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"The ideas of economists and political philosophers, both when they are 
right and when they are wrong, are more powerful than is commonly 
understood. Indeed the world is ruled by little else......Madmen in 
authority, who hear voices in the air, are distilling their frenzy from some 
academic scribble of a few years back. I am sure that the power of vested 
interests is vastly exaggerated compared with the gradual encroachemen 
of ideas."  (Keynes, 1936, 383)
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                                             PREFACE 
 
 
 
 
 
Robbins' definition of economics in the 1930s as the science 
which studies human behavior as a relationship between 
ends and scarce means which have alternative uses, had 
major consequences for economic theory and paved the way 
for rational choice theory. Robbins defined economics not as a 
domain, but in terms of an ever-present aspect of human 
behavior, namely: scarcity. In all human activities rational 
people should try to use their means (resources) efficiently. 
Robbins merged the ordinary world and the economic world, 
rather than holding them apart. In this way, he transformed 
economics into ‘a branch of practical reason’. (Meikle, 2001, 
53) "The extent of the change was dramatic, as it involves no 
less than the idea itself of what economics stands for: from 
the specific analysis of markets, prices and quantities to the 
general investigation of incentive-led behavior in all 
situations of social interaction." (Giocoli, 2003, 345) "[T]oday 
economists can define their field more broadly, as being 
about the analysis of incentives in all social institutions." 
(Myerson, 1999, 1068) 
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Economists promoted rational choice theory as the analytical 
framework for social science in general, but it was also 
purposeful imitated in the other social sciences. What 
attracted them was that rational choice theory portrays 
actors/agents as acting rationally, and that it has a rather 
elementary theoretical structure. Its core concepts are 
'preferences' and 'constraints' supplemented with an 
‘extremum principle’ that has to warrant that behavior 
becomes predictable. Starting from this basic model several 
variants are possible. (see Van Parijs, 1981) 

1           
  Robbins' definition of economics raises important questions 
about the scope and nature of rational choice theory. This 
book is focused on three objectives. The first, is to present an 
overview of rational choice theory, to reveal its diversity, to 
critically assess its merits and inadequacies and to formulate 
proposals for modifying it. The second is to outline an 
institutional approach to rational choice theory. The third is 
to demonstrate how economic science can fruitfully discuss 
the normative (especially the moral) aspects of individual and 
collective choice behavior. I present, moreover, a comparative 
analysis of theories about justice that are compatible with 
rational chopice theory. A by-product is to show that when 
we try to develop an institutional theory of rational choice, 
we can construct two theories that have quite different 
implications when applied to non-market settings.  
 
Having its roots in consumer theory and welfare theory, 
rational choice is concerned both with individual choice and 
social choice. It is in principle an analytic as well as an ethical 
theory; it is wedded to the ethical doctrine of utilitarianism as 
the foundation for judgments about social welfare. Rational 
                                                
 ! These variants make certain demands on the basic concepts, on the 
extremum principle and/or on the beliefs of the actors. In the economic 
model stable preferences are assumed and the set of opportunities vary. 
In some sociological models the constraints are fixed and the preferences 
are variable. In some variants the extremum principle is weakened or 
extra demands are put on the expectations in the form of rational 
expectations. (see Parijs, Ph. van (1981).  
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choice theory is not a descriptive theory but rather a 
prescriptive theory. It does not describe how people act, but it 
supplies the criteria for a rational choice. 
  Harsanyi (1986) envisaged a general theory of rational 
behavior that is composed of three interlocking theories: 
a) decision theory, which is the theory of individual  behavior 

under certainty, risk and uncertainty. 
b) game theory, which is the theory of rational behavior  by 

two or more interacting individuals. 
c) ethics, which he defined as the theory of rational value 

judgments.  

  What is striking in Harsanyi list of subjects is what is 
missing. Harsanyi’s general theory is exclusively micro 
oriented. There is no reference to the unintended conse-
quences of actions or a macro-domain. Another omission is 
that Harsanyi neglects the normative aspects of choices. This 
is partly due to the fact that ends are taken as given. It is 
curious that a theory about choice behavior does not deal 
with the most important choices people make, the choice of 
their objectives. I thus discuss at length the moral aspects of 
individual and collective choice and explore the capacity of 
rational choice theory to explain them, i.e., to discuss ends.  
  Harsanyi's design of rational choice theory consists of two 
parts (individual choice and social choice). The construction 
that I propose is divided into four parts. Part I is mainly 
concerned with individual choice. Part II discusses the 
unintended consequences of individual actions. The 
normative aspects of individual choice, in particular the 
justification of choices, are the main theme in Part III. And 
Part IV is a comparative analysis of ethical theories about 
collective well-being and social justice. I conclude with an 
Epilogue in which I discuss the idea of a free choice within 
the context of theories about positive and negative liberty. 
   
The most outstanding observations in Part I are first that 
utility theory is stripped of all references to psychological 
factors. Second that choice behavior often conflicts with the 
axioms of expected utility theory. Third that rational choice 
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theory neglects the relationship between the conditions for 
actions and the effects of actions, and fourth that ethics is 
narrowed to prudential considerations, that is to say that it is 
instrumental to the realization of non-moral ends.  
  In Part II I discuss the unintended consequences of 
intentional actions or, in other words, the macro 
manifestations of the interplay of individual actions. Since 
Adam Smith we use the metaphor of the invisible hand to 
deal with unintended consequences. The metaphor of the 
invisible hand assures that the actions of the multitude of 
individuals only concerned with their own well-being are 
somehow coordinated and the aggregated outcome is 
beneficial for all. There are two devices, which guarantee the 
coordination of individual actions: the price mechanism and 
emergent institutions. Thus we have two approaches to the 
invisible hand: one in which the price mechanism coordinates 
actions and one in which institutions fulfill this function. In 
general equilibrium theory the price mechanism not only 
coordinates the actions of consumers and producers, it also 
promises an optimal allocation. In the institutional approach 
institutions chiefly guarantee social order, but transaction 
costs theory also explains how considerations of efficiency 
have led to hierarchies (firms) next to markets.  
  I introduce the institutional approach in Part II. As a 
correction of micro institutional approaches, I present an 
outline of an institutional-individualist approach. The 
institutional-individualist approach offers an explanation for 
the problem that institutions are both products of human 
actions and conditions for human action. This is about the 
interaction between conditions of actions and effects of 
actions. This problem is also known as the agency-structure 
relationship. I present two theories that deal with the agency-
structure problem, namely Critical Realism (Bhaskar/ 
Lawson) and Structuration Theory (Giddens).  
  In the chapter about micro-institutional theories I 
distinguish the neo-institutional approach and the new 
institutional approach. The first is based on the property 
rights school that propagates the incentive-led approach that 
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underlies the definition of Myerson and Giocoli. The second 
advocates a comparative analysis of governance structures 
and institutional arrangements. I call them respectively the 
competitive and the comparative (institutional) theories of 
rational choice. Instead of favoring market solutions a priori 
the comparative approach can be used to evaluate the relative 
merits of alternative governance arrangements.  
  Substantive theories of practical reason answer questions 
like: what considerations should I look to in making 
decisions. What is the rational way to figure out what I shall 
do? Moral theories answer questions like: what is it morally 
permitted for me to do? What actions are morally required? 
What kind of person should I be? Moral considerations enter 
rational choice theory in two ways. In personal choice when 
the question is raised about how agents can justify their 
preferences/objectives and in social choice when either a 
collective moral preference is articulated (the social welfare 
function) or moral principles are formulated which would 
regulate a well-ordered society. I discuss these issues in Part 
III and Part IV respectively.  
  I start in Part III with the discussion about justifying actions. 
Not everything agents desire is desirable and not everything 
that is desirable is desired. It is this area of tension between 
desired and desirable that raises the question whether 
preferences are justified. Besides considering ends agents 
may also want to act in a proper way. They pursue, as it 
were, two ends: to realize a certain state of affairs and to 
preserve their self-respect. As a consequence they place some 
restrictions on the way they realize the state of affairs. Ends 
and means become inseparable. Agents also consider the 
normative expectations in their community. There are rules, 
conventions and norms they have to obey in certain 
situations. This has repercussions on their ends and on the 
means they employ. All this balancing of rights and 
obligations of pro and cons of decisions invites the agent to 
consider the question whether his or her ends are justified.    
  Can ends or preferences be discussed? My view is that 
preferences (tastes) can be discussed, not because their value 
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can be established objectively, but because the reasons we 
value them are open for rational and critical discussion. 
People do not just desire things because they have a desire for 
them; quite often they believe that these things are desirable. 
What makes a thing desirable or what makes an action right 
can be discussed in the same way as we can discuss what 
makes a book worthwhile to read or a football match pleasant 
to watch.   
  In Part IV I discuss three ethical theories (those of Harsanyi, 
Gauthier and Rawls) that are compatible with rational choice. 
Harsanyi takes moral behavior to be instrumental to the 
acquisition of material comfort and social status. In the moral 
theory of Gauthier morality is approached as a set of rational, 
impartial constraints on self-interested behavior for the sake 
of realizing cooperative projects. Considered from both 
points of view moral behavior is just part of rational 
behavior. There is nothing that sets moral behavior apart 
from rational behavior.  Rational agents are only committed 
to moral conventions when it is in their interest to do so and 
there is no room for public commitments or for other-
regarding actions. An example is the unconcern with 
distributional issues. Only in Rawls’s Theory of Justice does it 
occupy a central place, for in his theory justice is concerned 
with the way the benefits and burdens of social cooperation 
are shared. I finish Part IV with a chapter in which I discuss 
distributive justice not by referring to a hypothetical 
construct like an original position, but by a direct reference to 
the concepts of liberty and equality. I conclude that Rawls's 
difference principle is supported by a direct appeal to these 
concepts.  
  I round off this examination of rational choice theory with 
an epilogue about the idea of a free choice in relation with 
political concepts of liberty. Rational choice theory is wedded 
to the negative conception of freedom, namely non-
interference. The counterpart of an extensive sphere of non-
interference is a minimal state. I trace the roots of this 
particular interpretation of freedom in the writings of 
libertarians like Hayek and Friedman.  
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This book is an example of a multi-disciplinary approach; it 
combines views and concepts from economic science, 
philosophy and sociology. For the most part it is an 
exposition and an appraisal of other's people work. What is 
unique in this work is the synthesis it provides and the 
questions it raises about the scope and nature of rational 
choice theory. The central question is what modifications of 
traditional rational choice theory are required to turn it into a 
theory about choice behavior in which rational and (non-
instrumental) moral considerations can be joined together. 
The ‘engineering’ stream of economics should be reconciled 
with an ‘ethics related view’, as Sen once formulated it.      
  I approach the scientific discourse in this manuscript as a 
conversation about theoretical and social problems. I present 
the opinions of many scholars, their arguments and the 
counterarguments of other scholars who participate in the 
debate. Like Rorty and McCloskey, I see science as a 
marketplace of ideas in which the interaction of individuals, 
each with different knowledge and views, constitutes the life 
of thought. McCloskey argues that an academic community's 
knowledge depends on the willingness and ability of its 
members to listen and speak to one another, i.e., the ability to 
engage in continuous conversation, testing one another, 
discovering hidden presuppositions, and changing one's 
mind when there are reasons for doing so. Economics is, in 
this view, a civilized conversation among equals.  
 

