attain higher performance in 
a system only by sacrificing some degree of robustness. An example is the 
economic efficiency achieved through international trade in which countries 
specialize in what they do relatively best. When all goes well, global supply 
chains produce goods efficiently, at very low cost. But as COVID has demon-
strated, the international trading system is deeply vulnerable to shocks that 
break links in the chains. In the face of deep uncertainty, the highest pos-
sible level of achievable performance is not robust at all (Ben- Haim 2019). 
Decisions over trade- offs are to be made by those with skin in the game— 
the stakeholders and policy makers— not by the DMDU practitioner. The 
DMDU exercise is intended to inform reasoned deliberation and good judg-
ments of this sort, not to substitute for them. As Yakov Ben- Haim (2010, 3) 
puts it, “models can help if we insist on retaining the pre- eminence of human 
judgment over the churning of our computers.” A policy that is marginally 
less robust may promise a substantially higher level of performance than an-
other when judged by various stakeholder- supplied metrics. In such a case 
stakeholders might conclude that it is appropriate to trade off some robust-
ness for “opportuneness” (Ben- Haim 2010; see also Hallegatte et al. 2012).

n e w  o p t i o n s

In traditional economic practice a one- time policy assessment and recom-
mendation typically terminate the exercise. But in DMDU, steps 1– 4 rep-
resent just the beginning of the story. It is likely that the initial candidate 
policies will be found to be excessively fragile against alternative futures. That 
finding informs stakeholder deliberation over new options that are intended 
to counter the chief vulnerabilities identified by EM in the first iteration. The 
new options are then subjected to the same robustness analysis. The exercise 
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also prompts stakeholders to envision shaping actions that alter the landscape 
in ways that make policy more robust, hedging strategies that are pursued 
in the event of policy failure, and signposts that will warn them when policy  
adjustments must be made (Lempert 2019, 28). Analysis with consultation con -
tinues, iteratively, until stakeholders are satisfied that a candidate policy prom-
ises adequate performance and is sufficiently robust.

m o n i t o r i n g  a n d  a d a p t i n g

Reaching a decision to implement a particular policy marks the end of just the 
first stage of DMDU deliberation. Imagine that a policy that satisfies stake-
holders on grounds of performance and robustness is implemented. DMDU 
recognizes that the policy will be threatened if any important load- bearing 
assumptions are broken. Having identified those combinations of the salient 
variables that are apt to induce policy failure, the DMDU exercise requires 
careful monitoring of future events after policy implementation to ascertain 
which one of the innumerable possible worlds is actually coming into exis-
tence. That new knowledge informs adaptation. Dynamic adaptive planning 
(DAP) is wired into DMDU strategies. “DAP specifies the development of a 
monitoring program and responses when specific trigger values are reached. 
Hence, DAP makes adaptation over time explicit at the outset of plan formu-
lation” (Marchau et al. 2019, 16; see also Walker, Rahman, and Cave 2001).

Most DMDU methods rely on DAP in one way or another. One method 
involves the construction of dynamic adaptive policy pathways (DAPP). The 
DAPP approach seeks to identify policy steps to be taken immediately, while 
at the same time generating a decision tree through time so that stakehold-
ers and policy makers can anticipate and plan for policy adjustment in step 
with the state of the world that emerges (Haasnoot, Warren, and Kwakkel 
2019). When tripwires are triggered, DAPP indicates which particular policy 
response is warranted.75 In a water management context, a DAPP approach 
might indicate that the water management authority should adopt a set of wa-
ter use restrictions immediately but augment them with recycling if rainfall, 
temperature, and population growth approach a critical threshold; and that 
it should impose more severe usage restrictions while investing in new water 
storage or desalination systems if the variables reach another critical threshold.

f l e x i b i l i t y,  r e v e r s i b i l i t y

DMDU provides a flexible approach to decision support. It can range from 
computationally intensive simulations to simple heuristic frameworks (Lempert 
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and Kalra 2011).76 The appropriate level of complexity depends on the nature 
of the problem to be confronted, the resources available to the project, time 
constraints, the depth of stakeholder knowledge of the policy problem, and 
the receptivity of stakeholders to intensive quantitative analysis. The most 
important attribute of DMDU is the orientation it brings to policy analysis 
and planning. In place of an expectation among stakeholders that they need 
and that experts can supply accurate predictions before they can act respon-
sibly, the DMDU approach urges stakeholders to foreground uncertainty and 
then to examine potential strategies against a broad range of unpredictable 
future states of the world. DMDU urges stakeholders to consider which pos-
sible futures could imperil their preferred strategies, what alternative strate-
gies not yet considered might be more robust, and what steps can be taken 
now and in the future to adjust policy as new knowledge becomes available. 
Technical, computationally rich DMDU approaches systematize those steps, 
but that is not always necessary to bring about the salutary effects of design-
ing policy with the goal of achieving robustness.

Emphasis on adaptability and dynamic planning privileges strategies that 
are reversible and flexible, provide wide safety margins, and reduce decision- 
making time horizons (Hallegatte et al. 2012, 16ff; Lempert and McKay 2011, 
242). In a knowable world with shared stakeholder values these qualities 
would be superfluous. But in an uncertain world emphasis should be given to 
keeping options open, avoiding irreversible and inflexible commitments that 
lock in policy makers to strategies that work well only under a limited range 
of future states of the world. Inflexible policies are perilous. So are strate-
gies characterized by narrow margins for error and long time horizons. The 
DMDU approach embraces the philosophy of the great environmentalist and 
essayist Wendell Berry (2005), who urges us in the epigraph to this chapter to 
“act on the basis of ignorance.” Doing so entails, inter alia, preserving “exits” 
if policy decisions prove to be damaging.

What does reversibility look like in practice? Hallegatte et al. (2012) give 
the intuitive example of economic development in a region vulnerable to 
flooding owing to climate change, where planners have the option of autho-
rizing the construction of infrastructure, dwellings, and businesses. The deci-
sion not to develop the area today entails immediate economic costs, the for-
gone benefits from increased economic activity, which could be substantial. 
But the decision not to develop is easily reversible if over time new knowledge 
indicates that the risk to the region is less severe than anticipated, or if other 
policy interventions somehow reduce the flood risk. In contrast, a decision 
to develop the area today might generate immediate economic benefits but 
be irreversible and extremely costly in the event of adverse climate change. In 
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cases like this, regret- minimizing strategy might involve postponing a project 
until a better- informed assessment is possible.

