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I. THE ECONOMIST AS PREACHER

[ wish to express my gratitude to Gary Becker, Richard Posner,
and Stephen Stigler for important assistance, and acknowledge my
immense debt to Aaron Director for discussions of these issues both
during the preparation of the lectures and in the many years of our
friendship, Most of the writing was done while | was a visiting
scholar at the Hoover Institution at Stanford University, and |
thank Glenn Campbell for providing this attractive setting.

* * *

Economists seldom address ethical questions as they impinge
on economic theory or economic behavior. They (and I) find this
subject complex and elusive in comparison with the relative preci-
sion and objectivity of economic analysis. Of course the ethical
questions are inescapable: one must have goals in judging policies,
and these goals will certainly have ethical content, however well
concealed it may be. These lectures will explore some of the prob-
lems raised by ethical questions, using the history of economics as
an important vehicle in the exploration.

In this first lecture I propose to discuss how economists-
primarily great English economists in the main line of develop-
ment of economics — have advised men and societies on proper
conduct, My interest on this occasion is not so much in the advice
they have given as in the ethical basis on which this advice has
been grounded. Economists have no special professional knowl-
edge of that which is virtuous or just, and the question naturally
arises as to how they are able to deliver confident and distinc-
tive advice to a society that is already well supplied with that
commodity.
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1. How MucH PREACHING?

The first, probably the most important, and possibly the most
surprising thing to say about the economist—preachers is that they
have done very little preaching. I suppose that it is essential to
state what I mean by preaching. I mean simply a clear and rea-
soned recommendation (or, more often, denunciation) of a policy
or form of behavior by men or societies of men. It is hardly desir-
able to label every non-neutral word as preaching — indeed our
language is rather short of words that cannot be used in such a
way as to hint of approval or disapproval. During a recent war
one economist remarked that he was against “business as usual,”
and a second was moved to ask whether the speaker was against
“business, comma, as usual.”

I shall illustrate my loose definition of preaching and many
subsequent points by quotations from famous economists, and I

digress for a moment to explain their authority to any non-
economists who are present. All but one of the economists I quote

were highly intelligent, disciplined men whose views on subjects
related to economics deserve your attention and thoughtful con-
sideration, but no more. One, Adam Smith, is differently placed:
if on first hearing a passage of his you are inclined to disagree,
you are reacting inefficiently; the correct response is to say to your-
self: [ wonder where I went amiss?

When Adam Smith speaks of the debasement of the cur-
rency — which of course proceeds at a much more rapid pace
today than it did during his lifetime — he says, “By means of
those operations the princes and sovereign states which performed
them were enabled, in appearance, to pay their debts and to fulfill
their engagements with a smaller quantity of silver than would
otherwise have been requisite. It was indeed in appearance only;
for their creditors were really defrauded of a part of what was
due to them.”, I consider this to be preaching since “fraud” is not

1 The Wealth of Nations, Glasgow ed. (Oxford: Clarendon Press, 1976), I,
13-4,
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merely a descriptive word. On this mild and I hope reasonable
definition of a moral judgment, I have just quoted the only clear
example of preaching in the first hundred pages of the Wealth of
Nations. The preaching becomes more frequent in Smith’s latter
pages, but it is almost nonexistent in Ricardo’s Principles, quite
sparse in Mill’s Principles, and virtually nonexistent in Marshall’s
Principles. Of course these admirable men expressed approval or
disapproval of many things with every degree of literary subtlety.
It would be easy to compile many remarks like Jevons’s that the
Morrill Tariff Act of 1861 was “the most retrograde piece of legis-
lation that this (nineteenth) century has witnessed,” in which dis-
approval is at least hinted at.. But these dicta are noteworthy for
their scarcity rather than their frequency in the professional works
of the economists.

The proposition that economists are not addicted to taking
frequent and disputatious policy positions will appear incredible
to most non-economists, and implausible to many economists. The
reason, I believe, for this opinion is that in talking to a non-
economist, there is hardly anything in economics except policy for
the economist to talk about. The layman is unequipped to discuss
with an economist the problems that concern professional eco-
nomics at any time: he would find that in their professional writ-
ing the well-known columnists of Newsweek are quite incompre-
hensible. The typical article in a professional journal is unrelated
to public policy — and often apparently unrelated to this world.
Whether the amount of policy-advising activity of economists is
rising or falling I do not know, but it is not what professional
economics is about.

The great economists, then, have not been preoccupied with
preaching. Indeed, none has become great because of his preach-
ing — but perhaps I should make an exception for Marx, whom
some people rank as a great economist and I rank as an immensely
influential one. The fact that the world at large thinks of us as

2 The Coal Question (London:Macmillan, 1865), p. 326
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ardent enthusiasts for a hundred policies is not pure error, but it
tells more about what the world likes to talk about than what
economics is about. The main task of economics has always
been to explain real economic phenomena in general terms, and
throughout the last two centuries we have adhered to this task with
considerable faithfulness, if not always with considerable success.

2. PREACHING TO WHOM !

It is my impression that the clergy of former times devoted
their finest efforts to mending the behavior of individuals, but
that in recent times they have sought rather to mend social policy.
Whether this impression be right or wrong, economists have sel-
dom spent much time exhorting individuals to higher motives or
more exemplary conduct.

Again I return to Mr. Smith. The servants of great joint stock
companies such as the East India Company, Smith avers, were con-
cerned only with their own personal fortunes.

