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Taking Ethics Seriously: 
Economics and Contemporary 

Moral Philosophy 

By DANIEL M. HAUSMAN 

University of Wisconsin-Madison 

and 

MICHAEL S. MCPHERSON 

Williams College 

We are especially indebted to John Roemer for proposing this project 
and for offering extensive criticisms of earlier drafts. Richard Arne­
son, Henry Bruton, Eric Kramer, Philippe Mongin, Morty Shapiro, 
Amartya Sen, Julius Sensat, Hamish Stewart, Gordon Winston, and 
anonymous referees corrected many mistakes and led us to additional 
sources. Anne McEachern and John McEachern provided valuable 
research assistance. Hausman gratefully acknowledges the support 
of a Vilas Associate award from the University of Wisconsin-Madison. 

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

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

671 

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

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

1. Economics and Moral Theory 

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

The simple picture of the economist 
who provides value-free technical infor­
mation to the decision maker is at best 
a useful caricature. It fits the activity of 
an economist who calculates the revenue 
losses from a proposed tax reduction, but 
it does not fit the activity of an economist 
who is asked for advice. For the political 
process never formulates all the relevant 
goals and constraints explicitly or speci­
fies how to weight them (Fritz Machlup 
1969, pp. 119-24).1.1£ President Carter 
had asked Milton Friedman or Paul Sam­
uelson, "What is the 'best' way to reduce 
inflation?" neither economist would have 

1 We are indebted to Samuel Weston (forthcoming) 
for this reference. 

had a well-defined technical problem un­
til he figured out what other objectives 
Carter -had and what their relative 
weights were. At some point they would 
almost certainly have had to rely· on some 
of their own values, too. The same issue 
arises in selecting problems to study: 
economists who refuse to "dirty their 
hands" with ethical matters will not know 
what technical· problems to investi­
gate. 

Positive and normative questions may 
interact in the conduct of research as well 
as in deciding what problems to study 
or what advice to give. As some moral 
views "fit" familiar patterns of economic 
modeling more easily than others, econo­
mists may focus on the moral views that 
best mesh with their theoretical precon­
ceptions, or distort other moral views to 
make them fit. Better understanding of 
moral views that are hard to link to famil­
iar patterns of economic reasoning, such 
as those that emphasize rights or needs, 
could·influence the development of eco­
nomics, as theoretical categories are 
modified to. provide other ways of orga­
nizing experience. Working out the im­
plications of differ.ent moral views may 
also suggest novel economic problems or 
theoretical formulations. 2 The traffic 
need not all go .from philosophy to eco­
nomics. Theoretical results in economics 
such as Kenneth Arrow's impossibility 
theorem or Sen's liberal paradox force 
moral theorists to rethink their princi­
ples. Economic theorists have developed 
many analytical tools-in game theory, 
social choice theory, and the measure­
ment of welfare, among others-that 
have challenged moral· philosophers to 
articulate. their views better and have 

2 It may be that development of "property rights 
economics" has been inHu~nced in this way by the 
liberatarian orientation of some its practitioners, just 
as Marxian commitments have inHuenced the devel­
opment of theories of exploitation by John Roemer 
and others. 
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helped them to do SO. 3 Intellectual prog­
ress is either moral philosophy or eco­
nomic theory may stimulate workers in 
the other discipline. 

1.1 Why Should Economists Be 
Interested in Moral Questions? 

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

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

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

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

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

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

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

For a striking example of the economic 
importance of moral norms, consider the 
work of Richard Titmuss (1971) concern­
ing systems for acquiring and distributing 
blood for transfusions. Titmuss claims to 
show that volunary blood donation sys­
tems, such as Great Britain's, are more 
efficient than are commercial systems, 
and he argues that they embody and cul­
tivate altruistic communitarian values. In 
a thoughtful and lengthy review, Arrow 
endorses much of Titmuss' case. In par­
ticular, Arrow underscores the serious 
drawbacks of commercial provision when 
the testing of blood for infectious agents 
is imperfect. Altruistic donors have no 
incentive to lie about whether their blood 
is safe, but commercial donors plainly do. 
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Arrow does, however, question Titmuss' 
ambitious claim that the commercial op­
tion for donors in the United States un­
dermines the willingness of U. S. citizens 
to give blood altruistically (1972, esp. pp. 
35<h51). In Arrow's view markets in­
crease freedom and enable us not ". . . 
to use up recklessly the scarce resources 
of altruistic motivation" (1972, p. 355). 
Arrow can make little sense of Titmuss' 
claim that markets "deprive men of their 
freedom to choose to give or not to give" 
(1972, p. 350). But as Peter Singer (1973, 
1977) and Hirschman (1985) have noted, 
it can be misleading to regard altruism 
as a scarce resource, for, like a skill, its 
quantity can be increased by its use. And 
although Titmuss' language is puzzling, 
commercialization can discourage giving. 
To give blood, when it cannot be pur­
chased, is to give something that is liter­
ally priceless, something which the do­
nors themselves describe as "the gift of 
life." To give blood when it can be pur­
chased is to give the equivalent of $50 
(Singer 1977). Whether or not these atti­
tudes are rationally justified, their poten­
tial economic effects are evident, and 
they can only be understood if econo­
mists are willing to study some ethics. 