Expert- Stakeholder Partnerships

DMDU transforms the relationship between experts and stakeholders. The 
success of DMDU policy exercises requires respect for the agency and au-
tonomy of stakeholders and the cultivation of their competency in confront-
ing wicked problems. Stakeholder agency manifests in the “coproduction of 
knowledge among information users and producers” (Marchau et al. 2019, 
10). The approach depends on sustained “interaction between decisionmak-
ers and the scientific analysis process: researchers do not simply pass data on 
to decsionmakers but instead support a deliberation- with- analysis engage-
ment method” (Groves et al. 2016, 4). Under deliberation with analysis, the 
“parties to a decision deliberate on their objectives and options; analysts gen-
erate decision- relevant information using system models; and the parties to 
the decision revisit their objectives, options, and problem framing influenced 
by this quantitative information” (Lempert 2019, 30).

DMDU seeks to promote the evolution of stakeholder objectives “as they 
collaborate with others” (Lempert 2019, 30). The approach is consistent with 
Amartya Sen’s framework of consultation that privileges “relational” as op-
posed to “transcendent” moral reasoning (Lempert 2019, 44ff). Transcendent 
reasoning imposes a central organizing principle to guide policy making, 
such as John Rawls’s notion of equality of primary goods or the economist’s 
notion of maximizing welfare. Sen argues that a world of uncertainty and 
“diversity of priorities, goals, and values” calls instead for deliberative pro-
cedures that provide space for negotiation, trial and error, and learning by 
doing. Lempert (2019, 45) writes,

[Such] deliberations work best when they recognize the inescapable plural-
ity of competing views; facilitate reexamination and iterative assessments; 
demand clear explication of reasoning and logic; and recognize an “open im-
partiality” that accepts the legitimacy and importance of the views of others, 
both inside and outside the community of interest to the immediate policy 
discussion.

Compared with the standard economic approach to policy assessment 
and design, DMDU places extraordinary emphasis on stakeholder participa-
tion and joint deliberation between stakeholders and DMDU practition-
ers. An imperfect but useful index of the expert- client inversion is the fre-
quency of usage of key terms in the leading DMDU textbook (Marchau 
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et al. 2019). In the text, some form of the term “stakeholder” appears 126 
times; “consensus,” 66 times; “community,” 64 times; “learning,” 63 times; 
“participation”/“participant,” 58 times; “deliberate,” 31 times; “collaborate,”  
24 times; and “democratic,” 17 times. DMDU nevertheless establishes a prom-
inent role for experts. Some form of the term “expert” appears 107 times. If 
anything, the role of the expert is expanded under DMDU strategies relative 
to the role of the expert in standard economic consulting. But the expanded 
role is associated with an explicit acknowledgment of severe limitations to 
expert epistemic abilities and authority.

The Colorado River Basin

In 2007, at a time of extended drought, the US Bureau of Reclamation (Rec-
lamation) adopted the Colorado River Interim Guidelines for Lower Basin 
Shortages and the Coordinated Operations for Lake Powell and Lake Mead. 
The guidelines are to terminate in 2026, by which time a new plan for man-
aging the river basin resources must be adopted. In 2010 Reclamation began 
work on the Colorado River Basin Water Supply and Demand Study (Basin 
Study), published in 2012 (Bureau of Reclamation 2012a). The report assessed 
the vulnerabilities of the water supplied by the Colorado River and consid-
ered preliminary strategies to respond to imbalances between water supply 
and demand.

The Basin Study was undertaken by Reclamation and RAND researchers 
in collaboration with the seven basin states and affected stakeholders who 
included “tribes, agricultural users, purveyors of municipal and industrial 
(M&I) water, power users, and conservation and recreation groups” (Bureau 
of Reclamation 2012b, 5). The partnership with RAND was intended to ex-
plore how RDM might inform long- term planning for the Colorado River 
(Marchau et al. 2019, 141). RAND’s pilot study (presented to Reclamation in 
2012, published as Groves et al. 2013) advocates substituting robustness and 
adaptiveness for optimality. It foregrounds deep uncertainty instead of the 
typical predict- then- act model of policy formation. Consistent with the rec-
ommendation, Reclamation decided to pursue a scenario- based planning al-
ternative that did not attempt to predict which of the myriad possible futures 
would materialize (Bureau of Reclamation 2012a). Researchers constructed 
four supply and six demand scenarios in addition to a status quo baseline 
scenario. The scenarios permitted preliminary investigation of the ability 
of the Colorado River to meet stakeholder needs under a very wide range 
of conditions. The exercise suggested the design of strategies that decision 
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makers should undertake in the short run and later on to prevent unaccept-
able performance.

Reclamation emphasized the methodological break that scenario- based 
planning represented. Speaking of the demand side of the problem, it noted 
that “historically, Reclamation has considered a single projection of future 
demands in long- term Basin planning studies. . . .” Reclamation recognized 
that the consideration of additional projections of demand, derived from a 
“scenario planning process,” represented “a significant and important ad-
vancement in long- term water planning in the Basin” (Bureau of Reclama-
tion 2012b, ES- 3).

The Basin Study was exploratory. It was not intended to inform immedi-
ate policy decisions. Despite its preliminary status, the Basin Study was in fact 
quite sophisticated. Among its four supply scenarios is the “downscaled gen-
eral circulation model (GCM)” projected scenario. Downscaled GCM mod-
eling seeks to apply large- scale trends, like climate change effects at the na-
tional level, to the local level. The downscaled scenario projects the impacts of 
climate change on water supply in the Colorado River basin. It takes account 
of continued regional warming, reduced precipitation, increased evapotran-
spiration, decreased snowpack, and earlier seasonal melt of the snowpack. 
The GCM scenario uses an ensemble of 112 distinct future downscaled GCM 
projections. The goal in devising supply and demand scenarios was “to be 
sufficiently broad to capture the plausible range of uncertainty” (Bureau of 
Reclamation 2012b, 6). To this end, for instance, population growth predic-
tions ranged from 9.3 million to 36.5 million people.

To construct a set of potential policy responses to future water imbalances, 
Reclamation solicited adaptive strategies from decision makers, stakeholders, 
and other interested parties through an open call. The call yielded 150 pro-
posals to increase supply, diminish demand, modify system operations, and 
improve governance and implementation. Thirty of these were identified as 
representative and were assembled into four strategy “portfolios.” Portfolio B 
included technically feasible options with long- term reliability, while port-
folio C included ecologically sensitive strategies such as those that entailed 
low- energy intensity. Portfolio A included all the strategies in B or C, while 
portfolio D included just those that appeared in both B and C.

Elicitation from stakeholders generated a broad range of objectives that 
served as the basis for establishing metrics to evaluate policy options. For 
each objective, a level of “vulnerability” was identified. As it turned out, two 
overall indications of system vulnerability emerged as proxies for most oth-
ers: a specified deficit in river flow at Lee’s Ferry (between Lake Power and 
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Lake Mead) and a fall in Lake Mead elevation below a specified level (Bureau 
of Reclamation 2012b, 17).