Nothing could be more compleatly foolish than to expect that
the clerks of a great counting-house at ten thousand miles dis-
tance, and consequently almost quite out of sight, should, upon a
simple order from their masters, give up at once doing any sort of
business upon their own account, abandon for ever all hopes of
making a fortune, of which they have the means in their hands,
and content themselves with the moderate salaries which those
masters allow them, and which, moderate as they are, can seldom
be augmented, being commonly as large as the real profits of the
company trade can afford. . . . They will employ the whole au-
thority of government, and pervert the administration of justice,
in order to harass and ruin those who interfere with them in any
branch of commerce which, by means of agents, either concealed,
or at least not publickly avowed, they may publickly chuse to
carry on.s

After having described these wretchedly venal servants, who
exploit both their masters and their victims, Smith hurries on to

3 Wealth of Nations, 11, 638-39.
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say, “I mean not, however, by any thing which I have here said, to
throw any odious imputation upon the general character of the
servants of the East India company, and much less upon that of
any particular persons. It is the system of government, the situa-
tion in which they are placed, that [ mean to censure; not the char-
acter of those who have acted in it.”’s So it is social institutions
that one should castigate: men respond to these situations in pre-
dictable, and probably unchangeable, ways. This is not to approve
or disapprove of the principle of self-interest that guides men,
although Smith might well have agreed with the remark of Frank
H. Knight, whom we shall later meet more intimately, that any-
thing which is inevitable is ideal!

Smith’s general practice of addressing little preaching to in-
dividuals in their private behavior has continued to this day to
be the practice of economists. Of course mortal man cannot
wholly abstain from all instruction to the young, the inferior, and
the great, and an enumeration of these acts would be amusing to
you and embarrassing to me. Malthus complained that the lower
classes were excessively attentive to what he termed “the passion
between the sexes,” and even John Stuart Mill shared with him a
propensity to propose Draconian methods of dealing with the
popular implementation of this passion. Alfred Marshall pointed
out the unwisdom of gambling with the aid of the law of dimin-
ishing marginal utility, but later, fortunately, Milton Friedman
and Jimmie Savage were able to excuse this activity with the aid
of a law of increasing marginal utility. A vast number of econo-
mists have believed that the sin of myopia with respect to future
needs is pervasive. We were once told that a corporation has no
soul to damn or body to kick— a statement that has been em-
phatically and prosperously refuted by many politicians to this
day. Yet surely a devil embodied in a person is a much more satis-
fying object of dislike and disapproval than some impersonal insti-
tution. These lapses of economists from concern with social rather

4 Tbid., T 641.
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than individual behavior are forgivable —a concession to their
membership in the human race.

But the lapses are not defensible. Social policies and insti-
tutions, not individual behavior, are the proper object of the
economist—preacher's solicitude. This orientation is demanded by
the very logic of economic theory: we deal with people who maxi-
mize their utility, and it would be both inconsistent and idle for
us to urge people not to do so. If we could persuade a monopolist
not to maximize profits, then other reformers could persuade re-
sources not to flow to their most remunerative uses, and our theory
would become irrelevant.

3. PREACHING EFFICIENCY

In the economists' sermons the dominant theme has been that
good policy favors, and bad policy interferes with, the maximizing
of income of a society. We shall find other themes, but over the
last two hundred years efficiency in the sense of fuller achievement
of uncontroversial goals has been the main prescription of norma-
tive economists. Let us first look at a major example before turn-
ing to an examination of the content and authority of this primary
rule of good conduct.

The most sustained application of this principle by Adam
Smith was in the attack on interferences with free trade and on
mercantilism generally; he devoted one-fourth of his large treatise
to this cause. Smith thus asserted that:

The natural effort of every individual to better his own condition,
when suffered to exert itself with freedom and security, is so
powerful a principle, that it is alone, and without any assistance,
not only capable of carrying on the society to wealth and pros-
perity, but of surmounting a hundred impertinent obstructions
with which the folly of human laws too often incumbers its opera-
tions; though the effectof these obstructions is always more or less
either to encroach upon its freedom, or to diminish its security.s

s Ibid., I, 540.
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The argument for free trade was deepened some forty years later
by the theory of comparative costs, but the central policy conclu-
sion remained, in Ricardo’swords, that “under a system of perfectly
free commerce, each country naturally devotes its capital and
labour to such employments as are most beneficial to each.” ¢« This
position has been almost universally accepted by economists to
this day.

Many other examples, but none more important, of the econo-
mists’ use of efficiency as the criterion for desirable economic
policy could be given. The central element of the criticism of
monopoly is that it reduces the efficiency of the use of resources.
The central element of the criticism of labor market interferences,
such as minimum wage laws or barriers to geographical or occu-
pational mobility, has been their effect on the allocation of re-
sources. An economist is a person who, reading of the confinement
of Edmond Dantes in a small cell, laments his lost alternative
product.

In Smith’s time and for a few decades thereafter the argument
for efficiency was embellished with a rhetoric of sacred and in-
violable rights of natural liberty. But if the concern with natural
liberty was ever strong,; it had disappeared by the mid-Victorian
age.

The attack on the efficiency of public policies will only be
appropriate and convincing when achievement of the goals and
costs of the policies are undisputed. If one policy will achieve
more of a given goal than a second policy with the same cost in
resources, the former policy is clearly superior, and there is no
room for argument over ethics. This has indeed been the essential
nature of the great majority of the economists’ preachings on
public policy.

6 David Ricardo, Principles of Political Economy and Taxation, P. Sraffa ed.
(Cambridge: Cambridge University Press, 1951), p. 133.

7 Of which I have some doubts. Thus Smith declares that prohibiting banks from
issuing small bank notes is of course a violation of natural liberty, and yet it should
be undertaken for the greater good of society; see Wealth of Nations, 1, 324.
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On this reading, the economist—preacher has simply helped to
straighten out the issues for a frequently muddled nation. John
Stuart Mill explained the misunderstandings that supported mer-
cantilism with his customary lucidity: how common discourse con-
fused money and wealth; how a trader does not consider his
venture successful until he has converted his goods into money;
how money is par excellence the command over goods in general,
ready on the instant to serve any desire as no other commodity
can; how the state “derives comparatively little advantage from
taxes unless it can collect them in money,” and so on.

