Ethical and Philosophical Foundations of Economics
The following utilizes some of the material in previous chapters in the book linked above, and makes some of the same points, but from a different, and additional, perspective.  It was written as a “stand alone” or self-contained article, but I include it as one of the chapters in the book, because it is different enough from the other chapters to belong with them too.
Chapter 37
When Economic Process Displaces Purpose

The efforts by the Bush administration and now the Obama administration to revive the economy from its meltdown remind me of the game of golf.  If any sane observer from another planet were to watch people play golf, the first question would probably be “If the object is to put the ball into the hole the most efficient way, why do you use those unwieldy, strange sticks to hit it there instead of just carrying it to the hole and putting it in with your hand?”  The difference between golf (or any sport or game) and economics though, is that golf is a game where developing proficiency at intrinsically pointless skills that do things in a difficult way is fun in its own right, and economics should not be a game whose mechanisms are acceptable when they have no merit, and particularly when they are harmful.  The point of golf is not to get the ball into the hole the most efficient way – but to get it in the hole the most efficient way using funny sticks in ways specified by the rules of the game, rules meant to make the task very challenging while still making it possible.
Unfortunately, much of life is set up to follow what philosophers call a “rule utilitarian” scheme, which is that rules are put into place which are supposed to be the best ways to achieve a goal, and once the rules are in place, then, in order for everything to be fair, everyone must follow them, even if in a particular instance it might be advantageous, or even important, for everyone, to break or ignore one or more.  And everyone must play by (the same) rules to make the enterprise fair and so that everyone knows what is allowed and what is not, and so everyone can make plans based on that shared knowledge.  This is the theory, and it is a generally acceptable model for sports and games, but it frequently does not suit real life well.  It fails because there are cases where following rules can cause clearly bad results that could easily be avoided by breaking the rules that do not permit doing what is clearly right.  It also fails because the consequences of following the rules are not always fair, although the rules may seem fair to those who make them or who have the ability or means to succeed within them.  And it fails in those cases where the rules do not accurately foster or describe the behaviors they are intended to reflect, promote, or achieve.

Occasionally it even fails in sports, when actions that fall under the rules actually hurt the spirit (and/or therefore in many cases the spectator value) of the game.  For example, when coach Dean Smith at North Carolina introduced the “four corners offense” which basically turned college basketball into a sophisticated game of “keep away”, it forced the NCAA to introduce the shot clock in basketball so that teams that were ahead at some early point in the game could not just hold the ball indefinitely for the rest of the game by adroitly passing it all over the “spread out” (into the four corners of the) half-court.  Also the balk rule in baseball had to be changed, after a pitcher who carefully studied the existing rule devised a way to pick runners off first base in a manner that made it virtually impossible for anyone to get a sufficient lead to be able to steal second base, or get past it on a single to the outfield, thus essentially taking “base stealing”, or taking an extra base on a hit, out of the game.  But because sports is a rule utilitarian enterprise, and normally rules do not permit changes in them during a season, both those sports had to endure a season of behaviors that met the rules while thwarting their ultimate purpose.
While that may be tolerated in a game or sport, it should not be the way economics works, particularly under dreadful economic conditions. The rules should not take priority over their purpose. There are two central purposes of any economic system – and any economic mechanisms, rules, or guiding principle should help achieve them, not thwart or impede achieving them.   The first is to help individuals in any society which utilizes the system, achieve the greatest amount of benefit (or greatest amount of worthwhile benefit-over-burden) from their legitimate (i.e., moral) labor, and the second is to distribute fairly and rightly the benefits and burdens of at least mutual labor (and sometimes of life in general
) in the fairest, most reasonable way of all those who participate in the system and contribute to it, and in some cases, of those who are not able to participate in the system, such as children or others unable to work through no fault of their own, or who contribute in a way different from what is normally considered (paid) work – such as bearing and raising children.  In other words an economic system should take into account both productivity and moral principles. This typically in modern societies means the individuals involved exchange with each other the excess of goods and services which they produce by dividing their labor and working at what they each do best.  It would be ideal if the most productive system was also the fairest and also otherwise most moral, but in many instances these goals conflict with each other – as illustrated in Winston Churchill’s observation to the effect that capitalism provides an unequal distribution of wealth, whereas Communism or socialism provides an equal distribution of poverty (or misery).  
When my children were young, one time they fought over some stupid cheap toy in the backseat of the car as we drove somewhere.  I told them to work out some way they could share the toy or each have it part of the time or I would take it away from them.  The older one told me to just go ahead and take it now.  I said, “But then neither of you would get to enjoy it.” And her immediate reply was “But at least that will be fair.”  Her emphasis on fairness to that extreme was unnecessarily detrimental to their productive mutual enjoyment of the toy.  One doesn’t want an economic system that is fair in that way – fair at so great an expense of benefit.