Exploratory modeling undertaken by RAND and Reclamation subjected 
the baseline case and the four policy portfolios to stress- testing against 
twenty- three thousand simulations to identify the conditions under which 
each option would be expected to succeed and fail. The exercise generated the 
warning that “in the absence of timely action, there are likely to be significant 
shortfalls between projected water supplies and demands in coming decades.” 
The shortfalls were anticipated to harm all water users from the source of the 
river in the Rocky Mountains to its termination in the Gulf of California. In 
the simulation, all of the policy portfolios performed substantially better than 
the status quo. Whereas under the status quo the Lake Mead vulnerability 
indicator was reached in 19% of the scenarios, that number was reduced to 
3% under portfolios A and B. The Basin Study nonetheless emphasizes that 
none of the envisioned portfolios reduces the risk of water shortage to zero.

With these results in hand, researchers explored the matter of trade- offs. 
Analysts found that the four portfolios entailed trade- offs among various 
performance indicators and between performance and cost. The Basin Study 
refrains from choosing one optimal portfolio. It emphasizes instead the goal 
of providing stakeholders with the findings so that they can consider which 
trade- offs might be warranted. Finally, the report examines how each portfo-
lio performs under worst- case future conditions, permitting considerations 
of regret minimization.

As a thought experiment the Basin Study was intended to serve as “a call 
to action” by decision makers and stakeholders. The next steps were taken in 
May 2013, when Reclamation and the basin states, “in collaboration with the 
Ten Tribes Partnership and conservation organizations, initiated the Moving 
Forward effort to build on future considerations and next steps in the Basin 
study” (Bureau of Reclamation 2015, 1). Consultation with diverse stakehold-
ers elicited objectives ranging from water supply reliability for municipalities, 
industry, and agriculture to “hydropower production, ecosystem health, and 
recreation” (Marchau et al. 2019, 141). Phase I of Moving Forward established 
three work groups targeting (1) municipal and industrial water conservation 
and reuse; (2) agricultural water conservation, productivity, and transfers; 
and (3) environmental and recreational river flows. Each work group com-
prised wide representation of diverse stakeholder groups. The initial findings 
of the work groups were published in the phase I report in May 2015 (Bureau 
of Reclamation 2015). In it, several proposals are identified as low regret and 
high priority. These are strategies that generate benefit under most future 
states of the world. They include, for instance, increasing water use efficiency 
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across diverse applications, reducing system losses (in distribution and stor-
age systems), maximizing reuse, and enhancing environmental and recre-
ational values by targeting areas where improved water management would 
have significant impacts.

Looking Ahead

Follow- up DMDU activities related to the Basin Study were paused in the 
wake of two particularly dry years in 2012 and 2013 (and persistent dry condi-
tions since) that focused Reclamation’s attention on actions needed to hedge 
against a severe drought. After concluding the phase I report the stakeholder 
groups stopped meeting as Reclamation shifted to more urgent tasks, includ-
ing the drafting of emergency drought contingency plans for approval by the 
US Congress in 2019. But the RAND- Reclamation collaboration has had last-
ing effects on how Reclamation considers and conveys uncertainty. Recla-
mation initiated a series of decision- science research projects to continue to 
explore DMDU techniques in the context of designing Lake Mead operating 
policies. In an email exchange of June 2021, Reclamation civil engineer Re-
becca Smith reported that “the second installment of this research thread will 
be completed by Fall 2021. Multiple staff with DMDU backgrounds have been 
hired to shepherd these projects and to bring DMDU perspectives into differ-
ent studies and engagements with scientists and stakeholders.” In the view of 
some experienced Reclamation engineers, one of the biggest challenges con-
fronting integration of the DMDU approach at Reclamation, Smith explained, 
“is that coordinating agencies or decision makers who utilize our studies 
want ‘one number.’ ” The engineers, unsurprisingly, identified economists in 
this context. “As such,” said Smith, “I’d say the major obstacle for a single 
institution is that the ‘one number’ approach is part of a long history of coor-
dinated analyses and decision making, and without relevant examples of how 
DMDU has been implemented by others, it is unclear how to move forward.” 
Despite that, Smith cited multiple grounds for optimism, including grow-
ing awareness that climate change projections used in water resource impact 
studies must encompass a very wide range of plausible futures that should 
not be summarized probabilistically into one value of risk, and awareness 
that the science community will not be able to reduce the ranges of projec-
tions in the foreseeable future. In a follow- up email of November 2021, Smith 
also reported that Reclamation engineers are now beginning to incorporate 
DMDU strategies into study plans for upcoming Reclamation projects, and 
that in their reviews of proposals submitted to Reclamation for grants to fund  
case studies they are requiring that grantees document the limitations of their 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



216 c h a p t e r  e l e v e n

climate change data and explore ways to incorporate deep uncertainty con-
cepts in their analyses.

The DMDU Challenge to Economic Practice

DMDU is not necessary or appropriate when uncertainty is shallow, that 
is, when system dynamics are well understood and ignorance is adequately 
characterized by known probability distributions. Under shallow uncertainty 
traditional approaches to policy making are often adequate (Hallegatte et al. 
2012, 4). The urgent challenge facing policy makers and stakeholders is dis-
cerning which policy decisions are in fact marked by shallow uncertainty. 
The economics profession has operated for a century on the presumption 
that shallow uncertainty is the norm and wicked problems are the exception. 
Today there is ample evidence that the opposite is the case, especially as con-
cerns our most grave threats. Economists and other experts have no business 
presuming shallow ignorance ex ante since the harmful consequences of im-
properly identifying a wicked problem as simple can be catastrophic.

The partnerships that emerge in DMDU projects represent a direct chal-
lenge to the paternalistic ethos and epistemic hubris that have prevailed in 
economics for well over a century. In their place we find a foregrounding of 
the values, knowledge, and agency of decision makers and stakeholders and 
those they represent. DMDU practice emphasizes the limitations to expert 
knowledge in the face of wicked problems. The approach cultivates learn-
ing and enhanced decision- making expertise among a diverse array of stake-
holders. Under DMDU, stakeholders drive decision making in the sense of 
inputting their values and objectives, identifying the thresholds of perfor-
mance that are satisfactory, engaging the trade- offs that inevitably arise in the 
policy exercise, and specifying the levels of risk of harm that they are willing 
to accept while building capacity for the surprises that the future will bring. 
DMDU accepts the legitimacy of diverse and even conflicting values, inter-
ests, and goals across stakeholders. Unlike the outputs of standard economic 
analysis, which are so readily weaponized in political forums, DMDU proce-
dures seek to forge cooperation even among those with conflicting expecta-
tions and interests. The approach also diminishes the epistemic gap separat-
ing economic experts from those they hope to serve.