“All these causes conspire to make both indi-
viduals and government, in estimating their means,
attach almost exclusive importance to money. . . .

But mark well the conclusion:

“An absurdity, however, does not cease to be an

absurdity when we have discovered what are the
appearances which made it plausible. ..."

And there we have the answer to the question of how the
economist can operate so extensively and so easily as a critic of
policy when he is not in possession of a persuasive ethical system.
The answer is that he needs no ethical system to criticize error:
he is simply a well-trained political arithmetician. He lives in
a world of social mistakes,ancient and modern, subtle and simple,
and since he is simply pointing out to the society that what it
seeks, it is seeking inefficiently, he need not quarrel with what
it seeks.

A world full of mistakes, and capable of producing new mis-
takes quite as rapidly as the economists can correct the old mis-
takes ! Such well-meaning, incompetent societies need their eco-
nomic efficiency experts, and we are their self-chosen saviors.

s Principles of Political Economy (Toronto: University of Toronto Press, 1965),
1, 67.
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Take away the linen of sophistication in which economists are
nowadays dressed, and I believe that this is still the fundamental
belief that underlies the large majority of the policy recommenda-
tions of our profession. There have indeed been grave income
redistribution questions which are receiving increasing attention,
but day in and day out for the economist the society’sproblems are
usually problems of efficiency. We live in a mistake-prone world.

I believe that this view of society as a community with accept-
able, if not always admirable, goals but possessing only a feeble
understanding of efficient methods of achieving them was and is
profoundly mistaken.

The mistake in this view should have been evident simply
because throughout the period I am discussing there were vigorous
controversies over the goals of policy. Indeed, in every literate
society, even the most dictatorial, there are critics of the goals
of the society. In Ricardo’s day, for example, Godwin forcefully
argued that the institutions of government and property were
among the main causes of social misery. Perhaps Godwin is not
an apposite illustration; I suppose that an anarchist is a free
trader. Consider, then, Malthus, the first professor of political
economy in the history of England, who was a supporter of the
very protection of agriculture which was the target of Ricardo’s
attack.

Malthus argued that a nation specializing in manufactures
and trade could easily find that its advantages were eroded by
foreign or domestic competition, and in any event could be strongly
dependent upon the prosperity of its trading partners. An exclu-
sively agricultural nation could find itself locked into a stagnant
feudal social system, or alternatively it could find itself unable to
employ capital efficiently once its agricultural plant ceased to grow.
Hence Malthus wished a mixed agricultural-commercial system.

I shall not conceal my doubt that Malthus actually demon-
strated the superiority of this mixed agricultural-commercial sys-
tem, but it is surely true that he raised a cloud of complications
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which were only slowly dealt with by later generations of free
traders, Some of these complications concern the determinants
of the long-term growth and stability of economies, on which to
this day economists have not found confident understanding.

There is a second, and even stronger, reason why the econo-
mist — of all people — should be reluctant to characterize a large
fraction of political activity as mistaken. The discipline that
assumes man to be a reasonably efficient utility maximizer is
singularly ill-suited to assuming that the political activity of men
bears little relationship to their desires. I have argued the theme
of intelligent political behavior often enough that I must here
limit myself to the barest of remarks.9 The failure to analyze the
political process —to leave it as a curious mixture of benevolent
public interest and unintentional blunders—is most unsatisfactory.

Whether one accepts or rejects the high hopes that some of us
now entertain for the economic theory of politics, the assumption
that public policy has often been inefficient because it was based
upon mistaken views has little to commend it. To believe, year
after year, decade after decade, that the protective tariffs or usury
laws to be found in most lands are due to confusion rather than
purposeful action is singularly obfuscatory. Mistakes are indeed
made by the best of men and the best of nations, but after a cen-
tury are we not entitled to question whether the so-called “mis-
takes” produce only unintended results !

Alternately stated, a theory that says that a large set of per-
sistent policies are mistaken is profoundly anti-intellectual unless
it is joined to a theory of mistakes. It is the most vacuous of
“explanatory” principles to dismiss inexplicable phenomena as
mistakes — everything under the sun, or above the sun, can
be disposed of with this label, without yielding an atom of
understanding.

° See, however, “Smith’s Travels on the Ship of State,” History of Political Econ-
omy 3, no. 2 (Fall 1971), and “The Theory of Economic Regulation,” The Bell Journal

of Economics and Management Science 2, no. 1 (Spring 1971), as well as the underly-
ing literature of Anthony Downs, James Buchanan, and Gordon Tullock, and the

public choice field.
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We economists have traditionally made innumerable criti-
cisms of the inefficiency of various policies, criticisms which have
often been to their own (and my own) utter satisfaction. The
meager success of these criticisms in changing these policies, I am
convinced, stems from the fact that more than narrow efficiency
has been involved in almost every case— that inexplicit or in-
comprehensible goals were served by these policies and served
tolerably efficiently. Tariffs were redistributing income to groups
with substantial political power, not simply expressing the defi-
cient public understanding of the theory of comparative costs.
We live in a world that is full of mistaken policies, but they are
not mistaken for their supporters.

I wish to recur for a moment to the policy of mercantilism,
which Smith attributed to the clever machinations of the mer-
chants and traders against the simple, honorable landowners who
still constituted the governing class of Great Britain in his time.
Smith and his followers should have asked themselves whether
simple error could persist, to the large and centuries-long cost of
a class intelligent enough to hire the likes of Edmund Burke. I
say, with great fear and trembling, that it is more probable that
Smith, not the nobility of England, was mistaken as to the cost
and benefits of the mercantile system. [ say this for his sake:
a world of great and permanent error would be a poor place for
economics to live.