 

 

 

 

 

 

 

 
 
 
 





 

 

 

 
 
 
 
 
 
 
 
 
 
        
                                                PART I 
        
 
 
                 UNDERSTANDING RATIONAL BEHAVIOR 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

3 

 
 

 
 
 
 
 
 
 
 
                                       INTRODUCTION 
 
 
 
 
 
In the next chapters I present an outline of rational choice 
theory. I discuss individual behavior in the context of 
respectively independent, interactive or strategic, and social 
choice.   
  There is an important difference between interdependent (or 
interactive) and independent choice behavior. In independent 
decision theory agents do not have to worry about the 
influence of the decisions of the other agents upon their own 
options and the outcomes of their actions. In the strategic 
models of interactive choice theory they have to. Game 
theory is used to analyze how social rules that regulate 
interdependent human behavior can evolve without 
conscious design. Though I postpone the discussion of ethical 
theories until Part IV, I shall present a short introduction to 
utilitarianism in chapter VI, when I present a short outline of 
social choice theory.  
   
A leitmotiv in these introductory chapters is the 
transformation of utility theory. Once the principle of utility 
was used to indicate that actions are to be judged by their 
usefulness to produce benefit, happiness, advantage or good. 
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In the modern version a utility function is devoid of any 
psychological content; it is only a metaphor for the ability of 
agents to rank their preferences consistently. After this 
"escape from psychology" a utility function should be 
conceived as a choice indicator. In fact the utility function is 
replaced by a choice function. As a complement to the 
transformation of the utility concept a logical concept of 
rationality was adopted. Rationality has become an 
equivalent of consistency.  
  An interesting question is whether agents in rational choice 
theory are pictured as persons who are only motivated by 
self-interest. Adam Smith attributed also moral sentiments to 
economic agents, and this caused a discussion about the 
proper place of self-interest and moral sentiments (called 
"Das Adam Smith" problem). The commonly accepted 
solution was that agents were equipped with extended utility 
functions and that they sought approval (and tried to avoid 
disapproval) in their interactions with fellow-traders and 
fellow-citizens. This second aspect became in this way linked 
to the self-interested disposition of agents and through this 
maneuver moral sentiments were made instrumental to 
economic interests. The moral disposition of agents is 
accordingly narrowed. If we want to introduce a non-
instrumental moral theory we will have to disconnect 
rationality and self-interest. I propose replacing the 
connection of self-regard and rationality by the connection 
between present aims and rationality following the 
suggestion by Parfit. Instead of relating rationality to self-
regard and other-regard, it is related to short-sightedness and 
far-sightedness. This distinction fits in with the ambition to 
discuss ends.  
  Expected utility theory broadens the theory of individual 
choice towards decisions without full information, by 
comparing such choices to decisions to participate or not to 
participate in lotteries. In order to safeguard a rational 
ordering of preferences, the ordering has to satisfy several 
axioms. A controversy was aroused about the assumption, 
which says that what happens in one state of nature can be 
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evaluated separately from what happens in another state of 
nature (the independence axiom or separability condition). 
This was also one that was violated frequently in 
experimental situations. The question is how to take account 
of this empirical fact on the theoretical level. The conclusion 
has been that in evaluating outcomes not only monetary 
consequences are relevant, but also non-monetary 
considerations. The main revision, therefore, would be to 
define consequences in terms of both outcomes and 
experiences.  And thus we would return to the classical 
concept of utility. This, however, is obstructed by the 
consequentialism that is part and parcel of utility theory. The 
description of a consequence excludes effectively the attempt 
to take account of a whole class of values, dispositions and 
emotions (as regret, guilt or resentment) in decision 
situations. In response to the violations of expected utility 
theory a new body of theories is developed: the non-expected 
utility theories in which emotions, motives and other kinds of 
mental related considerations and intuitions reappear.  
   Game theory is concerned with solutions to strategic 
interactions. Stable solutions are seen as evidence that 
institutions can evolve spontaneously. The main problem 
with game theory is that there are many equilibrium 
strategies, and, therefore, many solutions, and it is difficult to 
predict which strategy will be selected. Strong assumptions 
as the common knowledge of rationality or the common 
alignment of believes are introduced to assure that a stable 
solution is reached. But often it has to be taken for granted 
that agents act on prior existing norms.  
  In chapter VI I proceed with this outline of rational choice 
theory by discussing some problems connected with social 
choice. I discuss two kinds of social welfare orderings: the 
Paretian welfare function and the utilitarian welfare function. 
Both welfare functions require that individual preferences -
and individual orderings- be aggregated. It appears that the 
transformation that was encountered in discussing individual 
decision-making -the discarding of unobservables, the refusal 
to admit mental states and the ordinalist revolution- also had 
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a major impact on social choice theory. Since the 
interpersonal comparison of utilities is impossible there is no 
possibility to compare the well-being of different persons 
within a preference-based approach to well-being. Therefore, 
only two things could be done. First, to give all preferences 
from all agents an equal weigh (the rule of 'equal concern'); 
and second to admit only Pareto improvements. This 
effectively ruled out that distributional concerns could be 
discussed. The preference-based utilitarian welfare function 
looks more like a political theory of liberal individualism than 
an ethical theory about the ‘good life’ in comparable social 
states. 
 