On the other hand, John Stuart Mill, in commenting in his Principles of Political Economy on the difference between unfettered free-market capitalism as it was practiced in the middle of the 19th century in England and the ideals of communism proposed at the time, eloquently pointed out the flaw in the other extreme, whereby some were able to exploit others by an unfair and undeserved advantage: 
"If ... the choice were to be made between Communism with all its [problems], and the present state of society with all its sufferings and injustices; if the institution of private property necessarily carried with it as a consequence, that the produce of labour should be apportioned as we now see it, almost in an inverse ratio to the labour --the largest portions to those who have never worked at all, the next largest to those whose work is almost nominal, and so in a descending scale, the remuneration dwindling as the work grows harder and more disagreeable, until the most fatiguing and exhausting bodily labour cannot count with certainty on being able to earn even the necessaries of life; if this or Communism were the alternatives, all the difficulties, great or small, of Communism would be as dust in the balance."

Now it seems elementary to me that any economic system, mechanism, policy, or proposal should be judged on the basis of its total impact on both 1) generating an increase of benefits over burdens, and 2) on fairness and rightness in distributing the benefits and burdens of life, or at least those of cooperative labor.  That is all that should be involved.  And yet, that is where the political discussions seldom, if ever, focus in practice. Instead, at best, “conservatives” emphasize productivity (by which they mean increasing the benefits or ratio of benefits to burdens), particularly for the individual, while ignoring fairness, and “liberals” emphasize fairness while ignoring problems that might cause for productivity.  That is a major problem in itself because it does not work toward finding mechanisms that strike a reasonable balance between the two.
[To make clear here, though, by “fairness” I do not necessarily mean equal results for all or undeserved or unjustified reward for anyone.  Conservatives tend to fear that for people below a certain level of income at least, a guaranteed portion of society’s bounty will produce or foster sloth, and liberals ignore that may actually be the case sometimes.  The concept of “fairness” is too complex a subject to examine here
, but it is one that should not be ignored nor treated in the superficial and mistaken, sometimes absurd, ways it tends to occur in public discussions.]
But there are even bigger problems, because most economic policies and policy proposals simply introduce ways to try to achieve better results on supposedly objective scales, though those may not actually have anything to do with increasing worthwhile productivity or achieving reasonable fairness.  For example, one might increase gross domestic product (GDP) in any of a number of ways that yet do not significantly improve the quality of life or bring about a greater balance of benefits to burdens.  For example, if you had to choose between (1) living on an island paradise with plenty of friends whose companionship was enjoyable and where each of you could spend most of your time doing what you really wanted to do although there was a low or non-existent GDP because work and trade were not necessary, or (2) living in a major urban area where there was plenty of money, and a high GDP, but a high cost of living combined with many more serious needs than could be met by the labor available, would not the place with the lower GDP be the better place to live in terms of quality of life.  GDP is just one example of an objective financial/monetary measure that does not actually reflect what it intends to or seems to measure.  And too much economic debate centers around increasing such measures without trying to determine whether doing so would actually make us better off as individuals or as a society or not.  For example, it might be that we would be better off if, instead of working harder to increase GDP, we found ways to increase leisure time while producing enough necessities for all but cutting down on unnecessary products whose only purpose is to increase trade and GDP, not to make our individual or collective lives better.  The presumption that increased trade and increased GDP make our lives better is not necessarily true.  And there are many serious cases where it isn’t. Some “measures” of economic quality of life are akin to a business’s accounting procedures that show a higher or lower financial profit even though nothing is materially different in terms of amount of income and amount of expenses paid.
The analogy with golf is the tinkering with the rules (e.g., whether one can improve the lie of the ball a bit in the fairway without penalty – “winter rules”) and with the technology of the balls and clubs in a way that allows one to hit shots with greater distance or accuracy with no, or very little, increase in skill.  Then the purpose of the game – which is developing player skill in using certain kinds of sticks (not just putting the ball into the hole) -- is being thwarted by the acceptance of that technology, because the technology allows improvement in results that have nothing to do with the improvement of one’s skill level.  The apparent measure of success is not a real measure of improvement or success at all. Improve the equipment sufficiently, and you are relegating golf to carrying the ball to the hole and dropping it in.  Technological improvements within some limits may or may not increase the popularity of the sport, but the “purity versus popularity” aspect of sports is still a discussion about an artificial enterprise which has no real intrinsic purpose or value in the first place.  That is not the kind of discussion that best serves economic policy, because fairness and quality of life in the economic realm do have intrinsic value and are not arbitrary.