4. PREACHING EQuiITY

There is one large set of policies which cannot easily be
judged merely as to efficiency in reaching widely accepted, com-
paratively uncontroversial goals: I refer to those which seek to re-
distribute income. If Nelson and Jones have equal incomes, and
a policy takes half of Nelson’s income and gives it to Jones, a
question of equity will inevitably arise in the minds of everyone
except Jones.

For the century from Smith to Jevons, economists were cor-
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respondingly discreet in their discussions of income distribution.
It may be supposed that Smith thought income distribution was a
matter for markets to determine when he said, “To hurt in any
degree the interest of any one order of citizens, for no other pur-
pose but to promote that of some other, is evidently contrary to
that justice and equality of treatment which the sovereign owes
to all the different orders of his subjects.”o I am inclined to
accept this view even though one can find occasional departures
such as his proposal to tax the “indolence and vanity of the rich”
by having disproportionately heavy tolls on carriages of luxury
(I, 246), for these departures are few and casual.,

The classical school did not depart far from Smith’s practice.
The evil effects of equality were held to be two: a decrease in
incentives to thrift and work; and an increase in the population on
Malthus’ principles. Ricardo would deny the suffrage to those
who would not respect the rights of property.” Mill, although
he was the author of the comforting thesis that the distribution of
wealth, unlike its production, was socially malleable, was unpre-
pared to support a progressive income tax — inhis case, because
of a fear of the effects of leveling income upon the growth of
population as well as because such a tax would be insufferably
inquisitorial in administration. Bentham’s flirtation with notions

10 Wealth of Nations,II, 654.

11 We find complaints at window taxes as being regressive (II, 373) and at tithes
for not being proportional to rents (11, 358).

12“So essential does it appear to me, to the cause of good government, that the
rights of property should be held sacred, that I would agree to deprive those of the
elective franchise against whom it could justly be alleged that they considered it their
own interest to invade them. But in fact it can be only amongst the most needy in the
community that such an opinion can be entertained. The man of a small income must
be aware how little his share would be if all the large fortunes in the kingdom were
equally divided among the people. He must know that the little he would obtain by
such a division could be no adequate compensation for the overturning of a principle
which renders the produce of his industry secure. . . . The quantity of employment in
the country must depend, not only on the quantity of capital, but upon its advantageous
distribution, and, above all, on the conviction of each capitalist that he will be allowed
to enjoy unmolested the fruits of his capital, his skill, and his enterprise. To take from
him this, conviction is at once to annihilate half the productive industry of the coun-

try ...
Observations on Parliamentary Reform, in Works and Correspondence 500-1.
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of equality flowing from the utilitarian calculus left no imprint
on friends, disciples, or tenants.

There was one interesting near-exception to this rule of near-
silence on the redistribution of income. The rent of land, the
payment for the use of its “original and indestructible” properties,
was by definition a nonfunctional income, so that social control
over rent would not affect the use of land. Hence Mill was the
ardent supporter of the nationalization of future increments of
land values. But even here Mill wished to compensate present
landowners fully.s

All this was to change when, but not because, the theory of
utility became a centerpiece of economics. In 1881 Edgeworth
published Mathematical Psychics, in which the utilitarian calculus
was presented with magnificent subtlety, imagery, and fruitful-
ness. A marriage was performed between utility and natural selec-
tion, culminating in proposals such as that people below a certain
level of capacity should not be allowed to have children,. and
that the possible correlation of capacity to produce with capacity
to enjoy might lead even to the superiority of aristocracy. This
effusion was in due time replaced by the classic formulation of the
utilitarian rule of taxation, minimum sacrifice. The state should
tax the rich before the poor, not simply more heavily than the
poor, subject to the unexplored dangers of the effects of aggres-
sively progressive taxation on production.s Progression followed
from the twin assumptions that the marginal utility of income
falls as income rises, and there is no systematic relationship be-
tween the amount of income a person possesses and his efficiency
in converting income into utility.

13Mill was mistaken only in believing that present values did not include un-
biased estimates of future increments in rents. A similar problem lurks behind his sup-
port of progressive taxation of estates. The posthumous Chapters on Socialism pays no

attention to inequality (aside from that implicit in the discussion of poverty), even in
discussing Blanc, Fourier, and Owen.

14 Those denied “a share of domestic pleasures” might be consoled by emigration!

15 See Francis Edgeworth, “The Pure Theory of Taxation,” in Collected Works
Relating to Political Economy (London: Macmillan, 1925), I, 111-42.
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By 1912 Pigou was prepared to assert as an axiom of welfare
economics that “economic welfare is likely to be augmented by
anything that, leaving other things unaltered, renders the distribu-
tion of the national dividend less unequal.” 1+ He was still reluc-
tant to engage in extensive direct redistribution, on the ground —
so characteristic of this eccentric man — that the poor would not
use the funds intelligently: “Women, who cook badly or feed
their children on pickles, are not bankrupted out of the profession
of motherhood; fathers who invest their sons’ activities unre-
muneratively are not expelled from fatherhood. ... What has
been said, however, . . . should suffice to establish the thesis . ..
that the poor, as entrepreneurs of investment in themselves and
their children, are abnormally incompetent.”» Fortunately the
intelligence of the poor was rising at a powerful rate, so a few
years later Pigou was able to write that “To charge the whole
body of the poorer classes with ignorance and lack of capacity for
management would, indeed, be to utter a gross libel.” s Or was
Pigou getting in step with society?

I shall assert what I believe I could document, a steadily ris-
ing concern with the distribution of income among economist-
preachers during the last one hundred years. Today the conse-
quences of any policy on the distribution of income is the early
subject of every appraisal, and egalitarianism is an almost uncon-
troverted goal of social policy. Two broad statements can be
made about the ascendancy of income distribution as the subject
of ethical judgments on economic policy.