The alteration in economic practice that DMDU requires is radical. But 
it is necessary for a profession that seeks to promote social betterment in a 
world characterized by irreparable ignorance that it can certainly influence 
but never control.
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Conclusion: From Reckless to  
Responsible Economics

Two archetypal economists have lurked in the background throughout this 
book. Twentieth- century “heroic” economists thought they could exert con-
trol, bringing about economic outcomes they knew to be best. They pre-
sumed that economies were simple enough systems, the mastery of which 
would allow them to determine the effects of public policy through black-
board exercises. They presumed that they occupied a position of epistemic 
privilege relative to other social scientists and laypeople, and that they and 
their science were up to the task of bringing about any result they chose, pro-
vided policy makers would listen and obey. Armed with their expertise, they 
set out to achieve heaven on earth, as they defined it. The heroic economists 
were prepared to tackle even the most complex challenges, like remaking na-
tional economies and even the world economy, brimming with confidence 
that their time- travel machines allowed them to know today the future effects 
of their projects. Their calling validated the imposition of whatever harms 
were necessary, even to the most vulnerable, to get the job done. They were 
unprepared to engage respectfully those who opposed them, dismissing them 
as economic innocents who could not begin to understand the economy. As 
for the victims of harm, moral geometry provided economists with the means 
to discount their harms by defining them as fully reparable through compen-
sation. The expertise of the heroic economists gave them not just the right 
to direct human affairs, even over the objections of those put at risk, but the 
moral obligation to do so.

Heroic economists are reckless. Knowing best, they adopt a paternalistic 
ethos vis- à- vis those they purport to serve. They take far too many chances 
with the lives of others while having no skin in the game themselves. Their 
practice destroys communities without giving sufficient due to the countless 
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victims of economic progress. They treat irreparable ignorance, which threat-
ens their authority and influence, as calculable risk. “Economists, from Ken-
neth Arrow to Robert Lucas,” North (1999, 2) reminds us, “have asserted that 
one cannot theorize in the face of pure uncertainty.” For that reason alone, 
they cannot accept the possibility of irreparable ignorance.

For over a century heroic economists predominated in the profession. 
They won the most important prizes, monopolized positions at the most prom-
inent universities, and directed the world’s most important economic insti-
tutions. Their self- certainty and influence reached its zenith from the 1980s 
through the first decade of the twenty- first century. Heroic economists found 
themselves in position to engineer a global transformation toward a liberal-
ized market economy defined by market fundamentalism, including the lib-
eralization of trade, investment, and finance (Rodrik 2017). Their impact was 
immense.

Over the past century a second type of economist emerged to challenge 
the heroes. Let’s call them the “self- aware, irreparably ignorant.” These are 
the economists who have excoriated economic hubris, pointing out the lim-
its to economic knowledge. They acknowledge not just what we don’t know 
now but what we can’t ever know. They emphasize the mistake of treating the 
world as ergodic. They highlight the fatal error of equating the growing influ-
ence of economists with growing control over the economy. And they urge 
the profession to tease out the practical and ethical implications of the tight 
epistemic constraints under which economists work.

Today hubris in the economics profession is tempered by a series of unwel-
come surprises, including the stunning failure of market reform in Russia and 
other post- Soviet countries, a series of devastating financial crises (including 
the crisis of 2008), and existential crises associated with climate change. Each 
in its own way drove home the limits to economic expertise. Today some of 
the most influential economists on the right, center, and left are joining the 
self- aware, irreparably ignorant wing of the profession (see, e.g., Orszag, Ru-
bin, and Stiglitz 2021). Increasingly the insights of the epistemic iconoclasts 
cited throughout the book are being acknowledged by a profession that, for 
well over a generation, repressed them. And not a moment too soon. The need-
less damage wrought by the heroic economists is now threatening the social 
fabric across the globe while undermining ecological sustainability.

Today we inhabit a world defined by wicked problems and deep conflicts 
over values. There is no place in that kind of world for economic heroes. In 
that kind of world, the heroes stand to do extraordinary damage by delud-
ing themselves, and those whose lives they will affect, that they know what’s 
best for society and know enough to achieve optimal outcomes while skirting 
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danger. The more they succeed in inducing this belief, the greater the damage 
they cause.

If economists can contribute at all to social betterment in an environment 
marked by wicked problems, it will be the self- aware, irreparably ignorant 
economists who do it. The responsible approach for this brigade is simple to 
describe but very difficult to enact for a profession that has so long enjoyed 
privileges and authority owing to its presumed expertise. First, responsible 
economists should work to overturn the paternalistic ethos that has justi-
fied imposing even grave harms when, in the judgment of economists, those 
harms were warranted to promote social betterment. In place of paternal-
ism, responsible economists must recognize the integrity and autonomy of 
laypersons— the right of those who will live with the beneficial and damag-
ing consequences of policy interventions to participate, meaningfully, in the 
assessment of available strategies, risks, and trade- offs. Achieving that goal 
requires foregrounding the divergent aspirations and values of those stake-
holders without imposing a simplistic framework for reducing them to some 
common desideratum, like welfare. Second, responsible economists must em-
phasize irreparable ignorance and push back against the view that economics 
provides the means for time travel. They can foreground how to promote 
social betterment in a world economists cannot ever know or control. Third, 
responsible economists can probe economic harm carefully, accepting its in-
herent complexity and exploring just what are the ethical entailments of the 
fact that the profession induces harm as it promotes social betterment.

Fortunately, we now have models of what responsible professional en-
gagement entails in a world of irreparable ignorance and grave harm. Here we 
have explored just one such approach, DMDU, which at its best incorporates 
many of the necessary principles. Most importantly DMDU embraces irrepa-
rable ignorance, refusing to reduce future events to probability distributions. 
The approach depends on expertise that economists can provide, but it does 
not ask them to attempt the impossible— like predicting the unpredictable— 
while integrating them into ongoing collaborations with stakeholders as part-
ners who share skin in the game.

If DMDU enacts some of the principles that should guide economists in 
managing harm, it is hardly a panacea that guarantees resolution of the most 
pressing public- policy problems. DMDU strategies do not solve the prob-
lem of structural violence stemming from the substantial inequalities in life 
circumstances and access to resources that characterize our world. Planning 
collaboratively for uncertain futures can help regional water system man-
agers cope responsibly with the uncertainties of climate change. But if cli-
mate change goes unchecked, even the best local responses will fail to meet 
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stakeholder needs or protect the most vulnerable from catastrophe. The pro-
fession can take the lead in a head- on confrontation with unwarranted privi-
leges that stem from gross inequalities, such as those associated with income, 
wealth, race, gender, and nationality. An economics profession committed to 
harm- centric economic practice would embrace harm’s complexity, explore 
economic harm profiles, and seek to interrupt the pathways by which diverse 
harms compound and cascade. That kind of profession would be on the look-
out for institutional and policy reforms that might eliminate tragic choices 
and generate much more benign economic harm profiles.