I discuss two more subjects in Part I. The first is a comparison 
of the desire-belief model of rational behavior and the model 
of situational analysis. Popper’s situational analysis explains 
actions on the basis of a situational analysis. i.e., on 
situational constraints complemented with a rationality 
principle. The institutional complex turns, in Popper’s view, 
‘psychological rationality’ into situational logic, because the 
institutional constraints appear as explanatory variables. He 
occasionally refers to his approach as a kind of ‘individual 
institutionalism’. The model of situational analysis or 
situational logic seems to be quite different from the desire-
belief model. The difference can be summarized as follows: in 
the model of situational logic external constraints determine 
the choice behavior; in the desire-belief model the internal 
process of the preference ordering dictates the choice pattern. 
These mechanisms seem to indicate quite different 
approaches, though they could be sequentially connected. 
The question that concerns me in this chapter is whether both 
models are just different names for similar approaches or 
whether they are alternatives or even competing models. My 
suggestion is that these approaches are alternative models.    
  The second subject concerns the ordering of preferences. The 
ordering of preferences is the core of rational decision-
making and is discussed in the chapters I and III, but I also 
take the opportunity in chapter V to discuss shortly the 
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general issue of comparing and ranking options that embody 
different values or different points of view. The introduction 
of a utility function as a mere choice indicator and of 
preferences as mere numbers, made it possible to exchange 
all preferences. Since preferences have no content, their 
common denominator is that their fulfillment contributes to 
the agent’s well-being (however measured) The great 
advantage is that all choices can be ranked within a single 
preference ordering. Thus we have an all-things-considered 
ranking. But experiments learned that agents frequently 
'frame' their preferences. This means that the set of feasible 
options can change in accordance with the framing. From this 
we can conclude that instead of using an all-things-
considered ordering, agents frequently apply multiple partial 
rankings. 
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                                            CHAPTER  I  
 
 
 
 
 
                                     RATIONAL CHOICE 
 
 
 
1. Introduction  
 
In this chapter I discuss individual decision making under 
the condition that the consequences of acts are (to a certain 
extent) known. This gives me the opportunity to discuss 
some general characteristics of rational choice theory. 
  I start with an overall look in section 2.  In subsequent 
sections I discuss some of these characteristics in more detail. 
In particular I will pay attention to the change in the concept 
of utility, a change that transformed the concept of rationality 
into a formal concept, something like consistency (section 3). I 
shall furthermore discuss the question whether rational 
behavior is to be equated with self-interested behavior (the 
sections 4 and 5).  
  The individual approach to rational choice that is outlined in 
this chapter has among others been criticized for the reason 
that most social scientists are interested in the regularities of 
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behavior of many actors. Therefore, we should not focus on 
individual psychologies, but rather on the situational 
constraints that are faced by a collectivity of actors. We 
should turn to the theory of situational logic instead of 
focusing on a theory of intentional action. I shall discuss this 
theory in chapter II and compare it with the theory of 
intentional choice that is the subject of this chapter.      
 
2. Rational choice theory: an outline 
 
In general, intentional acts are explained in terms of the “real 
reason” agents have in performing them, where the real 
reason is understood to mean “ the practical reason” which 
caused the act. In order to explain human actions in terms of 
reasoning processes that caused them, one must presume that 
in general people are reasonable. Why? Unless one assumes 
that agents are reasonable there would be no limit on the 
interpretations one could give of the agent’s psychological 
states.2 Any act could equally well be connected with any 
belief and any desire.     Reasonableness and intentionality are 
inextricably bound up with each other. (see, Fay, 1996) 
“Irrational” behavior, therefore, is not intentional; it is ‘driven 
by blind forces.’   
  In rational choice theory human action is described as the 
upshot of two selection procedures. First, from all possible 
(and relevant) action alternatives those alternatives are 
selected which are feasible. Second, from this set of 
alternatives the preferred one is chosen.  The selection of the 
feasible set is based on the (financial, legal, social, physical 
and emotional) restrictions an agent faces. On the basis of his 
preference ordering the agent makes his choice among the 
alternatives. It is assumed that the preference ordering is 
consistent and complete, which means that all alternatives are 

                                                
2 Where I use here the term ‘reasonable’ others use the term ‘rational’.  I 
want to express that an action must be intelligible in order to judge it. In 
order to be intelligible, an action needs not to be rational in the sense that it 
is the best thing to do considering the alternatives. 
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ordered on the basis of a pair wise comparison. An actor is 
acting rational when there is no alternative from the set of 
feasible alternatives of which the outcome is preferred over 
the outcome of the chosen alternative. 
        _________________________________________________      
                        restric-                      preferen- 
 relevant         tions      feasible        ces             selected 
 alternatives   ----   alternatives    -----       alternative 
        _________________________________________________           
                                                 
                                               figure 1 
  
Characteristically, the restrictions do not influence the 
preferences. Moreover, stable preferences are assumed.

3

 
Changes in behavior are therefore usually explained by 
changes in the restrictions only. Furthermore, it is assumed 
that actions are motivated by the preferences (in common 
language, the desires) of the agent only. The expectations of 
an actor, with regard to the relation between action and 
outcome, are based on his expectations (in common language, 
his beliefs). The expectations of an actor give expression to his 
knowledge of the situation (the restrictions, the 
opportunities) and, as mentioned, his expectations 
concerning the likely results of alternative actions. They are a 
product of knowledge, experience and information. The 
expectations guide the preferences of an actor, but only the 
preferences motivate an actor to act.4 As Hume once put it: 
‘reason is the slave of passions’. Reason is to be seen as an 
instrument for achieving ends that are not themselves given 
by reasons. Rational choice theory employs an instrumental 

                                                
 3 Usually, there is no reference to real preferences, but to ‘fundamental’ 
preferences, as health, wealth, status, etc.  
4 I will use the terms of preferences and desires, expectations and beliefs as 
if they are interchangeable. But, in fact, the terms preferences and 
expectations are second-order concepts derived from the first-order or ‘folk 
psychological’ concepts desires and beliefs. 
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conception of rationality. (see figure 2)  
 
                                        (beliefs) 
                                    expectations 
                                               

                                               

                                               

                                    preferences ----------  action 
                                      (desires)    
                                
                                         figure 2                                   
 
The concept of ‘rational behavior’ is a mixture of three, more 
or less separate, characteristics. The one is that it denotes 
‘instrumental rationality’, the capacity to choose the right 
means (resources) in order to realize a given goal. The second 
element is that a rational agent has the capacity to allocate his 
scarce resources in such a way that he succeeds in 
maximizing his utility. The third element is that the agent is 
self-regarding. His motivation will always be that his well-
being be served. I shall return to this issue; first I proceed 
with the preconditions of a maximizing choice.  
  In order to qualify as an optimal choice a rational choice has 
to satisfy some requirements. Two requirements are 
primordial: the amount and content of information to select 
the appropriate course of action should be optimal, and the 
ordering of preferences should be consistent and complete. I 
will discuss these requirements in turn. 
  The (subjective) costs of exploring options and figuring out 
what to do, form part of the burden of making a rational 
choice. Decision costs encompass the costs of acquiring, 
checking and processing information, of deliberating and of 
monitoring the action. What is the optimal amount of 
information an actor needs in order to take a rational 
decision? When the benefits are small, decisions costs may 
outweigh them. A rational actor, therefore, will continue 
collecting and processing information until the marginal costs 
equalize the additional benefits. However the benefits of 
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additional information can only be assessed after the 
information is acquired. Thus, this approach fails. An 
alternative view is adopted, namely, that a rational actor will 
make use of all available information. This is no guarantee for 
optimal decisions, though. Therefore it is assumed that 
rational actors will learn to collect information and will learn 
to process it until they are so acquainted with the 
professional perceptions that they will be able to avoid 
systematic errors. 