The first is that the expanding concern of economists with
income distribution did not come from within economics. Until
recently, the professional literature on income distribution has
been sparse, relatively iconoclastic (especially with reference to
the possibility of interpersonal comparisons of utility) , and non-

16 Wealthand Welfare (London: Macmillan, 1912),p. 24.
17 Ibid., pp. 356-57, 358.
18 Economics of Welfare (London: Macmillan, 1924), p. 709.
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cumulative. It cannot be doubted that the economists have im-
ported egalitarian values into economics from the prevailing ethos
of the societies in which they live, and they have not been im-
portant contributors to the formation of that ethos. In the English
tradition from which I have been drawing my examples, the
Fabian socialists were immensely more influential and outspoken
supporters of egalitarianism than the neoclassical economists.

The second generalization is that the wide acceptance of the
ethical desirability of extensive income redistribution has inhibited
the development of a positive theory of income distribution. Such
a positive theory would explain how the size distribution of in-
come affected, and was affected by, developments such as rising
wealth and education, the roles of taxation and other forms of
political action, the institutions of inheritance, and the changing
nature of the family. Just such a positive theory is beginning to
emerge, and [ predict that it will have important effects upon the
attitudes of economists toward policies of redistribution. The
remarkable circumstance, however, that professional study of in-
come distribution up to recent times was small and noncumulative
is attributable to the fact that economists viewed the subject as pri-
marily ethical.

5. CONCLUSION

I must bring this sermon on economic sermons to a close. The
main lesson I draw from our experience as preachers is that we are
well received in the measure that we preach what the society
wishes to hear. Perhaps all preachers achieve popularity by this
route.

The degree of popularity of a preacher does not necessarily
measure his influence as a preacher, let alone as a scholar. In
fact one could perhaps argue that unpopular sermons are the
more influential — certainly if the opposite is true, and preachers
simply confirm their listeners’ beliefs, pulpits should be at the rear
of congregations, to make clearer who is leading. Whether eco-
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nomic preachers lead or follow, they need an ethical system to
guide their recommendations. [ shall address the nature and
sources of their ethics in the next lecture.

II. THE ETHICS OF COMPETITION:
THE FRIENDLY ECONOMISTS

The system of organization of an economy by private decisions
on the allocation of resources and the private determination of
the composition and distribution of final outputs is variously
known as the market system, the enterprise system, competition,
laissez-faire, and by the Marxian word, monopoly-capitalism. This
system has been the main method of control of economic life in
the last two hundred years in the Western world, but the extent
of governmental intervention has increased enormously in both
its scope and depth of detail.

In this lecture I plan first to discuss the attitudes of the main-
stream of English economists toward this system — the measure
and content of their approval and disapproval of the enterprise
system. I shall dwell only briefly on the pre-modern evolution of
their attitudes and treat primarily with the modern attitudes
toward the market. Thereafter, I shall address the questions of
where the economists get their ethics and the effects of these
ethical values on their work.

1. To 1900: THE GROWTH OF CAUTION
IN THE EcoNnoMISTS’ DEFENSE

Until the mid-nineteenth century, the virtues of the enterprise
system were as widely accepted as the belief in its efficiency.
Private property turned sand into gold, and no one complained at
the loss of the sand or the presence of the gold. The “natural
system of liberty” was extended widely. It is true that considerable
lists have been compiled of the public tasks which the classical
economists assigned to the state to correct or reinforce private



(STIGLER) Economics orEthics? 161

actions, but they were not widespread or systematic programs,
rather a spattering of Band-Aids to be put on the body economic.
Malthus denounced systems of equality as part of his population
essay and Ricardo ridiculed Robert Owen’s parallelograms.:

John Stuart Mill was much more ambivalent on the compara-
tive merits of private enterprise and various forms of socialism.
The ambivalence was attributable to three sources: his remarkable
propensity to understand and state fairly almost any view; the
influence of Harriet, the femme fatale of the history of economics;
and the astonishing and absurd deficiencies which he assigned to
private enterprise. He asserted that perhaps nine-tenths of the
labor force had compensation which at best was loosely related to
exertion and achievement — indeed so loosely that he expressed
indignation that the “produce of labour should be apportioned as
we now see it, almost in an inverse ratio to the labour.” : He felt
able to assert that a competitive market could not achieve a
shortening of hours of work, even if all the laborers wished it.;
It has been said that only a highly educated man can be highly
mistaken. Mill is no refutation.

Nevertheless, while stating in explicit and implicit ways that
political economy did not imply laissez-faire, he initiated a prac-
tice that was soon to become widely imitated. After listing several
reasons for preferring laissez-faire — chiefly grounded on a desire
for individual freedom and development, but grounded also on
efficiency — Mill concludes, “few will dispute the more than
sufficiency of these reasons, to throw, in every instance, the

1 For those who are more familiar with the parallelograms of Euclid than those
of Owen, the latter proposed a utopia composed of communities of 500 to 2,000
people, each located in a village “arranged in the form of a large Square, or Parallelo-
gram,” with a balanced agricultural and manufacturing economy in which “a full and
complete equality will prevail”; see “Constitution, Laws, and Regulations of a Com-
munity,” in 4 New View of Society, 1st American ed. (New York: Bliss and White,
1825), pp. 162-63.

2 Principles of Political Economy (Toronto: University of Toronto Press, 1965),
1, 207.

3 Ibid., 11,956-57.
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burthen of making out a strong case, not on those who resist, but
on those who recommend, government interference. Luissez-faire,
in short, should be the general practice: every departure from it,
unless required by some great good, a certain evil.” «The prac-
tice of denying laissez-faire as a theorem but asserting its expedi-
ency as a general rule soon became, and to this day (I shall later
argue) has remained, the set-lecture of the economist. Soon
Cairnes, Jevons, Sidgwick, Marshall, and-J. M. Keynes confirmed
the tradition.s Monopoly, externalities, ignorance, and other rea-
sons for departing from laissez-faire accumulated, but as in-
dividual exceptions to a general rule.