Even if economists should attend to 
the "sociological" influence of moral com­
mitments on economic outcomes, it does 
not follow that they need to worry about 
the substantive "truth" or validity of 
those moral commitments. But it seems 
to us that economists may be able to ad­
vance their work by appraising people's 
moral behavior and ideas as well by trac­
ing their causal consequences. It is natu­
ral, illuminating, and virtually unavoid­
able for economists to inquire whether 
people's observed (or· alleged) moral 
commitments "make sense." Part of Ar­
row's discomfort with the Titmuss argu­
ment was that there seemed to him to 
be no good reason why people's willing­
ness to donate blood should be influ­
enced by the existence of a market. If 

an alleged preference or moral attitude 
is irrational, its existence and stability are 
cast into doubt. Descriptions of moral 
motivations and judgments are likely to 
be evaluations too, and are not always 
less useful for that. 

Furthermore, as the examples suggest, 
the moral convictions of economic 
agents, unlike causal factors such as 
scarcities, can be influenced by the way 
in which they are analyzed and described 
by economists. Saying that human be­
havior can be modeled as if it were en­
tirely self-interested (as the Chicago 
economists in particular do) or defining 
rationality as self-interest (as in Robert 
Frank 1988, p. 2) legitimizes and fosters 
self-interested behavior. In experiments 
on human cooperation, economics and 
business students are uniquely uncoop­
erative (Gerald Marwell and Ruth Ames 
1981). Learning economics, it seems, 
may make people more selfish. 4 A causal 
factor that depends upon the way in 
which it is described by economists is a 
tricky thing to study. 

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

1.1.2 Morality and Standard Welfare 

4 Or at least more caluclating. It has been sug­
gested that economists are more "selfish" in labora­
tory "prisoners' dilemma" experiments because they 
grasp the situation better. Their unwillingness to co­
operate could also reflect previous self-selection. 
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Economics. Welfare economists have 
sometimes thought that their techniques 
are virtually morally neutral, because 
they rest on innocuous and uncontrover­
sial moral premises such as the Pareto 
principle. But the standard definition of 
a social optimum compares social alterna­
tives exclusively in terms of the goodness 
of their outcomes (rather than the right­
ness of their procedures) and identifies 
the goodness of outcomes with satisfac­
tion of individual preferences. These 
commitments to value only outcomes and 
to measure outcomes only in terms of 
individual utilities are neither neutral 
nor uncontroversial (see Sen 1979b; and 
Sen and Bernard Williams 1982). 

Economists do not of course limit their 
contributions to policy discussions to 
identifying Pareto improvements. Famil­
iar practices such as cost-benefit analysis 
and routine preferences for competitive 
markets cannot be defended in purely 
Paretian terms. In fact, developments 
within welfare economics itself over the 
last fifty years, including the theory of 
the second-best (Richard Lipsey and Kel­
vin Lancaster 1956) and the criticism of 
the so-called "compensation principle" 
(Samuelson 1950a) have made clear that 
no single all-purpose defense of these fa­
miliar practices and judgments is avail­
able (see Section 3.2.1 below). Yet the 
strategy of retreating into silence when­
ever the search for pure Pareto improve­
ments comes up empty is not a plausible 
one. Because normative economists must 
make further evaluations of economic 
processes and outcomes, they cannot 
avoid moral assessment of the techniques 
and principles they rely on. It may be 
possible to reinforce standard policy con­
clusions by articulating a broader range 
of values, as in arguing for competition 
on grounds of its contributions to per­
sonalliberty as well as to efficiency.5 Or 

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

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

Much applied welfare economics fac­
tors normative questions into questions 
of efficiency and of equity. This factoring 
is motivated by two things. 6 First, theo­
retical economics provides apparently 
precise and tractable notions of effi­
ciency, while some notions of equity are 
vague, and most have little connection 
to the terms in which economists theo­
rize. Second, the values that support 
greater efficiency have seemed less con­
troversial than those supporting greater 
equity. So problems of efficiency are seen 
as manageable and uncontroversial, 
while problems of equity are seen as al­
ien, controversial, and theoretically in­
tractable. An unsurprising consequence 
is that standard welfare economics fo­
cuses on efficiency. 