5

 
  The discussion about the optimal information anticipates the 
much fiercer discussion about maximizing choice. It has often 
been the case in the economic literature that the rational agent 
is pictured as an agent with a comprehensive mind who 
knows exactly how to equate (marginal) costs and (marginal) 
benefits in every situation where he has to balance alternative 
options.6 For descriptive purposes the assumption of a 
maximizing choice merely indicates that a representative 
agent should, when confronted with two options, choose the 
better one. Maximizing behavior thus, expresses the idea that 
a choice is rational when the outcome of the chosen 
alternative is better than that of the alternative options that 

                                                
5 This is a rather strong assumption for it is akin to the hypothesis of 
rational expectations. All economists certainly do not share this 
assumption, neither is it supported by ‘folk economy’, the common 
interpretation of economic events.  Simon opted for a theory of rational 
choice in which the ‘global rationality’ of the economic model was replaced 
by a more limited, ‘bounded rationality’ in line with the amount of 
information that rational agents actually can process. He recommended 
that the commitment to substantial rationality be replaced by one of 
procedural rationality, wherein the latter is to be understood as behavior 
that results from learning by doing. 
6 Conlisk (1996) discusses the arguments pro and con the assumption of 
bounded rationality in detail. Usually imperfect information is attributed 
to satisfying behavior. But the idea of satisfying, or bounded rationality, is 
not seen as an alternative to the rationality assumption, because it is 
considered to be just another formulation of maximizing behavior when 
one takes the decision costs into account. The only exception is made for 
situations in which the skills of the agent are overstretched.  
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are taken into account. 7  

  The second condition for a maximizing choice concerns the 
ordering of preferences. Imagine an individual who has to 
choose between different baskets of consumer goods. A 
rational ordering of his preferences for these baskets 
presupposes: first, that all goods are exchangeable (this is the 
continuity axiom,8 that rules out any lexicographical 
ordering); second, if there is one more unit of some good in 
basket X than in basket Y, then the utility derived from the 
goods in basket X is greater than the utility derived from the 
goods in basket Y (this is the monotonicity assumption); 
third, the preference-orderings are consistent (the transitivity 
axiom) and fourth, all baskets are (pair wise) compared (the 
completeness axiom). Assume there are three baskets: A, B 
and C. The transitivity axiom says that when the agent 
prefers A to B (A>B) and B>C, then he should prefer A>C. 
The completeness axiom says that when there are two baskets 
A and B, then either A>B, or B>A, or A~B.  Assuming there is 
no uncertainty, these three axioms are sufficient to derive a 
utility function (as a representation of a preference ordering). 
(see Hargreaves Heap, 1992; Hausman, 1992) When an 
agent’s preference ordering fulfills the requirements of a 
weak ordering, i.e., the ordering is a reflexive, transitive and 
complete binary relation, and when the ordering is 
continuous, then the ordering can be represented by a utility 
function, that makes his choice utility maximizing. The result 
does not indicate that an agent effectively maximizes. But this 
is generally taken for granted among economists.9  

                                                
7 Choosing the best alternative of those available is a question of 
optimization. "Maximization and optimization coincide when the ordering 
is complete, which it may or may not be." (Sen, 2000, 486) 
8 This condition says that when there are two commodities in a basket, it is 
always possible to define a new basket, by enlarging the amount of one of 
the commodities and reducing the amount of the other that will enjoy the 
same preference as the original basket did. 
9 Mongin argues that any account of optimization is prima facie open to an 
infinite regress objection. "A conveniently general formulation is to say 
that to optimize requires one to run a costly algorithm, that to optimally 
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The deliberative activities needed to rationally assess an 
action, are not required on each occasion. The idea that each 
activity is oriented towards discrete individual ends conflicts 
with practical reason. Activities are part of actions and 
actions are frequently part of broader plans. As a 
consequence agents will frequently reason from a prior 
intention to a further intention. "It is by way of plans (...) that 
the connection between deliberation and action is 
systematically extended over time." (Bratman, 1999, 30) How 
should we picture the kind of deliberation in which an agent 
is involved within a planning framework? On this occasion it 
is just rational for an agent not to reconsider some prior 
intentions and just to carry out his prior formed plan. By 
accepting a plan, an agent has committed himself (see 
Bratman, 1999). An action is the flux of self-monitored 
activity and is not, as is often supposed, a series of discrete 
acts, each of which is chosen self-conscious and aims at 
satisfying some want.

10

  The actor only grasps a purposive act 
reflectively. Thus, “the purposive content of every day action 
consists in the continual successful “monitoring” by the actor 
of his own activity.” (Giddens, 1993(1976), 89) 11  

 
A last theme that has to be addressed in this outline of 
rational choice theory concerns the character of rational 
choice theory: is it a positive (explanatory) or a normative 
theory? Some theorists insist that rational choice theory is 
                                                                                                           
select the latter requires one to run another costly algorithm, etc." (Mongin, 
2000, 95/6)  
10 This conflicts with an axiom of expected utility theory, the separability 
axiom that says that each action should be judged on its own merits. 
Vanberg thinks that ‘case-for-case’ maximization is a paradigmatic 
condition for maximizing behavior in rational choice theory. (see Vanberg, 
1994) But under the pre-condition of some modifications relating to 
motivation and intention, rational choice theory can accomodate plans. 
(see chapter XVII, section 5)    
11 For simplicity’s sake I will often refer to actions as if I discuss discrete 
acts. I hope the reader will keep in mind that in reality actions are 
composed by sequences of single acts and plans may be composed of 
actions. 
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purely descriptive or positive. Its purpose is to predict 
human behavior. On this view rational choice theory 
describes certain regularities in the choice pattern of agents. 
Theorists who take this line also say that the concept of 
rationality has no real content. Rationality equals consistency. 
The question is whether choices are consistent with each 
other viewed from the perspective of the axioms of rational 
choice theory. Other theorists see rational choice theory as 
having a genuinely normative content: it tells us how, as 
rational agents, we have to choose.  
  Though the distinction between a positive and a normative 
view of rational choice theory is rather clear, it has become a 
confused distinction because their is some tendency to 
connect both points of view. The confusion is already 
apparent in the following remarks of one of the founding 
fathers of rational choice theory, Morgenstern. His argument 
is that "[The] theory, as formulated by the von Neumann-
Morgenstern axioms, is normative in the sense that the theory 
is 'absolutely convincing' which implies that men will act 
accordingly. If they deviate from the theory, an explanation 
of the theory and of their deviation will cause them to 
readjust their behavior." (Morgenstern, 1979, 180). In 
Morgenstern's opinion, rational choice theory is not 
normative in the sense that it can serve as a reference for 
evaluating the actual behavior of people, but normative in the 
sense that people who do not act according to this doctrine, 
even after it has been instructed to them, act irrational. 
Harsanyi adds to the confusion by stating:  ".., rationality is a 
normative concept: it points to what we should do in order to 
obtain a given end or objective. But, this concept of rationality 
does have important positive (...) applications: it is used for 
explanation, for prediction, and even for mere description of 
human behavior." (Harsanyi, 1986, 83) And even Elster offers 
no firm position, when he explains that rational choice theory 
"is first and foremost a normative theory and only 
secondarily an explanatory approach." (Elster, 1990, 19) 12 The 

                                                
12 Elster thinks, that it is an explanatory approach if we might assume that 
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question concerning the character of rational choice theory, 
therefore, will keep haunting us. Of course it could be solved 
when we could say that rational choice theory provides 
causal explanations of actions, but also on this question 
opinions differ (see chapter II).  
  In the next section I will describe how utility theory was 
transformed from a theory about practical reason into a 
decision theory. In this process, the rationality concept 
became a pure formal concept referring only to a consistent 
ordering of preferences.  
 
3. Utility, preference and welfare 
 
A rational choice must be based on a preference ordering 
which complies with certain formal axioms. I already referred 
to these axioms (as transitivity, completeness etc) when I 
discussed a maximizing choice. In this section I describe how 
the concept of utility was deprived of all substantial meaning, 
and hence how the rational ordering of preferences only 
refers to a consistent ordering. As a consequence the concept 
of a rational choice has become a pure formal concept. 
  The classical notion of value was 'value in use' refer-ring to a 
useful object. And in the overwhelming majority of cases the 
thing was designed and made to have just those qualities, 
which make it useful for a purpose, and it is said to have 
value in use in virtue of that fact. In the 19th century the 
classical notion of value in use was replaced by the notion of 
utility. Utility still meant usefulness, but now usefulness in a 
general sense. According to Bentham, by utility is meant that 
property in any object, whereby it tends to produce benefits, 
advantages, and pleasure and to prevent the happening of 
pain, evil or mischief. The 'principle of utility' is the principle 
that actions are to be judged by their usefulness in this sense. 
In this definition utility refers to usefulness in an objective 
sense. The subjective element is the mental process of 