This compromise, in which Pure Science was silent but Heavy
Presumption favored laissez-faire, troubles me more than it has
most economists. A science is successful in the measure that it
explains in general terms the behavior of the phenomena within
its self-imposed boundaries. Let me give an example: the science
should be able to tell us the effects of a minimum wage law on the
employment and compensation of all workers, the effects on con-
sumers through price changes, and so on. The standard analysis,
to be specific, predicts that a minimum wage law reduces the in-
comes of the least capable workers and of the community at large,
and various other effects.

One could say that the theory does not lead to an unambiguous
rejection of minimum wage laws because of limitations imposed
by the economist’s framework: for example, monopsony in the
labor market or ignorance of workers leads to inefficient market
results. Then, however, the economist should analyze the effects

4 Ibid., 11,944-45. The argument is presented fully in book V, chapter XI.

3

5 J. E. Cairnes, “Political Economy and Laissez-Faire,” in Essays in Political Econ-
omp (London: Macmillan, 1873): “Economic science has no more connection with
our present industrial system than the science of mechanics has with our present sys-
tem of railways” (p. 257); W. S. Jevons, The State in Relations to Labour (London:
Macmillan, 1882); H. Sidgwick, Principles of Political Economy, 3d ed. (London:
Macmillan, 1901), bk. 111, ch. 11; A. Marshall, “Social Possibilities of Economic
Chivalry,” in Memorinls of Alfred Marshall, ed. A. C. Pigou (London: Macmillan,
1925) ; and J. M. Keynes, Scope and Method of Political Economy, 4th ed. (London:
Macmillan, 1930),ch. 11.
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reached under (say) minimum wage laws and laissez-faire with
monopsony, and reach a definite result or no result. In either
event, no pesumption is established.

Alternatively, the theory may be deemed inconclusive for rea-
sons lying outside the economists’ domain; in particular, social
values not recognized by the theory may reverse the conclusion.
For example, a desired income redistribution (or some other social
value) may be achieved by the minimum wage law. Thus the
apparent beneficiaries of a minimum wage law are the workers
above the minimum wage, and indeed that is the reason the AFL-
CIO supports the law. Or the workers in a high-wage area may be
protected from the competition of a low-wage area, preserving a
desired distribution of population.

Very well, let these or other reasons be sufficient to explain
the informed passage and continuance of the minimum wage law
by the community. Is it not then a fair request of economic theory
that it include these results in its study of the minimum wage law !
Why shouldn’t the full range of consequences important to the
society be important to the economist? Unless we invoke con-
sequences outside the scope of rational inquiry— say, that the
law favors believers in the true God, without further identifica-
tion — it is not easy to live with both a pure science of economic
phenomena and a set of nonderivative presumptions about prac-
tice, Of course the neglect of values other than efficiency may be
defended on grounds of scientific division of labor, even though
no other science seems inclined to study the neglected share. In
any event, one wonders again where the presumption comes from.

I suspect the answer to these questions is that the economists
have decided, possibly implicitly and silently, that the other values
that might overcome the efficiency presumption are usually weak
or conflicting, or even reinforce the conclusion based upon the
studied effects. I am in no position to quarrel with this as a work-

¢ In Mill’s view, the freedom from compulsion was the chief value justifying the

presumption of laissez-faire; book V, chapter XI of the Principles is a preview of
On Liberty.
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ing philosophy: no matter how full the explanation of why we
have minimum wages — and it is a study we should broaden —
I predict that we economists will not like the law. But the work-
ing philosophy should not parade as science.

2. MARGINAL PropuctiviTy ETHICS

The decline in open, unconditional praise of the enterprise
system by economists suffered one important interruption at the
end of the nineteenth century. The occasion was the discovery and
widespread adoption of the marginal productivity theory.

The marginal productivity theory states that in competitive
equilibrium each productive factor receives a rate of compensa-
tion equal to the value of its marginal or additional contribution
to the enterprise that employs it. If the productive factor is a
laborer, and he works as (say) a service worker with negligible
capital equipment, in equilibrium his wage will equal simply the
amount of revenue his services add to the enterprise. If, as is
usually the case, the product of all factors is commingled, the
marginal product may be manifested as a slightly larger crop or a
more reliable machine or some other salable attribute.

If you declare to a layman that a certain individual is paid
his marginal product, after explaining perhaps more clearly than I
have what a marginal product is, and then add, “Isn’t that simply
outrageous?,” I predict that this layman will be amazed by your
comment. In any event, several economists who were among the
founders and disseminators of the marginal productivity theory
did take exactly the view that the value of the marginal product
of a person was the just rate of his remuneration.

The most famous exponent of this view was John Bates Clark.
In his magnum opus, The Distribution of Wealth (1899), he
stated:

The welfare of the laboring classes depends on whether they
get much or little; but their attitude toward other classes — and
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therefore the stability of the social state — depends chiefly on the
question, whether the amount they get, be it large or small, is
what they produce. If they create a small amount of wealth and
get the whole of it, they may not seek to revolutionize society; but
if it were to appear that they produce an ample amount and get
only a part of it, many of them would become revolutionists, and
all would have the right to do so. ...

Having first tested the honesty of the social state, by deter-
mining whether it gives to every man his own {product}, we have
next to test its beneficence, by ascertaining whether that which is
his own is becoming greater or smaller.