*
Tragedies are ineliminable. Virtuous economists will continue to contribute 
to harm as they seek to do good. In the face of tragedy the profession faces 
a choice. It can proceed recklessly, repressing the tragedy so that economists 
can get on with their work, presuming that they know best just what social 
betterment is, how to achieve it, and what price is to be paid and by whom for 
the good of society. Or the profession can acknowledge the tragedy and ex-
plore with others its ethical implications in hopes of managing it with greater 
care and wisdom, and in ways that empower those who will bear its effects. I 
hope the right approach is by now clear. As concerns harm and harming, the 
economics profession can do much better than it has done until now. Given 
the stakes, it simply must.

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



Acknowledgments

I have benefited enormously while working on this book from conversations 
with colleagues and students at the Josef Korbel School of International Stud-
ies of the University of Denver, from wonderful research assistance, and from 
the feedback from audience members on many occasions when I presented 
ideas that now appear in this book. Thanks in particular to Matthew Adler, 
Kyan Aldrich, Matt Bloise, Abby Brown, Ted Burczak, Lauren Craig, Jack 
Donnelly, Joe Downes, Bert Garcia, Rob Garnett, Quentin Good, Amanda 
Hayden, Minsun Ji, Paul Kemp, Deirdre McCloskey, Logan Mooberry, Marco 
Nathan, Brian O’Neill, Paul Perasso, Tasia Poinsatte, Daniel Rinner, Zoe 
Sherman, Mark Silverman, Robert Wade, Mark White, and Hannah Wolf. 
Apologies to the students whom I subjected to the manuscript, whose reac-
tions helped me clarify arguments. Special thanks to Claire Cooper, Holden 
Fitzgerald, Annee Lorentzen, and Sophia Gonzalez Mayagoitia for providing 
a critical student’s- eye view of the book and pushing me to find ways to pres-
ent the ideas intuitively and accessibly. Researchers in the Society for Deci-
sion Making under Deep Uncertainty have been very generous with their 
insights and time as I dove into their work. Thanks in particular to David 
Groves, Laurna Kaatz, Steven Popper, Julie Rozenberg, Matt Simpson, and 
Rebecca Smith. The members of the Societies for the History of Economics 
(SHOE) were extraordinarily helpful. Thanks to Spencer Banzhaf, David Col-
ander, John Davis, Claude Diebolt, Max Ehrenfreund, Ramon Garcia Fernan-
dez, Kevin Hoover, Roger Middleton, Mary Morgan, Hugh Rockoff, Menno 
Rol, Eric Schliesser, Brian Simboli, Nicky Tynan, Massimiliano Vatiero, Altug 
Yalcintas, and Adrian Yee.

I am grateful for the two anonymous referees for the University of Chi-
cago Press who pushed me to sharpen the book’s arguments and presentation. 

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



222 a c k n o w l e d g m e n t s

Thanks to Chicago Executive Editor Chad Zimmerman for his guidance and 
support of the project, to Senior Production Editor Tamara Ghattas for tak-
ing extraoradinary care with the manuscript, and to illustrator Mike Brehm 
for his creativity in sorting out how to clarify arguments through visual rep-
resentations. I so appreciate the support and encouragement of Amelia Cra-
mer and Amy S. Cramer, Chiara Piovani, and Elizabeth Ramey. And the weekly 
respites from the book (and the world) provided by the lovely folks in the 
Friday Night Good Bad Movie Group. My deepest thanks, always, to Ilene 
Grabel for providing acute insights in her own work and in conversation, 
and for combing through multiple drafts, just as she has done throughout my 
career. I dedicate the book to her.

 EBSCOhost - printed on 2/8/2023 7:55 PM via . All use subject to https://www.ebsco.com/terms-of-use



Notes

1. I borrow the felicitous phrase from philosopher Howard Radest (1997, 111), who offers 
it in his exploration of training in medical ethics. In economics moral calculus might be more 
precise, but I retain Radest’s terminology throughout.

2. Zemiology (referring to Zema, the Greek god of harm) emerged as a new field only at the 
end of the twentieth century. It is traced to the 1998 annual conference of the European Group 
for the Study of Deviance and Social Control, which brought together scholars and practitioners 
in the fields of “criminal justice, development economics and development studies, geosciences, 
law, poverty studies, public health, social policy, and sociology” (Hillyard and Tombs 2017, 285). 
We explore this tradition in chapter 9.

3. Krugman’s reversal appears in Krugman (2007), where he writes: “By all means, let’s have 
strong labor standards in our pending trade agreements. . . .”

4. See the papers in the symposium “The Democratic Crisis and the Responsibility of Eco-
nomics” in the Forum for Social Economics (47, no. 2 [2018]). Confronting the rise of illiberalism 
in 1930s Europe both Hayek ([1944] 2007) and Polanyi (1944) laid blame at the feet of the eco-
nomics profession— though they certainly disagreed over the details.

5. Unless noted otherwise, the data reported here come from Stuckler and Basu (2013). On 
deaths following economic restructuring in the post- Soviet economies, see also Stuckler, King, 
and McKee (2009); and Angner (2006).

6. In 1976 Ivan Illich published the influential book Medical Nemesis in which he drew atten-
tion to physician- induced harms and popularized the term “iatrogenic harm.”

7. This discussion draws on DeMartino (2011a).
8. The new professional economists emerged during the Progressive Era in the US that 

spanned the 1890s through the 1920s (Bernstein 2001). Progressivism was marked by a new sense 
of professional duty to serve society. Progressive philosophy viewed professionals as uniquely 
qualified to solve complex social problems through the application of expertise. Progressive 
idealism continues to inform economic thinking today. Robert Nelson, who served at high levels 
in US federal agencies during much of his career, speaks of the “missionary commitment” of 
economists to the goal of promoting human advancement. “Many— perhaps most— of them, I 
submit, have chosen to enter the profession of economics because they had a basic commitment 
to economic progress as the essential route of the common good” (Nelson 2004, 65). Nelson 
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(2004, 59) gives the example of William Baumol, who claimed to have become an economist 
because “I believe deeply with Shaw, that there are few crimes more heinous than poverty.”

9. Apparently he failed to solicit the views of those who voted for Allende, or those whom 
Pinochet’s regime imprisoned, tortured, or killed.