                                                                                                           
people are rational in the normatively appropriate way.  
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evaluating an object's capacity of doing so. Bentham did not 
identify ‘utility’ and ‘pleasure’ directly with each other. These 
words refer to related but distinct concepts; a subjective 
feeling on the one hand and a property of things, acts or 
states of affairs, on the other.  Bentham’s account of rational 
action is in terms of mental states that result from actions, 
and not in terms of desires alone. This gave reason a more 
active role. Reason could overrule passions, although only for 
the sake of achieving a greater overall balance of 
“happiness”. (see also chapter XVII) 
  In the material welfare school, particularly associated with 
Pigou, goods were seen as having utility if they contributed 
to a person's physical well-being. Physical well-being is 
objective, like the condition of one's health, as opposed to the 
subjective experience of enjoying a good meal. 
  At the turn of the 19th century the definition of utility was 
not so clear-cut any longer. Utility was still understood in the 
everyday sense as usefulness, but there was a rival definition 
in which utility was seen as the capacity of something to 
satisfy the desires of individuals. Pareto coined this ‘utilité 
economique’ or ‘ophélimité (ophelimity). "The difference 
between utility and ophelimity is thus the difference between 
'useful' and 'desired'". (Cooter and Rappoport, 1984, 515) This 
difference had important implication for policy-making. The 
material welfare school was convinced that the utilities of 
different persons could be compared, because it assumed a 
hierarchy of needs. A distinction could be made between 
necessities, comforts and luxuries and a redistributive policy, 
which raises the consumption of necessities would enlarge 
national welfare. But ‘ophélimity’ is related to feelings and is 
therefore genuine subjective. 
  In the early 20th century, economists began to despise any 
reference to utility, volition, pleasure and so on. The rigorous 
formal representation of the human agent prevailed over the 
realism of the representation itself. This was due to the 
dominance of logical positivism that eschewed introspection 
as a valid source of scientific knowledge. It forced terms like 
motive, preference, and desire to be discarded from economic 
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theory. In order to lie the foundations for a positive science 
all terms had to be freed from psychological connotations. 
Economists had to shift their analysis from the subjective 
motives of choice to the objective acts of choice.   
  Scientific method demanded to leave out of account 
anything that is incapable of direct observation. At first sight 
this seems very plausible, but on second thought it is 
doubtful whether it is really justified. Robbins argued that, 
after all, the business of economics is to explain certain 
aspects of conduct. And it is questionable that this can be 
done in terms, which involve no psychological element. And 
we do in fact understand terms such as choice, indifference, 
preference, and the like in terms of inner experience. He 
concluded "if we are to do our job in economics, if we are to 
provide a sufficient explanation of matters which every 
definition of our subject-matter necessarily covers, we must 
include psychological elements." (Robbins, 1932, 89)  
  The axiomatic utility theory, formulated by Hicks and Allen 
in 1934 and strongly supported by Robbins, replaced the 
desire-based concept of utility by a preference-related 
concept. It departed from classical utility theory in the sense 
that any connection with psychological hedonism was 
denied. Because the satisfaction derived from the fulfilling of 
preferences was considered to be ultimately subjective, 
interpersonal comparisons of desires were considered 
arbitrary. We may compare 'utility' differences between 
persons across states, but not 'utility' levels. This has become 
known as the 'ordinalist' revolution. In the preference-related 
conception of utility in scarcity economics, preferences for 
bread or for opera are on equal footing, whereas bread and 
music occupied different positions in the hierarchy of needs 
in the need-related conception.  
  The plausibility of the approach of Hicks and Allen still 
rested on some psychological conception of ordinal utility 
and for this reason Samuelson argued that they had not gone 
far enough to free economics from psychology. To 
accomplish this goal he introduced revealed preference 
theory. This approach allows the derivation of indifference 
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curves solely from observations of purchases in the market. 
Thus, the theory provides the essential link between 
individual demand functions (consumer choices) and 
preferences. When Samuelson proposed the revealed 
preference approach, he motivated it by arguing that, if 
preferences are to be a valid theoretical concept in economics, 
then they must be derived from objective data as prices and 
quantities. He claimed that certain assumptions about 
consumer choices capture the whole empirical meaning of 
utility theory. But the approach failed, because researchers 
did not succeed in deriving such functions from the available 
data. "In spite of Samuelson’s high hopes the revealed 
preference approach proved empirically useless". (Lewin, 
1996, 1316) 

13

  
  In the preference-related conception of utility, utility 
functions became ways of representing preference-rankings. 
The relation between preferences and choices, however, is 
complicated. The assumption that preferences reveal them-
selves in the choices of agents created a circularity of 
reasoning in the explanation of choices.

14

 And in the case of 
interdependent choices, the choice of an individual agent does 
not have to reveal his real preference at all when he acts on a 
social rule. (Sen, 1973a) In the preference-based approach 
utility did no longer refer to the experience of happiness or 

                                                
13 In some contemporary work the term revealed preference is used to 
address the question whether preferences can be inferred from choices 
given information about beliefs. Hausman reasons that a choice depends 
on both the agent's preferences as his beliefs (i.e., his information and his 
ability to use this information). Given the set of beliefs, any set of choices 
may be consistent with any set of preferences. It follows that any inference 
from choices to preferences depends upon the specific premises concerning 
the agent's beliefs. The term revealed preference is unclear and, therefore, 
should be abandoned. (Hausman, 2000) But revealed preference theory 
only holds that preferences can be defined in terms of choice regardless of 
belief, i.e., there is correspondence between choice and preference. 
14 With the approach of revealed preferences, choices are not longer dedu-
ced from preferences; it is preferences that are revealed through choices. 
Within such an approach, rationality is no longer defined by reference to 
utility maximization, but is defined rather as sheer consistency.  
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pleasure, but preferences still indicated valuable things. This 
reference to value was lost in the modern formulation of the 
utility function by von Neumann and Morgenstern. Utility 
acquired the meaning: "the value of a function that represents 
a person's preferences." (Broome, 1991a, 3) Today utility 
theory is essentially concerned with establishing 
representation theorems. The notion of utility is deliberately 
not meant to refer to an experiential state. The general claim 
von Neumann and Morgenstern made with respect to utility is 
that it represents nothing more than a "quantity" or "number", 
with no " surplus meaning". They redefined utility as a 
preference-related entity, without incorporating a preference-
satisfaction view. All that modern choice theory assumes is 
that people's preference-orderings conform to certain axioms: 
roughly, they are consistent. 
  But how can utility acquire meaning independent from (the 
satisfaction of) preferences? What remains, in this approach, 
of the relation between individual choice and individual well-
being? If choices conform to a utility function that is defined 
in terms of a mere preference ordering, is there any relation 
between (individual) choice and (individual) welfare?

15

 

Welfare economics assumes that conceptions of well-being 
are conveyed by preference satisfaction. This is a doubtful 
claim however. The choices made by an individual might or 
might not be directed to her good. If someone prefers 
smoking to non-smoking is her smoking then after all better 
for her; an indication of well-being, although it harms her 
health?   
  In spite of the abandonment of all references to subjective 
states, some authors keep on believing that, the greater the 
number, and the strength of a person's preferences that are 
satisfied, the greater that person's utility. Harsanyi says that 
the von Neumann-Morgenstern utility function indicates 
“..how much utility, i.e., how much subjective importance, he 

                                                
15 Broome, for instance, emphatically denies that ‘utility’ and ‘good’ refer to 
the same thing. “(..) a person’s utility, as officially defined, has no 
necessary connection with her good.” (Broome, 1991a, 4)  
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assigns to various goals.” (Harsanyi, 1975, 600) And the 
greater a person's utility, the greater his personal welfare. The 
preference-satisfaction view is deeply subjectivist. To relate 
choice and welfare, it has to be. But obviously these writers 
put more weight on the individual’s assent to her own fate (to 
prefer smoking) than on her objective welfare (the risk of 
illness). 
 
4. Rationality and self-interest 
 
The question I want to discuss now is how far the 
construction of the human agent casts human beings as 
egocentric in their desires or preferences and what the 
consequences are for the rationality assumption. Usually the 
preferences of an agent are deliberately left open, signaling 
that they can be of all kind, though they must be self-
regarding. Nevertheless, economic theory does seem to 
operate with a much narrower definition of preferences, they 
are not only self-centered or self-regarding, but also even 
exclusively self-interested.16  
  Economic science offers invisible hand explanations in 
which collective goods are attained on the basis of each 
following his/her self-interest. At the same time, economics is 
specialized in prisoner‘s dilemma‘s, which show that 
individual rationality collides with collective rationality. In 
prisoner‘s dilemmas there is a clear precept of rationality: 
never choose a dominated strategy. And since there is, within 
standard economic theory, no place for collective choice, 
rational individuals will not act to achieve their common or 
group interest. Hausmann even puts it bluntly that 
“(..),economics studies the consequences of rational greed.” 
(Hausmann, 1992, 95) And "agents seeking their own well-