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

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

6 For an excellent early discussion and critique of 
the alternative ways in which economists employ and 
defend the partitioning of normative questions into 
equity and efficiency components, see Paul Streeten 
(1953). See also Ian Little (1957). 
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plants. How should the interests of future· 
people be reflected? What (if any) dis­
count rate is morally appropriate to use? 
What is the right way of dealing with 
the tremendous uncertainties of the dis­
tant future? (Partha Dasgupta 1982; Isaac 
Levi 1980; Robert Lind et al. 1982; 
Douglas Maclean and Peter Brown 1983; 
Dennis Mueller 1974; Derek Parfit 1984, 
pp. 480-86; Peter Warr and Brian Wright 
1981.) 

1.1. 3 Making Economics Relevant to 
Policy. When politicians and nonecono­
mists think about problems of welfare, 
they employ concepts that do not easily 
translate into the language of standard 
economic theory. The Reagan adminis­
tration spoke about preserving a "safety 
net." Panhandlers speak to us of their 
needs, not their preferences. Notions of 
fairness, opportunity, freedom, and 
rights are arguably of more importance 
in policy making than are concerns about 
moving individuals up their given prefer­
ence rankings. Insofar as economists 
want to assist in the formulation of policy 
toward such ends, they must link eco­
nomic theory to such concerns. Doing 
so requires understanding what these 
vague things are that people apparently 
value so much. 

Consider, for example, the question 
of whether government should provide 
food or health care in kind, or whether 
it should instead provide a cash supple­
ment to those in need. Most economists 
would offer a simple argument why the 
government should supply cash: 7 Con­
struct an indifference map for an individ­
ual with quantity of health care on one 
axis and some composite consumption 

7 For criticisms of this argument, see Lester TIlU­
row (1977) and Arthur Okun (1975). This argument 
is faulty, for it leaves out of consideration the prefer­
ences of the donors. Asymmetric information also 
gives rise to serious problems (Charles Blackorbyand 
David Donaldson 1988). H cash rather than medical 
care is provided to those in poor health, people will 
have an incentive to pretend to be sick. 

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

Although this analysis brings in the 
value of freedom, it works mainly within 
the terms set by orthodox economic the­
ory. There is no mention of needs, of 
the presuppositions of individual dignity, 
of opportunity, of rights, or of fairness. 
There is no concern with the normative 
commitments that support taxing indi­
viduals to provide such benefits (Steven 
Kelman 1986; Harold Hochman and 
James Roger~ 1969). Not all the argu­
ments in favor of in-kind provision that 
might follow from these points are pater­
nalistic, but serious attention to ques­
tions of justified paternalism are begged 
from the beginning by equating recipi­
ents' welfare with the satisfaction of their 
preferences (which may be short-sighted 
or ill-informed). 8 So even if the simple 
argument were valid, it would be incon­
clusive. How much weight it ought to 
have in policy making cannot be consid­
ered without a much broader concern 
with ethical questions. 

8 Notice that one might acknowledge the possibil­
ity that persons' preferences are Hawed indications 
of their welfare and still argue on grounds of liberty 
against paternalistic intervention. Mill's classic cri­
tique of paternalism in On Liberty does not assume 
that individuals are always the best judge of their 
own good. For assessments of apparently paternalis­
tic interventions, see Gerald Dworkin (1971, 1988), 
and Joel Feinberg (1986). 
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is faulty, for it leaves out of consideration the prefer­
ences of the donors. Asymmetric information also 
gives rise to serious problems (Charles Blackorbyand 
David Donaldson 1988). H cash rather than medical 
care is provided to those in poor health, people will 
have an incentive to pretend to be sick. 

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

Although this analysis brings in the 
value of freedom, it works mainly within 
the terms set by orthodox economic the­
ory. There is no mention of needs, of 
the presuppositions of individual dignity, 
of opportunity, of rights, or of fairness. 
There is no concern with the normative 
commitments that support taxing indi­
viduals to provide such benefits (Steven 
Kelman 1986; Harold Hochman and 
James Roger~ 1969). Not all the argu­
ments in favor of in-kind provision that 
might follow from these points are pater­
nalistic, but serious attention to ques­
tions of justified paternalism are begged 
from the beginning by equating recipi­
ents' welfare with the satisfaction of their 
preferences (which may be short-sighted 
or ill-informed). 8 So even if the simple 
argument were valid, it would be incon­
clusive. How much weight it ought to 
have in policy making cannot be consid­
ered without a much broader concern 
with ethical questions. 