10. A barely more charitable interpretation is that they advocated the policy regime that they 
knew would succeed. In this interpretation epistemic hubris replaces wild adventurism.

11. Financial liberalization that facilitates international capital mobility, too, has uneven im-
pacts that are if anything more dramatic than trade liberalization. Financial liberalization typi-
cally generates extraordinary gains to large investors while increasing the frequency of financial 
instability that devastates the most disadvantaged in countries that lack adequate social safety 
nets. See Grabel (2015).

12. The damaging effects of NAFTA were arguably worse for many agricultural communi-
ties in Mexico, where small producers faced intense competition from US agribusiness. NAFTA 
led to the destruction of businesses, massive outward migration of working- age men, and social 
dislocation (Otero 2011).

13. An important example of the dissenters are those economists who recognized the 
inequality- deepening effects of “green revolution” policy of the mid-  to late twentieth century 
that upgraded agricultural inputs to improve productivity in low- income countries. The poli-
cies exacerbated existing inequality in rural areas, benefiting relatively well- off farmers at the 
expense of others who could not take advantage of the policies. See Boyce (1993) on the green 
revolution in the Philippines and on “immiserizing growth” more generally.

14. Beyond economics there has been a recent flourishing of sophisticated analyses of uncer-
tainty and the limits to expertise. See in particular the contributions in Vitek and Jackson (2008); 
Katzenstein and Seybert (2018); and Scoones and Stirling (2020). A small sample of other valu-
able work includes Berry (2005); Taleb (2007; 2012); Mainelli and Harris (2011); Beckert (2016); 
Sloman and Fernbach (2017); Koppl (2018); and Kay and King (2020).

15. The concept “great moderation” was coined by Stock and Watson (2002), who explored 
reduced macroeconomic volatility since the mid- 1980s. The final warning in the article is pre-
scient: “But because most of the reduction seems to be due to good luck in the form of smaller 
economic disturbances, we are left with the unsettling conclusion that the quiescence of the 
past fifteen years could well be a hiatus before a return to more turbulent economic times.” That 
warning was ignored by macroeconomists who sought to take credit for economic stability.

16. See also Resnick and Wolff (1987) and MacKenzie (2006) on the ways in which economic 
theory shapes rather than simply describes economic phenomena.

17. Rogoff ’s claim may be more hopeful than descriptively accurate, but it is true that there 
is greater appreciation today of the epistemic insights of Keynes and Knight than there was prior 
to the crisis of 2008. The work of Nassim Taleb (2007; 2012) ought to dampen economists’ pre-
tensions regarding prediction and control. Deirdre McCloskey (1990) has called the profession 
to task for peddling “snake- oil” in the form of confident predictions of future economic events. 
Friedrich Hayek ([1944] 2007) and the rightist Austrian economists deserve special recogni-
tion in this regard, even as they sometimes have lost sight of their own epistemic warnings in 
policy discussion. The ideologically elusive Albert O. Hirschman ([1970] 2013) did far better 
in both recognizing uncertainty and applying it consistently to push back against all overarch-
ing “isms” (see Grabel 2017). See also Resnick and Wolff (1987); Ruccio and Amariglio (2003); 
Nelson (2004), Bergeron (2004), and other leading feminists; Colander (2005a); Burczak (2006); 
and Crotty (2019) and other post-Keynesians.
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18. The argument advanced here is developed further in DeMartino (2019) and DeMartino 
and Grabel (2020).

19. Shackle is speaking here of the ignorance facing individuals in the economy, but econo-
mists confront the same problem. Kenneth Rogoff (2018) writes, “It took economic historians 
seven decades to unpack the Great Depression. It is safe to assume that historians will have 
much more to say about the 2008 financial crisis in the years and decades to come.” Maybe so, 
but the point remains that the knowledge often comes too late relative to when it is needed for 
decision making.

20. Not to quibble, but even this framing understates the problem. What we “know” at any 
moment is finite; what we don’t know is infinite.

21. The new behavioral economics breaks with this approach by exploring how individuals 
actually behave and then deriving policy proposals from that knowledge. A chief finding is that 
individuals are irrational in ways that contradict the standard economic approach. But if it can 
be shown that individuals are “predictably irrational” (Ariely 2008), then the belief in economic 
time travel can be sustained because in that case economists can know in advance how indi-
viduals will respond to economic policy interventions. The new hope is to be able to “nudge” 
individuals toward better decision making by exploiting their cognitive patterns (Thaler and 
Sunstein 2008).

22. Nassim Taleb (2012, 329) presents a corrective. He argues that time is a powerful filter; 
the older a work that is still read today, the greater its merit, historical significance, or current 
relevance. But many other filters operate, including economic interests; professional status; gen-
der, racial, and other biases; and so forth, and these factors filter out insightful work while also 
propelling the long- term flourishing of flawed work and methods. See, for instance, Ziliak and 
McCloskey (2008) on the continuing influence in the social sciences of the thinking of Ronald A.  
Fisher on statistical significance. On gender bias in citation practices see Pells (2018). On racial 
bias in economic research and publication see Mason, Myers, and Darity (2005).

23. Unfortunately, the history of economic thought no longer appears in the curriculum of 
most PhD programs. Students are forgiven for inferring that there is little to learn from earlier gen-
erations of economists. Colander and Freedman (2018, 210) have this to say about Chicago School 
economist George Stigler on the matter: “One of the rationales provided by Stigler for dropping 
History of Thought from graduate education was the danger of providing young minds with too 
many plausible alternatives. He required missionary soldiers, not ranks of puzzled philosophers.”

24. Although much of the literature on the ethics of autonomous vehicles probes questions 
concerning whose lives should be imperiled and saved— for instance, see Lin (2016) and Awad et 
al. (2018)— it is not the case that AI today is at the level required to make these kinds of instanta-
neous judgments (Winfield et al. 2019). And so one might argue that it is incorrect to frame the 
ethical dilemma in this way. But the case is better understood as one that highlights the ethical 
complexities of new innovations, where different stages of technological advance pose unique 
ethical questions. We should not expect that the ethical controversies surrounding autonomous 
vehicles will ever be resolved once and for all. As the technology advances, the pertinent ques-
tions needing answers will change.

25. In fact, we’ll find in the next chapter that unlike eating the berries, introducing the policy 
doesn’t answer the question of its causal impact.

26. As concerns basic civil engineering I refer to certain of its mundane tasks, such as simple 
bridge building, and not adventurous projects like large- scale dam construction that involve 
much greater uncertainties and possibilities for unintended harm.
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27. A notable exception is Fogel (1964).
28. See Cartwright (2004; 2007) for other forms of causal claims.
29. In addition to contributions explored here, see also Simon (1952); Abbott (1974); McClos-

key (1987); Morgan and Winship (2014); Nathan (2017); and Mahoney and Barrenechea (2017).
30. Hicks (1980) explores Adam Smith’s use of counterfactual reasoning in his analysis of 

the role of navigable waterways in economic development. Schliesser (2017, chap. 5) examines 
Smith’s exploitation of counterfactualizing in his treatment of “perfect sympathy,” “natural price,”  
and optimal institutions.