                                                
16 There is a deep ambiguity regarding the status of the self-interest 
assumption. This assumption should be seen as part of the construction of 
an 'ideal type' not as a real description of human beings. But both 
economists and laymen mix up these different functions of the self-interest 
assumption. 
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being are what make economics run, and theories, which 
dethrone this motive, cease to be economic". (Hausman, ib.) 
Elster, suggests contrasting ‘rational man’ (with consistent 
preferences) with ‘economic man’ (with selfish preferences). 
(Elster, 1983, 10)  
  Rational behavior, therefore, is often associated with self-
interested behavior. The suggestion is that agents in their 
deliberations about the selection of an action alternative do 
not give weight to the interests of other people. (see, Elster, 
1984 (1979); Hausman,1992; Hollis, 1996)) But there are also 
readings in which the self-interest assumption is weakened. 
Pettit presents a rather paradoxical argument. He argues that 
agents are not implicitly or unconscious self-regarding, as 
Becker argues (Becker, 1976, 7), but virtually so. In everyday 
deliberations and decisions there are certain alarm bells that 
make that agents take thought to their own interests. "Under 
the model of virtual self-regard, most actions are performed 
without self-regarding considerations, but that is true only to 
the extent that most actions do suitably well in self-regard 
terms." (Pettit, 2000, 42) But on another occasion he holds that 
economists picture human agent as individuals with 
"predominantly self-regarding desires.” (Pettit, 1995, 314) 
Basically, a person‘s self-regard is served by success in those 
of his pursuits and relationships that he does not enter to im-
prove the well-being of (anonymous) others.17 Self-regard 
indicates that   an agent bases his choices on his own prefe-
rences without implying that these preferences are necessa-
rily selfish.18 Many rational choice theorists endorse what is 

                                                
17 Harsanyi distinguishes between internal and external preferences, a 
distinction that is quite analogue to the distinction between self-regarding 
and other-regarding preferences. He thinks it is just natural to define a 
person's interests in terms of his personal (internal) preferences, with 
complete exclusion of his external preferences. (Harsanyi, 1988) 
18 The distinction between psychological and philosophical egoism comes 
very close to the distinction between pure self-interest and self-regard or 
non-tuism. Psychological egoism deems agents as selfish, philosophical 
egoism merely holds that the only desires that can move agents are their 
own. (see, for instance, Hollis, 1996, 6) 



 

 

24  

known as non-tuism. This holds that people’s preferences are 
not affected by their perception of other people’s preferences. 
Utility functions are independent. Non- tuism and selfregard 
go together rather easily.  
  Parfit took quite another point of departure. He did not start 
with opposing self-regard to other-regard, but with opposing 
shortsightedness to self-care. He demonstrated that one could 
split the set of presumed self-interested actions into two 
disjoint subsets: truly self-interested actions versus the 
pursuit of present aims. What is truly in our self-interest is to 
take account of our foreseeable future needs. He claims that 
behavior that is labeled as self-interested is often more 
properly seen as behavior directed at present aims. 
According to Parfit there are only two tenable theories about 
rational behavior, the present aim theory and the theory of 
morality, for only these theories give to "I" and "now" the 
same treatment. (Parfit,1984, 148) Thus, whereas present aim 
theory is both agent and time relative, moral theory is both 
agent and time neutral. The present aim theory holds that 
agents care only about their current interests. To be coherent, 
this theory must also proclaim that agents are only concerned 
with self-regarding goals. No more than the theory of self-
interest can it be successful at the collective level. Moral 
theory, on the other hand, must be successful at the collective 
level. Therefore, it is also concerned with other-regarding 
choices.  
  To put everything in perspective I conclude that rational 
choice theory does not assume that agents are selfish, i.e., 
pursue their ends without bothering about the costs they 
impose on others. It does assume that agents are self-
regarding. Second, I propose to make a distinction between 
prudential concerns (self-care on the long run) and moral 
concerns (other-regarding care). This distinction fits in with 
Sen’s elucidating distinction between actions based on 
(extended) preferences ('sympathy') and actions that stem 
from a sense of duty ('commitment'). In the case of sympathy 
one feels concern for the well-being of those people one is 
acquainted with, as members of the family, or friends and 
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neighbors. Their well-being has a bearing on one's own 
welfare, we could speak about connected (or extended) utility 
functions.19 In the case of 'commitment' one acts on a moral 
principle, even when this conflicts with one's self-interest, in 
terms of one's welfare. Commitment can drive a wedge 
between behavior and welfare. (Sen, 1977a) 20 Thus, in 
prudential concerns other-regard is limited to relatives, 
friends and the like. Prudence is the core of utilitarianism, the 
ethical doctrine that is embraced by rational choice theory. 
 
5. “Das Adam Smith Problem” 
 
The discussion about selfishness, self-regard etc. has histori-
cal roots, which dates form the writings of Adam Smith.  
In his Theory of Moral Sentiments Smith argued that by nature 
man is first and principally recommended to his own care 
and, therefore, is much more deeply interested in whatever 

                                                
19 On the basis of Parfit’s point of view sympathy, as an agent-relative 
concern, is part of the present aim theory. But sympathy, as a reciprocal 
attitude, can also be part of self-care. Parfit’s distinction is not without 
problems then.  
The distinction between present aims and concerns with a longer time-
horizon could more fruitfully be used to distinguish lower-order and 
higher-order preferences. Shortsightedness and lack of self-command are 
often related to lack of self-care, as for instance is the case with addiction. 
In these kinds of activities the negative consequences of behavior manifest 
themselves only after a longer period. Criminal behavior is also associated 
with lack of self-command, i.e., an inability to anticipate the negative 
consequences of one’s behavior for the victims and ultimately for oneself. 
By ignoring the long-term consequences of their actions people restrict the 
options they need to consider and surrender to their present aims. 
Awareness of the long-term consequences of their actions requires that the 
agent deliberates carefully before taking a decision and such a decision can 
be considered to be motivated by higher-order preferences (see the 
chapters XVIII and XIX). 
20 Contrary to what I suggest here, commitment is in Sen’s usage not 
restricted to moral commitment. Besides commitment based on moral prin-
ciples people can act on, for instance, sectarian principles. I will often use 
the concept of commitment as if it refers to moral concerns. (see chapter 
XIX) 
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immediately concerns himself, than in what concerns any 
other man. As a result, man's concern for himself exceeds his 
concern for other people. Therefore, Smith asked what it is 
that enables individuals to reach moral decisions. He thought 
it had to be the common feeling of sympathy. This is the 
power of the imagination, the capacity of placing oneself in 
the position of another person and to see oneself from the 
viewpoint of that person. We should endeavor to examine 
our own conduct, Smith said, as we imagine any fair and 
impartial spectator would examine it. Through the principle 
of sympathy one is able to adjust his feelings and actions to a 
level that is socially acceptable. 
  In The Wealth of Nations Smith followed another avenue. He 
wrote that the division of labor, the main factor contributing 
to a nation's welfare, makes for the increasing 
interdependence of people. The division of labor is fostered 
by a desire to serve one's self-interest but in such a way as to 
engage the self-interests of others. Everyone pursuing his 
self-interest leads unintentionally, as if led by an invisible 
hand, to prosperity for all. The mechanism of the invisible 
hand does not refer to sympathy as an underlying sentiment.  
 Some theorists argued that Smith's portrayal of mankind in 
the two studies was rather different and that the 'benevolent 
agent' in The Theory of Moral Sentiments (TMS) was replaced 
by the 'rational egoist' in The Wealth of Nations (WN). Some 
eighteenth-century German scholars of the German Historical 
School labeled the contradiction inherent in this dual image 
of man as "Das Adam Smith Problem". In the last quarter of 
the twentieth century “Das Adam Smith Problem” has gone 
through three stages. (Montes, 2003) Initially it was labeled as 
a pseudo-problem, based on ignorance and misunder-
standing. It is argued that there are mainly two 
interpretations of self-interest in Smith's writings: selfishness 
and prudence. By adopting this second interpretation of self-
interest, combined with the essential virtue of justice, it could 
be argued that Smith's handling of the virtues of justice and 
prudence just has facilitated the moral acceptance of 
acquisitive action. (Myers, 1983; Pack, 1997) Thereafter, the 
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attitude among scholars became that the problem should not 
be overlooked. The doctrine in TMS may be seen as providing 
an ethical defense for the commercial society studied in WN. 
But the price for this solution of “Das Adam Smith Problem” 
is that whereas self-interest is seen as a motivating force, 
sympathy was presumed to be a regulative force. This is a 
disturbing thought and it conflicts with Smith own opinion, 
for "in TMS sympathy is seen inter-changeable as judgment 
and as motivation". (Khalil, 1990, 256)   
  The third stage presents the opinion that “Das Adam Smith 
Problem” is not solved at all. Witztum, for instance, notices 
ambivalence in Smith’s writings towards the way in which 
self-interested people are concerned with the fortunes of 
other people. Does it come to no more than that they do not 
intend to treat each other unfair because they have an interest 
in promoting their own rank and reputation? Or is it a 
statement that the happiness of other people really matters to 
them? (Witztum, 1998) Binmore supports Witztum's reference 
towards these ambiguities in Smith's writings. He believes 
that sympathy is confused with empathy. He argues that we 
must look to the distinction between empathy and sympathy 
in order to achieve reconciliation between Smith’s major 
books. Sympathy is the attitude that expresses that the well-
being of others appears as an argument in one’s own utility 
function. Empathetic preferences refer to the valuations of the 
preferences of other agents from the point of view of an 
impartial spectator. "[T]he solution to the Adam Smith 
Problem requires reinterpreting many of his references to 
sympathy in Moral Sentiments as statements about empathetic 
preferences." (Binmore, 1998, 369).21 Sugden, however, 
believes that neither sympathy nor empathy captures the 
meaning of moral sentiments, and Binmore, as so many 