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

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

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

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

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

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

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

1.2 What Does Moral Philosophy Have 
to Contribute? 

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

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

The last point is worth elaborating. 
Philosophers have attended to many 
complexities of moral thought to which 
economists have paid little attention. Un­
less moral philosophy is to be seen as a 
purely a priori disCipline, which is nei­
ther a plausible view nor a popular one 
among philosophers, part of its task must 
be to make sense of, and bring some or­
der to, everyday moral experience. 9 On 
some issues (such as abortion) people 
have strong convictions. On others (such 
as animal rights), they may have mostly 
doubts. On some moral questions (should 
the homeless be allowed to starve?) peo­
ple reach agreement easily, while on oth­
ers controversy rages. Moral judgments 
are made about a variety of kinds of "ob-

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

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

2. Morality and Rationality 

In their everyday usages, both "moral" 
and "rational" are normative and expres'­
sive terms: to characterize a choice as 
irrational or immoral is to condemn it, 
and not simply to describe it (Allan Gib­
bard 1990). Because modem economics 
is heavily committed to a specific charac­
terization of rational conduct, it is com­
mitted to certain norms of rational indi­
vidual choice. How are these norms 
related to moral norms, and how do 
moral norms influence what people do? 

Attempting to bring moral notions "into 
the picture" of the economic actor clearly 
raises a number of questions. 

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

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

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

2.1 Economic Rationality 

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

2.1.1 Certainty and Ordinal Utility 
Theory. In circumstances of certainty, 
agents are conventionally taken to have 
rational preferences if their preferences 
are complete and transitive, and to 
choose rationally if their preferences are 
rational and there is no feasible option 
that they prefer to the chosen option. 
Many economists, in accordance with the 
theory of revealed preference, equate 
preference with choice definitionally 
(provided that consistency requirements 
are met). But identifying preference and 
choice cuts off too many questions. Keep­
ing them distinct is useful both for clarity 
about what preference and choice mean, 
and to leave space for the formulation 
of alternative views of rationality that al­
low for the possibility of choosing an ac­
tion that does not maximally satisfy pref­
erences (see Sen 1973a, 1977a, and p. 
688 below). This notion of rationality, as 
weak as it seems, may be too demanding, 
and there are a variety of weaker con­
cepts, which we cannot discuss here. 10 

Completeness and transitivity together 

10 See Sen (1971) and Edward McClennen (1990, 
ch. 2). Some of these views of rationality, as we shall 
repeatedly see-in the next footnote, for example­
are more congenial to particular ethical theories than 
others. 

establish a weak ordering of any finite 
set of alternatives, and one can assign 
numbers to options so that preferred op­
tions get higher numbers, and indifferent 
options get the same number. Any such 
assignment of numbers is an ordinal util­
ity function. The ordinal representation 
theorem states that if an individual's pref­
erences are complete, transitive, and 
continuous, then they may be repre­
sented by a continuous real-valued utility 
function (proved by Gerard Debreu 
1959, pp. 54-59).11 

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

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

11 The assumption of continuity is arguably innocu­
ous, but it is worth noting that at least one formal 
argument for utilitarianism (Marcus Fleming 1952) 
collapses without continuity of social or moral prefer­
ence, and one formal argument for something akin 
to Rawls' difference principle turns crucially on re­
jecting continuity. See Steven Strasnick (1976, 1981); 
Peter Hammond (1976b); Claude d'Aspremont and 
Louis Gevers (1977). 
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That is, they implicitly assume choice cannot be inconsistent with preferences. 

This is seen in the debate about SP vs. RP data, and what is called hypothetical bias. 
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we are not in pursuit of utility, rather the most-preferred bundle in our choice set. 

If I understand. 
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If I understand, potential states of the world are probabilistic (lotteries) and we have a ranking over lotteries (probabilistic bundles).  
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If we assume a ranking over probabilistic bundles and add the two above assumptions, we get this theorem, which is the foundation of expected utility theory. 
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Your utility depends on the both the satisfaction level of another, but also how that level was achieved. 
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this question is answered if the different preferences correspond to different visceral states - when you are angry you have your angry preferences. 
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By instrumental they mean liberty is valued not directly but because having liberty helps us better achieve other things we value. We get to marry Gloria, rather than our parent's choice, because we have the liberty to choose. 

Edward
comment
Intrinsically valuable means increasing liberty increases utility, even if it does not help us achieve other goals. 

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight



Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
Highlight

Edward
comment
rights and duties are two sides of the same coin: if I have a right, you have a duty to not violate that right.  
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If we adopt something as a right to all, then we are constrained (have a duty) to not violate the rights of others. 

I am constrained to not ax murder you because you have a right to not be killed in this manner. 
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I don't understand
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The first and second welfare theorems are the foundations of the defense of a market system. 
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