31. It may be that the nonoccurrence of X requires, for the sake of plausibility, many other 
changes in the alternative world. But how are we to know what other changes must be made 
to accommodate the counterfactual antecedent? See the discussion of historical consistency,  
pp. 94–96.

32. Knight ([1921] 2014, 202) discusses the “two- fold inference” that predicting policy effects 
entails. “We must infer what the future situation would have been without our interference, and 
what change will be wrought in it by our action.” He concludes that claims about future causality 
are terribly undependable. See Hicks’s (1980, 10) related notion of “double vision” and Beckert’s 
(2016, 10) concept of “doubling of reality” in the creation of fictitious expectations.

33. See Fischhoff and Beyth (1975) and the essays in Kahneman, Slovic, and Tversky (1982) 
and in Roese and Olson (1995).

34. See Hicks’s (1980, 11) distinction between the “voluntarism” that shapes our perceptions 
of the future and the “determinism” that shapes our perception of the past. See also Hay’s (2020) 
critique of Hobsbawm. Weber (1996, 275– 276) provides a corrective: “I want to establish that 
when we say we have ‘explained’ an event in past time, it does not necessarily mean that we have 
also ruled out the possibility that things could have been radically different than they were.”

35. Tetlock and Belkin (1996, 18ff) examine six widely used criteria for assessing counter-
factuals. In addition to the two I discuss in the text, the list also includes cotenability, clarity, 
statistical consistency, and projectability.

36. Formally, “a counterfactual is nonvacuously true [if and only if] it takes less of a departure 
from actuality to make the consequent true along with the antecedent than it does to make the 
antecedent true without the consequent” (Lewis 1973, 560). The criterion also appears in the work 
of King, Keohane, and Verba (1994, 78); in Levy’s (2015) “minimal re- write rule”; in the “plausible 
world” approach of Hawthorn (1991); and in the dynamic framework of Elster (1978, chap. 6).

37. Counterfactualizing is equally implicated in axiomatic- deductive modeling, agent- based 
modeling, randomized controlled trials, and other contemporary methods. Each method pur-
sues distinct means for constructing “correct” counterfactuals. See DeMartino (2021).

38. We will return to this issue in chapter 10.
39. Hallegatte et al. (2012, 10) remind us of the dangers of thinking that existing models proj-

ect the full range of possible future worlds. On climate models, they write, “There is no reason 
why existing models should represent the real uncertainty: they may all have the same flaw, since 
they are all based on the same incomplete and imperfect knowledge.”

40. Thanks to Zoe Sherman for bringing this poem to my attention.
41. This assumption was upended by research in psychology and behavioral economics by 

the late twentieth century. People hold other regarding preferences, such as “social preferences” 
defined as “concern for the payoffs allocated to other relevant reference agents and the inten-
tions that led to this payoff profile in addition to the concern for one’s own payoff ” (Carpenter 
2018).
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42. The interested reader should consult Adler (1998; 2012) and Boadway and Bruce (1984) 
for comprehensive accounts of welfarist assumptions.

43. More formally, a lexicographic preference ordering “assigns priority to a good x if a 
bundle with less of that good is non- preferred regardless of how much of the other goods it 
contains” (Boadway and Bruce 1984, 182n8).

44. See Hotelling (1938) and Buchanan (1959) for alternative perspectives.
45. There are technical discrepancies between Kaldor- Hicks and CBA (Boadway 1974; 2016; 

Boadway and Bruce 1984; Adler 2012). They nevertheless share the common normative frame-
work explored here.

46. Any attempt to provide an accessible glimpse into CBA theory and practice risks over-
simplification. A massive literature examines the approach, including alternative CBA meth-
odologies, far more carefully than I can do here. Interested readers might start with Dorfman 
(1993), Adler and Posner (2006), Viscusi (2014), and Adler (2019).

47. “Willingness to pay” is a misnomer, suggesting that all that matters in the calculation is 
how strongly a person desires a particular outcome. In fact, it conjoins willingness with ability 
to pay. A low- income person may strongly prefer a policy and yet be severely constrained in her 
ability to pay to achieve it, yielding a low WTP.

48. I put aside in this example one important complicating factor— the question of discount-
ing future costs and benefits. We explore this issue momentarily.

49. This section draws extensively on Adler (2019), which presents an extraordinarily lucid 
and balanced explication of the SWF approach.

50. More precisely, under the continuous prioritarian SWF, any pure gap- reducing, rank- 
preserving transfer of welfare from a better- off to a worse- off individual is taken to generate 
greater aggregate social welfare. One such SWF is derived by taking the square root of individual 
welfare levels before aggregation. As compared to aggregation of unadjusted welfare levels, the 
square root adjustment assigns a higher value to policies that generate greater welfare equality.

51. The relevant OMB document, “Circular A- 4,” has been in force since 2003. It reflects an 
antiregulation bias that was central to mainstream economic thinking during the late twentieth 
century. The Biden administration issued a memorandum in January 2021 insructing the direc-
tor of the OMB and agency heads to modernize regulatory review. Specifically, the memoran-
dum instructs them to develop recommendations on “how the regulatory review process can 
promote public health and safety, economic growth, social welfare, racial justice, environmental 
stewardship, human dignity, equity, and the interests of future generations.” This initiative is 
significant. It reflects a renewed commitment to state intervention to bring about a wide range 
of goals that extend far beyond the standard economic concern with efficiency. It could mark a 
significant shift away from CBA in US federal regulatory review.

52. See Boardman et al. (2011, 167ff) for an intuitive exploration, which also presents “sensitiv-
ity analysis” to gauge the robustness of the projections of net benefits (anticipating the approach 
we will explore in chapter 11). For the sake of brevity I examine here just the “frequentist” ap-
proach to probabilities, leaving aside the Bayesian approach wherein probabilities reflect degrees 
of belief in future states of the world. Chapter 11 explores decision making under deep uncer-
tainty. That approach shares certain features with the Bayesian approach, though it does not try 
to infer future probabilities. It emphasizes the need to monitor the world after policy implemen-
tation, update beliefs in light of new evidence, and adjust policy in light of the new knowledge.