                                                
21Another confusion is the equation of sympathy and benevolence. 
Sympathy means that an agent is concerned with the fortunes of ‘named 
others’; their well-being directly influences his own well-being. In the 
case of benevolence the concern for the well-being of other persons may 
extend to ‘anonymous others’ as well.  
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representatives of rational choice theory, misrepresents 
Smith’s intentions. Binmore assumes that we need to 
recognize that Smith’s definition of sympathy is similar to the 
modern definition of empathy. 'But sympathy and empathy 
were brought into rational choice theory for two distinct 
problems: to explain non-selfish behaviour and to make sense 
of interpersonal comparisons of utility'. (see Sugden, 2002, 66) 
Smith’ s concern was quite different. Sugden thinks that the 
term “fellow feeling” best expresses what Smith had in mind 
when he talked about interdependencies of feelings. For 
Smith, the psychology of fellow feeling and the corres-
pondence of sentiments are tightly linked with that of 
approval and disapproval; and approval and disapproval 
form the basis of the sense of morality. The ideal standard of 
moral sentiment is to be found in the judgments of the impar-
tial spectator.22 The psychological mechanisms of approval 
and disapproval tend to induce norms of propriety of senti-
ment within any group of interacting people. “..[I]f Smith is 
right, our sense of what is worthwhile is in part founded on 
and maintained by the perception of other people’s approval: 
our consciousness of the correspondence of our sentiments 
with those of others helps to maintain the sense that our goals 
are worth pursuing.” (Sugden, 2002, 81) 23    

  Though rational agents are pictured as non-tuists, they are 
not without other-regarding attitudes for they are sensible to 
the opinion of relevant other agents in their community. They 

                                                
22 Hume thought that empathetic identification consists solely in the simple 
imaginary change of position with others, while sympathy implies concern 
for their welfare. Therefore, sympathy will enhance the possibilities of 
coordination and cooperation. Fellow feeling could be regarded as linking 
the notions of empathy and sympathy. This would solve "Das Adam Smith 
Problem". 
23 I have to add that Sugden himself thinks that his interpretation of Smith 
theory of moral sentiments renders moral sentiments incompatible with 
rational choice theory, because they are about (affective) states not about 
preferences. But it seems to me that rational choice theory can as well 
absorb virtuous persons (whose preferences will by definition be virtuous) 
as virtuous actions that reveal moral sentiments. (see also the comment by 
Khalil). 
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want to continue to trade and exchange with each other and 
they care to behave in a way that is applauded and feel it as a 
shame when their behavior is judged as not bona fide. 
 
6. Conclusion 
 
Whereas Marshall defined economics as the study of material 
pursuits, after Robbins’s influential essay economic science 
turned into a branch of practical reasoning and ultimately 
into decision theory. Whereas economics once had a 
restricted domain, the domain of production and 
consumption regulated by markets, (micro-) economics 
afterwards studied an aspect of all human behavior. The 
change in the object of economics and the formalization of 
economic theory reinforced each other. In this process key 
concepts underwent significant changes. First, the concept of 
value in use was replaced by the concept of utility. Utility 
refers to a general notion of usefulness. The natural 
constituents of things were now put out of consideration. (see  
Meikle, 2001) In due course, the meaning of utility in utility 
theory has changed.  While the principle of utility was once 
used to indicate that actions are to be judged by their 
usefulness to produce benefit, happiness, advantage or good, 
in the modern version a utility function is devoid of any 
psychological content; it is only a metaphor for the ability of 
agents to rank their preferences consistently. A utility 
function is construed as a choice indicator. As a complement 
to the transformation of the utility concept a logical concept 
of rationality was adopted. Rationality became an equivalent 
of consistency (ignoring that one can be consistently 
malevolent). Rationality so defined might implicate that 
rationality is no longer associated with self-interest. But 
prudential concerns are self-regarding and economic man is 
still constructed as a selfish human being.  
  The attempts to eliminate all mental concepts from rational 
choice theory, reduces its explanatory power, for there must 
be grounds for a choice. As a consequence of the elimination 
of inner processes and the transformation of the utility 
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function into a choice function, there has been a behaviorist 
reconstruction of rational choice theory. Behaviorism eschews 
recourse to hedonism in its explanatory framework. Rather, 
behavior is explained by referring to the process of ‘operant 
conditioning’. In such a process “pleasure” is transformed 
from a teleological motivating role to a mechanical 
motivating goal as a reinforcing consequence of past 
behavior. The “stimulus-response reinforcement” theory is 
only reinforcing “responses” consequent upon outcomes of 
past behavior which functions as a motivator of present 
action. But we cannot deduce from responses in the past the 
content of the present and future ends and objectives and this 
is what we must appeal to in order to explain purposive 
action.  
  Furthermore, to restore a link between choice and 
satisfaction, we must include some psychological factors. 
Thus, as soon as choice is related to well-being, the concepts 
of utility and rationality must regain some of the 
psychological meanings they had lost before. Rational action 
is more than consistent action (see chapter III). 
  When proposing to include psychological meanings in 
rational explanations, I am not suggesting that rational choice 
theory should embrace some kind of psychological 
individualism. Psychological individualism has had a rather 
strong influence in neoclassical economics. The reason for this 
is that the basis of psychologism is that there is something 
that all individuals have in common. This common element is 
called ‘Human Nature’. What constitutes human nature is 
subject of discussion, and today it is merely asserted that the 
same 'laws' of psychology govern all individuals. In its 
simplest form psychologism would have us believe that any 
two individuals facing the same situation would behave in 
exactly the same way. Simple psychologism allows 
differences between the choices of individuals to be explained 
only in terms of the nature-given situations facing the two 
individuals. All individuals are, in effect identical.24 Thus 

                                                
24 In the first section I already referred to the fact that economists take 
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simple psychologism precludes individuality! (Boland, 1982, 
34) An alternative to simple psychologism denies the 
uniformity of human nature and instead claims that there are 
different types of people. Thus, when two individuals face 
the same situation but respond differently, one could explain 
the differences as the result of the two individuals being of 
different psychological types, or having different mentalities. 
(Harsanyi endorses both views; see chapters III and IV) 
  The central feature of psychological individualism is that 
only individuals can have aims and that aims are considered 
to be psychological states. Popper rejects the identification of 
aims and psychological states. In his view human practices are 
imbued with normative expectations. They embody ideas 
about what one is entitled to expect of people and are reinfor-
ced by guilt and shame in the face of reproach for the failure 
to live up to them. (see Hollis, 1994) Rational people know 
when which rules to apply and how to use them. Without 
using an institutional framework in which actions are situa-
ted or embedded, one cannot explain why people obey rules, 
commit themselves to principles etc. Institutions are to be 
included among the explanatory variables that define the aims 
of individuals. "Behavioral economics" is the answer to the 
"escape from psychology." (Giocoli, 2003, 41ff) It is an attempt 
to introduce in economic theory some of the theoretical and 
methodological approaches of psychology and it introduces 
rule following behavior.  It is a focus on actual behavior, as 
opposed to the normative ideal of rational behavior. 25  

                                                                                                           
preferences as given. Changes in choice-behavior are explained by changes 
in opportunity costs. When for example the utility function of a person 
depends on two commodities, X and Y, and the utility function, therefore, 
is U: U(X, Y), and the marginal costs of  X are declining while the marginal 
costs of Y remain the same, then the prediction is that this person will 
consume more X at the expense of Y, assuming that the marginal costs of Y 
remained unchanged. The advantage of this approach is that we need not 
refer to (unobservable) changes in the person’s tastes and preferences, all 
we need to do is to assume changes in the available resources. However, 
this argument requires that the person’s preferences among X and Y 
remain the same. 
25 It is unfortunate that the label 'behavioral economics' has been chosen, 
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To conclude I want to say a few things about rational choice 
and self-interest. Opposing the self-regard versus other-
regard distinction I have referred to Parfit's distinction 
between 'short-sightedness' (present aims) versus 'far-
sightedness' (self care over one's life time). I think that Parfit's 
distinction has two merits. First, it disentangles the concept of 
rationality and the concept of self-interest. Second, it 
introduces lower-order and higher-order preferences. The 
advantage of this approach to rational choice is that instead 
of combining rational behavior with self-regard, it places 
rational behavior in the context of preferences with 
qualitatively different contributions to the well-being of 
agents.  I propose to adopt Parfit's distinction in a modified 
version of rational choice theory (see chapter XIX and XX).  
 