This sort of thing happens in all formal systems – systems with rules that become more important than the purpose the rules were intended to achieve.  The means displace and become the ends.  We see it in the criminal justice system when loopholes and the skill of lawyers thwart justice instead of fostering it.  We see it in legislatures where rules intended to achieve mutual cooperation for the good of the society instead foster mutual cooperation for the good of the legislators even at the expense of the citizens they represent.  We even see it in football instant replay where rules that arbitrarily limit its use defeat the purpose of making sure no important official calls are allowed to stand when everyone viewing the game on television sees they are obviously incorrect.  E.g., if a coach has to initiate the replay, and can only do so twice during a half, then clearly some bad calls will go uncorrected.  The rationale that replay reviews slow down the game too much to allow more challenges misses the point entirely.  The coach should not have to initiate reviews at all, because the point of instant replay is not to review the calls coaches think are bad, but to correct the calls that the whole viewing audience sees are bad.  An official in the booth should be the one to call for the review or make the correction for every badly missed call, not just those in the last two minutes of a half, as the rules now stand.  A bad call is no more significant in the last two minutes than in the first two minutes of a game; if a team loses by five points, it does not much matter that they had a touchdown wrongly denied at the end rather than the beginning, or that the other team had a touchdown wrongly credited to them at the end rather than the beginning.  It is true that bad calls at the beginning have a chance of being overcome, whereas those at the very end do not, but having to overcome bad calls should not be part of the challenge of athletic competition, however psychologically interesting it might be.  And it certainly does not add a favorable dimension to the game when an early bad call cannot be overcome just because of some misguided, arbitrary rule.
But while there may be some point, even if impure, in trying to make golf clubs that help you play the game more effectively, it is still a round-about way of getting the ball into the hole most effectively and efficiently.  In economics, it is asinine to be tinkering with the golfing equivalent of inefficient and maybe even ineffective “sticks” in order to achieve the ends that might more readily be achieved directly.  It is not only a wasteful process, but it is morally wrong if it allows significant unnecessary harm to occur while waiting for it to work or while waiting to see whether it works or not.  While people are losing jobs, homes, and the ability to purchase health care and other important goods and services, thus putting even more people out of work – in short while the economy is contracting – policies that try to get the economy “moving again” by tax breaks or by “bailout” infusions of cash to financial institutions seem to be as inefficient as hitting a ball off the ground into a distant, small hole with a bunch of thin sticks.  If innocent people are deprived of their money by a massive failure in the system, their needs to be a direct remedy if one is possible, not an indirect one that may or may not do the job.

The morality of the endeavor is also not helped when many of the financial institutions receiving the money are those that caused the problem in the first place by programs that were clearly greedy and stupid, since their purpose was to make money through mechanisms which were at best not understood at all, and at worst fairly clearly basically a Ponzi scheme based on unrealistic, “exuberantly optimistic” market value growth that was unsustainable.
The immorality of the enterprise is compounded further when 1) the money intended to help stimulate the economy and get it functioning optimally, fails to do so, 2) when it is placed in a financial institution where those who need and/or deserve it then have to pay (interest, loan fees, and time and labor to prove they qualify for it) to access and use it – which is like your insurance company’s giving the dealer a new car for you to buy when yours is stolen or wrecked instead of giving you a new car or part of the money for it, and 3) particularly when (retirement) savings – which is money saved from work already done long ago, that produced, and maybe still produces benefit, for society -- is not replaced in the process. 
Because investment is an essential part of the free market capitalist system, there should be some form of insurance that reasonably distributes the risks of reasonable investments – particularly perhaps involving pension funds.  Otherwise retirement savings becomes a mere gamble – which means that one could end up having worked for nothing, and have no way of getting back in trade the labor for one’s own earlier labor.  Savings essentially represents the deferral of getting return goods and services for the goods or services one traded to others for money.  Money is a medium for non-simultaneous trading of goods and services; and money invested in retirement accounts is a storage medium for trades that occur over an even longer than normal span of time.
It would be different if some sort of physical catastrophe wiped out the sources and availability of the goods and services we have saved money to purchase, from the money we earned through the labor we contributed to the system.  If a war or natural disaster destroys skilled workers or complex equipment needed to provide things we want, money may not be able to replace or resurrect them.  But when what destroys the ability to purchase what is available, financially rather than materially – when the sources and means of production have not changed, but only something in the financial system has – then there should be some reasonable way to directly manipulate the system, not just indirectly try to manipulate it through suspect financial mechanisms (the “golf sticks”), to prevent people from losing what they deserve to have, particularly from past labor they have already contributed.  And similarly for people who are currently able to work, it would be different if a physical catastrophe destroyed the means of production – the means of their being able to work.  It would be understandable that there would be necessary dislocations and changes in jobs, tasks, and trade, but that should not the case when there is no loss in the means of production, but merely in the failed rules that comprise the financial mechanism that enables the process of trade and keeps a supposed account of who deserves what, based on what they have contributed.