53. In assessment that presumes probabilistic knowledge of policy effects, maximizing E(U) 
is one but by no means the only available decision criterion. One alternative strategy is to ignore 
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probabilities in policy selection and try to maximize the minimum possible value (maximin), 
while another seeks to maximize the possible gain (maximax). Both rules would endorse the 
second policy given in the text, with values given by the second die, since it has a higher mini-
mum value (2) and a higher maximum value (7). See Mishan (1975, chaps. 50– 52).

54. And to technical critique that I do not explore here. See Chipman and Moore (1978); 
Scitovsky (1941); Sen (1979); and Stringham (2001).

55. The argument is contractarian in the sense of Rawls (1971) and Harsanyi (1982). We are 
asked to presume that rational deliberators operating behind a veil of ignorance would consent 
to efficiency- promoting uncompensated harms provided they believed that all would be better- 
off from a long series of such policy innovations than they would be under any alternative policy 
rule (DeMartino 2016).

56. Polinsky (1972, 408) presents the case this way:

By broadening the notion of compensation to include bundles of changes that have 
some effective randomness in distribution, it thereby becomes possible to leave par-
ticular individuals uncompensated and worse off for single changes, yet assure them 
that they can (mathematically) expect to be better off as a result of the entire bundle.

Interested readers should also consult Hotelling (1938); Hicks (1941); Buchanan and Tullock 
([1962] 2004); Leibenstein (1965); Polinsky (1972); Posner (1980); Adler and Posner (1999); and 
White (2006).

57. On the massive harms attending dam construction, for instance, see Cernea (2003); Kan-
bur (2003); and Gasper (2016).

58. See the extensive citations to the literature on the harms of gentrification at https://
urbandisplacement.org.

59. The distinction between reparable and irreparable harm is well established in the field of 
law, but it is specified in various ways and contested. See Kornhauser (2001); Rendleman (2002); 
Brooks and Schwartz (2005); Lichtman (2007); Grosskopf and Medina (2009); and McGowan 
(2010).

60. The distinction between compensation and acknowledgment arises also in cases such as 
reparations for slavery, where the injustice involves far more than economic damage. See Darity 
and Mullen (2020) for an important contribution to the literature.

61. Mishan (1975, part VI) provides a useful exposition and candid appraisal of the various 
means that are utilized in CBA to domesticate the problem of uncertainty.

62. Pemberton is drawing here on the needs- based account of harm of Doyal and Gough 
(1991). Doyal and Gough’s approach to harm emphasizes “fundamental disablement in the pur-
suit of one’s vision of the good” and “impediments to successful social participation” (1991, 50; 
cited in Pemberton 2015, 27).

63. One criterion for adjudicating between ethically benign and indictable harm is whether 
the behavior induces reciprocal risk in the pursuit or enactment of widely shared, highly val-
ued goods, or the behavior entails nonreciprocal risk, such as when only some undertake ac-
tions that risk harming others without their consent. See Geistfeld (2008, 61– 65). An example 
of reciprocal risk is the risk of accident that each driver imposes on others in a society where 
most people avail themselves of transportation by automobile in pursuit of the good of physical  
mobility.

64. The permissibility of indirect harm is sometimes defended on the basis of the “doctrine 
of double effect” (see McIntyre 2019).
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65. The text passes over controversial issues here, such as just what is meant by bias, and 
what factors may and may not properly influence outcomes of fair contests. Merit- based con-
tests are “biased” in favor of the talented, and we do not indict them on those grounds. But how 
differences in talent are acquired prior to the contest is normatively salient when judging the 
legitimacy of the contest.

66. I note in this connection an entropy argument in Hayek ([1944] 2007, 128– 29). He claims 
that protections against economic risk enjoyed by the privileged concentrate and even amplify 
the risk of harm for those lacking privilege.

67. That view has been problematized by legal philosophers and philosophically minded 
economists. See Katz (2006 and the literature cited therein, especially in note 5); Hurd (1996); 
Grant (2012); Sen (1970); and Ellerman (1993). For Kantian perspectives see White (2009) and 
Lutz (1995). I will presume in what follows that the absence of consent in harm- generating ar-
rangements is ethically worrisome, not that the presence of consent suffices to legitimate ar-
rangements that generate harm.

68. Legal and moral philosophers generally do much better than economists in theorizing 
coercion. Wertheimer (1987) examines controversies in the fields of law and philosophy over this 
centrally important, contested concept. Feinberg (1986, chap. 17) explores limits to the volenti 
non fit injuria principle. White (2006, 240ff; 2009) examines the law and economics tradition 
that probes the matter of consent to harm. Grant (2012) identifies coercion as one of three forms 
of exercise of power, along with incentives and persuasion, and provides normative criteria for 
ascertaining when coercion is and is not legitimate. Hurd (1996) examines the “moral magic” of 
consent, which appears to transform what would otherwise be illicit into legitimate acts. See also 
Lukes (2005) and Boulding (1989).

69. See the work of the members of the Community Economies Research Network (https://
www.communityeconomies.org/about/ce- research- network- cern).

70. An important strand in public choice literature (e.g., Ostrom, Tiebout, and Warren 1961) 
and libertarianism (see Nozick 1974, chap. 10) emphasizes local governance as a way of ensur-
ing consent via the exit option. When local government enjoys policy autonomy, individuals 
can move to those jurisdictions that best align with their values. The discussion in the text 
makes a parallel point, emphasizing the normative salience of economic diversity within any 
particular jurisdiction as a means of expanding the opportunity for economic agency, consent, 
and freedom.

71. For an application of this idea to the global financial governance architecture, which 
extends the work of Albert O. Hirschman, see Grabel (2015; 2017).

72. See Marchau et al. (2019) for an accessible, comprehensive introduction to DMDU phi-
losophy, methods, and applications.

73. Climate change may be thought of as a “super- wicked” problem for which there is too 
little time to figure out solutions (see Levin et al. 2012).

74. North (1999, 3) identifies three dimensions of uncertainty, which are consistent with the 
concept of deep uncertainty: “We do not know enough; we are dealing with a world of continu-
ous change; and we do not have any dynamic theory to guide us when we attempt to get from 
one point to the next.”

75. Though not an explicit contribution to DMDU literature, Grabel (2004) advocates 
the use of “tripwires” and “speed bumps” in the context of dangerous financial flows that can 
threaten national and even international financial stability. In this account, when financial flows 
approach danger zones, financial authorities are to enact capital controls and other protective 
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measures to tamp down systemic risk. In the years following the financial crisis of 2008, many 
national governments introduced and adjusted capital controls in this way (Grabel 2017).

76. DMDU can also be combined with other methods, including CBA. In the context of 
CBA, DMDU generates as outputs the robustness of net benefits of alternative policies across 
alternative unweighted future states of the world, and across diverse stakeholder values. See 
Espinet et al. (2018) and Lempert (2014).
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