T. N. Carver of Harvard was also an exponent of productivity
ethics:

But if the number of a particular kind of laborers is so small
and the other factors are so abundant that one more laborer of
this particular kind would add greatly to the product of the com-
bination, then it is not inaccurate to say that his physical product
is very high. That being the case, his value is very high. This,
therefore, is the principle which determines how much a man is
worth, and consequently, according to our criterion of justice, how
much he ought to have as a reward for his work.s

I have not sought to discover how many economists joined
in this ethical justification of competition. I believe that many
economists did so, not so often by explicit avowal as by the
implicit acceptance of the propriety of marginal productivity as
the basis for remuneration. Pigou, for example, wished to define
an exploitive wage, and he chose as his definition a wage which
fell below the value of the marginal product of the worker.s

This literature is usually referred to as “naive productivity
ethics,” with the adjective serving not to distinguish it from some
other more sophisticated ethical system but to express disapproval.

7 (New York: Macmillan Co., 1899),pp. 4-5.
sEssays in Social Justice (Cambridge: Harvard University Press,1915), p.201.
9 The Economics of Welfare, 2d ed. (London: Macmillan, 1924),p. 754.
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The classic statement of this disapproval is the famous essay by
Frank Knight, “The Ethics of Competition” (1923)..,Four
charges are made against the claims of the competitive system
to be just:

1. An economic system molds the tastes of its members, so
the system cannot be defended on the ground that it satis-
fies demands efficiently.u

2. The economic system is not perfectly efficient: there are
indivisibilities, imperfect knowledge, monopoly, externali-
ties, efc.

3. The paramount defect of the competitive system is that it
distributes income largely on the basis of inheritance and
luck (with some minor influence of effort). The inequality
of income increases cumulatively under competition..

4. Viewed (alternatively) as a game, competition is poorly
fashioned to meet acceptable standards of fairness, such
as giving everyone an even start and allowing a diversity
of types of rivalries.

When I first read this essay a vast number of years ago, as a
student writing his dissertation under Professor Knight’s super-
vision, you should not be surprised to hear that I thought his was
a conclusiverefutation of “productivity ethics.” When I reread

10 Quarterly Journal of Economics, reprinted in The Ethics of Competition (Chi-
cago: University of Chicago Press, 1976).

3

1., . the social order largely forms as well as gratifies the wants of its members,
and the natural conseguence [is] that it must be judged ethically rather by the wants
which it generates ... (ibid., p. 51).

12 Hence, “in conditions of real life no possible social order based upon a laissez-
fairepolicy can justify the familiar ethical conclusions of apologetic economics” (ibid.,
p-49).

13 “The ownership of personal or material productive capacity is based upon a
complex mixture of inheritance, luck, and effort, probably in that order of relative
importance” (ibid., p. 56). “The luck element is so large . . . that capacity and effort
may count for nothing [in business). And this luck element works cumulatively, as in
gambling games generally” (ibid., p. 64).
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it a year or so ago, [ was shocked by the argumentation. Knight
made a series of the most sweeping and confident empirical judg-
ments (such as those underlying the first and third charges) for
which he could not have even a cupful of supporting evidence.
Moreover, why was it even relevant, with respect to his second
charge, that real-world markets are not perfectly competitive in
his special sense: one can define a perfect standard to judge im-
perfect performance, and assuredly real-world performance under
any form of economic organization will be less than perfect by
any general criterion. Knight kept referring to the objections to
competitive results under any “acceptable ethical system” but
never told us what such a system contained in the way of ethical
content. His own specific judgments do not seem compelling, as
when he asserted that “no one contends that a bottle of old wine
is ethically worth as much as a barrel of flour.” Dear Professor
Knight, please forgive your renegade student, but I do so contend,
if it was a splendid year for claret.

I shall have more to say about acceptable ethical positions
shortly, but for the moment I wish only to assert that the appeal
of productivity ethics for income distribution commands wide sup-
port not only from the public but also from the economists when
they are watching their sentiments rather than their words. Ethical
values cannot be counted by a secret ballot referendum, but the
support for a productivity ethic is indeed widespread. Even Marx,
like Pigou, defined surplus value as the part of a worker’s product
that he was not paid. The fact that more than skill and effort go
into remuneration — that in Knight’s example bearded women get
good circus jobs simply by not shaving — is not enough to dismiss
productivity ethics.

3. THE ETHICS OF ECONOMISTS

I have postponed as long as possible the question: where do
economists get their ethical systems? My answer is: wherever
they can find one.
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One occasional source has been a widely acceptable philosophi-
cal system. The most important such system in the history of eco-
nomics has been utilitarianism, which was strongly influential on
Bentham’s circle, Sidgwick, Marshall, Pigou, and above all Edge-
worth. [ have already referred to Edgeworth’s Mathematical
Psychics (1881), which is in good part a reproduction of his
earlier monograph, New and Old Methods of Ethics (1877).
Edgeworth presents the utilitarian ethic in full grandeur:

‘Mecanique Sociale’ may one day take her place along with
‘Mecanique Celeste,” throned each upon the double-sided height of
one maximum principle, the supreme pinnacle of moral as of
physical science. As the movements of each particle, constrained
or loose, in a material cosmos are continually subordinated to one
maximum sum-total of accumulated energy, so the movements of
each soul, whether selfishly isolated or linked sympathetically, may
continually be realizing the maximum energy of pleasure, the
Divine love of the universe..

Edgeworth’s calculus and Sidgwick’s Methods of Ethics represent
the high point of the utilitarian ethics in neoclassical economics.

It proved to be a major obstacle to the explicit use of the
utilitarian ethic that it required additional information, particu-
larly about the efficiency of different persons in producing utility,
that admitted of no objective determination. Recall that Edge-
worth was led to recognize the possibility that an aristocracy might
be the best of all societies.

Even when the difficulty of comparing utilities could be over-
come, and it was generally overcome by consensus rather than
by argument or evidence, the systematic ethic led to an embar-
rassing consequence. Let me explain by example.