The further shame is that the rules under which our economic system works are invalidly thought to be fair and reasonable simply because they produce success for some who often are the ones who most extol their virtues. Any way of making money or achieving success at some enterprise will tend to seem fair to those who know how to “work the system” and benefit from it under the rules, even if they are not really contributing to the real improvement of people’s lives.  But that is not the measure of fairness. It is just another example of “winners writing history”.  And it does not take into account the potential opportunity costs.  Just because a system works very well for a portion of the population, and works acceptably well for a larger part of the population does not mean it is the best we can all do.  What we want is a system that is most fair and most beneficial regardless of what supposedly objective indicators it excels in that may not be related to fairness or worthwhile benefit.  What we shouldn’t want is a system that holds us hostage to rules and mechanisms we are afraid to change or abandon just because they happen to coincide with progress in the ability to purchase material goods and desired services, even when we know or could know that they do at an ultimate cost to us – as seems to occur when market values become “overly exuberant” or when “financial instruments” have no relationship to anything realistic and merely create monetary exchanges that benefit some while burdening others or eventually burdening the whole economic system once they reach a critical mass.
Now part of the allure of free market capitalism is that in some ways our choices and work/trade decisions in it are voluntary and autonomous (i.e., “free and unfettered” in those senses of “free”), and because it is not able to be determined (by others) ahead of time who will succeed and who will fail. But freedom to fail by ill-fated choices and the vagaries of chance are not necessarily the criteria for a system’s being fairest and most beneficial.  As any coach in any team sport readily knows, autonomous and totally voluntary play by each individual will not likely be most productive or beneficial for the team’s standings, even if it produces benefits for the most talented or most aggressive and selfish players.  And it is not guaranteed even to produce that benefit.  But “freedom to fail” or to cause one’s team to fail is not normally a good characteristic or one worthy of pursuit.
On the other hand, a closely coordinated team effort of poor coaching design that is merely forced on players against their will, will not produce good team results either, and may do more harm to the performances and statistics of individual players than is necessary or justified.

What is needed is a system that tries to be reasonably moral (including individual autonomy)  and reasonably productive, even if it may not be totally optimal.  That requires knowledge of how human nature, including unintended consequences in a voluntary system works, and it particularly requires having agreed upon rules within the system that allow changes to be made (including changes in the other rules of the system) when it becomes obvious that personal gain for some is destructive overall, and particularly when the system is headed toward some catastrophe, as in the 2008 financial debacle.  Ideally the system would be one everyone or most people understand and see the benefits, so that the rules and principles followed are done so voluntarily and freely because people know it works out best for them.  That would be a far happier, efficient, more accepted, and more acceptable system than one in which rules are externally imposed only by law and have to be enforced by policing and punishment.
What I am contending here is that the focus of developing or repairing any economic system, or any components in an economic system, ought to be on achieving some reasonable degree of productivity and fairness.  And whenever the “rules” or “mechanisms” in the system fail to do that – particularly when they drastically fail to do that – then there should be the ability in place to act outside the system in order to remedy the problems directly, rather than trying to “fudge” the mechanisms in the system to possibly, eventually achieve a semblance of productivity and fairness.  And this is true for every formal system, not just the economic system.  Whenever the rules in place clearly thwart or fail to achieve the purpose they are intended to serve, the effort should be made to find an acceptable, reasonable, direct intervention to override them. And, even without crises, there should always be an ongoing effort to make sure reasonably optimal rules, policies, and principles are operating to promote worthwhile productivity in a morally right way.
� There are three ideas compressed together here.  The first is that in an interdependent, cooperative system of labor for mutual benefit, the burdens of work and the benefits from it need to be distributed in some fair, reasonable, and productive way, among those who work within the system.  In addition to that, in some cases, when the system produces an excess of benefit, it might behoove those in the system to try to take care of those who cannot be part of it, particularly when their inability to participate is due to no fault of their own.  While some helping of others is benevolent beyond the call of duty, there are cases where we do have obligations to our fellow human beings, particularly in proportion as our assistance costs us relatively little and provides important necessities or benefits to them. Third, insofar as an economic system dominates any society, I would argue it needs to allow access to all who are willing and able to work, and the access itself should be fair and reasonable, particularly in regard to encouraging and allowing each person to be able to make the best contribution s/he can.





� I have written about some aspects of the concept of fairness in the free online book Ethical and Philosophical Foundations of Economics, � HYPERLINK "http://www.garlikov.com/EPFE/" �http://www.garlikov.com/EPFE/�, particularly in Chapter 8. 