When one traces out the applications of a general ethical sys-
tem one encounters problems such as one that Alfred Marshall
faced. He examined the properties of good excise taxes in a
chapter suitably entitled “Theories of Changes in Normal De-

14 Mathematical Psychics, p. 12.
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mand and Supply in Relation to the Doctrine of Maximum Satis-
faction.”:s According to the utilitarian theory, it is more desirable,
Marshall stated, to tax necessaries rather than luxuries because the
demand for necessaries is less elastic and therefore an excise tax
will occasion a smaller loss of consumer utility (surplus).s Of
course he rejected this recommendation of regressive taxation
because it ignored ability to pay taxes.

It might be argued that if Marshall had properly weighted the
marginal utility of income of the poor as greater than that of
the rich, he would be freed of embarrassment. Possibly, although
he would then have needed to compare the magnitudes of utilities
with taxation of luxuries and taxation of necessaries. In any
event, other embarrassing implications are readily found, for
example, that the utilitarian goal would imply cosmopolitan in-
come redistribution.

And that is the trouble with a comprehensive ethical system:
it leads to conclusions which are unpopular with the community
and therefore unpopular with the economists. I believe, although
I have not undertaken the substantial task of verifying, the propo-
sition that wherever an ethical system has clashed with widespread
social values, the economists have abandoned the implications of
the ethical system. If that is indeed the case, it strongly argues
for the acceptance of the community’s values with whatever in-
consistencies they contain.

John Rawls once proposed a way out of this impasse—a
method of deriving general ethical values that were both induc-
tive and capable of consistent application. His proposal was as
follows. Select a set of competent judges and ask them to decide
many and varied specific conflicts that arise between individuals
in the society. Given their decisions, seek an explication or prin-
ciple that correctly predicts these decisions on average and call
that principle the ethical principle. Any implicit ethical principles

15 Principles of Economics (1920),bk. V, ch. XIII.
16 Ibid., p. 467 n.
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that had been followed by the competent judges would be recov-
ered by this procedure. One might complain at the elitist nature
of the procedure, and a fundamental question is of course whether
any principles would be found to exist.» Rawls’s later and in-
fluential presentation of a modified utilitarian theory of justice has
no such inductive basis, which suggests that he also found an
inductive ethics difficult to systematize, and possibly difficult to
accept.m

If economists have been content to base their goals upon the
ruling views of the educated classes, as I believe to be the case,
that is not quite the same thing as saying that they have simply
taken an implicit opinion poll on ethical values and either accepted
the majority view or distributed themselves in proportion to the
frequencies of views held by these classes. Their own discipline
has had its own influence.

Members of other social sciences often remark, in fact I must
say complain, at the peculiar fascination that the logic of rational
decision-making exerts upon economists. It is such an interesting
logic: it has answers to so many and varied questions, often
answers that are simultaneously reasonable to economists and
absurd to others. The paradoxes are not diminished by the delight
with which economists present them. How pleased Longfield must
have been when he showed that if, in periods of acute shortage,
the rich bought grain and sold it at half price to the poor, the poor
were not helped. How annoyed the ecclesiastical readers of Smith
must have been to learn that the heavy subsidization of clerical
training served only to lower the income of curates. How out-
raged even some economists are with Becker’s “rotten kid
theorem,” which demonstrates that altruistic treatment of a selfish
person forces him to behave as an unselfish person would.

Economic logic centers on utility-maximizing behavior by

17 See “Outline of a Decision Procedure for Ethics,” The Philoiophiral Review 60
(1951): 177-97.

18 See A Theory of Justice(Cambridge: Harvard University Press, 1971).
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individuals. Such behavior may be found in every area of human
behavior — and my just-mentioned colleague, Gary Becker, has
analyzed it with striking results in areas such as crime, marriage
and divorce, fertility, and altruistic behavior — but the central
application of economic theory has been in explicit markets. The
power of self-interest, and its almost unbelievable delicacy and
subtlety in complex decision areas, has led economists to seek a
large role for explicit or implicit prices in the solution of many
social problems.

As a result, in a period of rapid and extensive movement away
from reliance on competitive markets to allocate resources and to
distribute income, economists have not led the trend but rather
followed it at substantial distance. They have sought persistently
to employ prices to abate pollution or to ration energy or to incite
safety conditions. They have been at the forefront of what pres-
ently appears to be a modest policy of deregulation of certain areas
of economic behavior.

It would take a wiser person than I to determine which shares
of this market orientation of economists are due to professional
training, to attachment to a demonstrably efficient machinery for
allocating resources that is largely (but not completely) inde-
pendent of the goals being sought, and to ethical values in the
market organization of economic activity. But this last component,
the ethical attractiveness of voluntary exchange, plays at least
some part in our attitudes, and I shall give an example of its role.

Market transactions are voluntary and repetitive. These traits
are much less marked in political transactions, or military trans-
actions, although perhaps not in religious transactions. Because
the market transactions are voluntary, they must benefit at least
one party and not injure the other. Because they are repetitive,
they (usually) make deceit and nonfulfillment of promises un-
profitable. A reputation for candor and responsibility is a com-
mercial asset — on the enterprise’s balance sheet it may be called
good will.
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Nothing in rational behavior precludes the formation of habits
which economize on decision-making costs. One such habit
according to Marshall is probity: “The opportunities for knavery
are certainly more numerous than they were; but there is no reason
for thinking that men avail themselves of a larger proportion
of such opportunities than they used to do. On the contrary,
modern methods of trade imply habits of trustfulness on the one
side and power of resisting temptation to dishonesty on the other,
which do not exist among a backward people.”s A still stronger,
and much earlier, extension of the same argument was made by
Smith:

Whenever commerce is introduced into any country, probity
and punctuality always accompany it. These virtues in a rude and
barbarous country are almost unknown. Of all the nations 