In the next chapter I discuss some methodological aspects of 
rational choice theory that I coin as the Model of Desires and 
Beliefs (MDB). The reason to use this term is that there 
happens to be an alternative approach, Popper's Model of 
Situational Logic (MSL). The question is whether these 
approaches are the same, only appearing under different 
names, or are competing alternatives. I shall defend the view 
that they are different, though they both belong to the family 
of rational choice models. The MDB explains actions in terms 
of reasons for actions, while the MSL explains actions in terms 
of constraints on actions. 
 
 
 
 
 
 
 

                                                                                                           
because of its associations with 'behaviorism' that it just wants to replace. 
Behavioral economics is methodologically the opposite of behaviorism. 
Because of the possibility of confusion I prefer to speak about institutional 
or social economics instead of behavioral economics. 
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                                            CHAPTER II 
 
 
 
 
      INTENTIONAL ACTION AND SITUATIONAL LOGIC  
 
 
 
 1. Introduction 
 
The most characteristic feature of neo-classical economics is 
the attempt to derive all economic behavior from the actions 
of individuals seeking to maximize their utility, subject to 
constraints. There are two theories of rational, choice to 
which this description applies: the Belief-Desire model, and 
Popper’s model of Situational Analysis or Situational Logic.  
  Something peculiar surrounds these theories: they exist in 
strong isolation from each other. It is noteworthy that 
theorists of both approaches do not refer to each other. Hands 
observed, “(…) these literatures seem to exist in hermetic 
(supercilious?) isolation from each other.” (Hands, 2001, 336, 
note 44) 26 This is even more remarkable when it should be 

                                                
26 To give some examples: in a well-known introduction of rational choice 
theory (Hargreaves Heap et. all. 1992) there is no single reference to the 
model of situational logic; neither does Hausman refer to it when he 
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the case, as Hands beliefs it is, that the model of Belief and 
Desire and the model of Situational Logic are essentially 
similar. Caldwell even believes that these two variants are in 
fact one and the same, for he writes “Situational logic is a 
powerful method which has been applied fruitfully to a host 
of social science problems (…). More speculatively, one might 
imagine the rationality principle as playing the role of a 
central organizing metaphor for a variety of social sciences. “ 
(Caldwell, 1991, 15).  He then refers to Elster’s outline of 
rational choice theory (which is the model of Belief and 
Desire) and to Kahneman and Tverky’s prospect theory, in 
which situational logic does not figure (only in the sense that 
situations can ‘frame’ decisions). And he refers to folk 
psychology, which is also a reference to the model of Belief 
and Desire, not to the model of Situational Logic. Apparently 
he sees no difference between both approaches. 
  This makes it difficult to explain why these variants are 
called by different names and why the adherents of both 
models are involved in quite different discourses. The debate 
about expected utility theory, discussions about the violations 
of the axioms of rational choice, has completely passed by the 
adherents of the model of Situational Logic. Conversely, the 
discussions about the contradiction between Popper (n), the 
falsificationist, and Popper (s), the ‘ situational scientist’, or 
about the correct interpretation of the Rationality Principle, 
has completely bypassed the theorists who embrace the 
Belief-Desire model. The mutual negation, or even mutual 

                                                                                                           
discusses rational choice theory in his study about economic science 
(Hausman, 1992). Books about rational choice from neigboring disciplines 
rarely refer to the model of situational logic (see for example: Elster in his 
study about rationality (Elster, 1979), the political scientists Green and 
Shapiro (1994) or the sociologists Coleman and Fararo (1992)). The only two 
exceptions I know of is Langlois, who in his studies about institutional 
economic theory explicitly refers to the model of situational logic (see 
Langlois, 1986; Langlois and Scontos, 1993) and a symposium about Popper 
published in the Philosophy of the Social Sciences, vol. 28, 1998 organized 
by the Research Unit for Socioeconomics at the Austrian Academy of 
Sciences.       
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ignorance, would be much more comprehensible when these 
models appear to be completely different. And I think that 
there are many indications to think that these models are 
different. Of course, one could argue that Popper's model of 
situational logic is merely an articulation of the interaction 
between the agent's beliefs and his desires that produces a 
primary reason. But I think it is more interesting to explore 
the possibility that these models are different. 
  The model of Belief and Desire is grounded in folk 
psychology, whereas the model of Situational Logic is 
presented as an anti-psychological theory. In the model of 
Belief and Desire much attention is focused on decision 
processes, whereas in the model of Situational Logic the 
decision process is replaced by an optimization problem that 
is defined entirely in terms of situational constraints (given 
the agent’s goals).  In the behaviorist model of situational 
logic utility functions are merely mathematical represen-
tations of what we expect purposeful agents to do. The utility 
functions are taken for granted and, therefore, do not 
contribute a great deal to the explanation of what agents do. 
A change in conduct will be explained by a change in the 
constraints. 
  Also the mystery of the mutual negation would disappear 
when it could be shown that these models are different and 
separate explanations of intentional human action, and this is 
the task that I will undertake in this chapter. I will take the 
distinction between an ‘internalist’ and an ‘externalist’ 
explanation of human action (a distinction based on an article 
by Satz and Ferejohn in 1994) as my point of departure. They 
argue that, in many social scientific explanations, we are not 
interested in explaining a particular agent’s behavior but 
rather, in general, the regularities that govern the behavior of 
all agents. In such cases, it is not the agents’ psychologies that 
explain their behavior, but the environmental constraints they 
(collectively) face. In the theory of situational analysis, an 
action is fully determined by the situational constraints. Each 
agent placed in the same circumstances would make the same 
choice. Situational constraints facing a multitude of agents 
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could explain the behavioural regularities among agents. 
Although Satz and Ferejohn overstate the difference, their 
distinction can be usefully applied to compare the model of 
belief-desire with the model of situational logic.  
  I begin this chapter with a description of the internalist-
externalist distinction. Thereafter, I will present an outline of 
the model of Belief and Desire (MBD). Since I have not 
discussed this model in the previous chapter, I will also pay 
attention to some of the criticism of this approach. I will then 
continue with discussing the model of Situational Logic 
(MSL), and compare both approaches to find out whether the 
internalist-externalist distinction is confirmed.  
 
2. Internalist and externalist explanations of human action 
 
Satz and Ferejohn define rational choice theory "(..) as a 
psychological theory wedded to a reductionist programme in 
the social sciences, (..)" (Satz and Ferejohn, 1994, 71)   Rational 
choice theory is seen as describing what is actually going on 
inside us when we reason. From this perspective, mental 
entities (preferences and expectations) are considered as 
related to choice, in the sense that they are reasons for an 
agent who is considering his options. However, when we are 
not interested in explaining a particular agent’s behavior but 
in general regularities, then we have no reason to analyse 
individual mental states but should look instead, according 
this view, to the environmental constraints they (collectively) 
face. This is the externalist interpretation.  
  Satz and Ferejohn believe that rational choice explanations 
are most plausible in settings in which individual action is 
severely constrained, and thus where the theory gets its 
explanatory power from situational conditions and not from 
individual psychology. In the absence of such strong 
environmental constraints, rational choice theory is a weak 
theory with limited predictive power. “We fully realize the 
irony of our contention: the theory of rational choice is most 
powerful in contexts where choice is limited.” (Ib.,72). 
Despite their trust in environmental constraints explaining 
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actions, they reject a view in which agents are seen as 
automatons: human agents must be motivated to act. Thus, 
they reject radical anti-psychologism. They admit that, for 
certain kinds of questions, an internalist perspective is 
crucial, for instance for questions about the normative 
purposes of rational choice theory, or about individual 
behavior. But many social-science questions cannot be 
answered at the level of individual psychology. These 
questions concern the relative stability of certain patterns of 
behavior. In these cases, behavioral patterns or aggregations 
of patterns can be explained or predicted in terms of 
observable parameters. In such explanations individuals can 
be replaced without changing the causal structure in which 
actions are embedded. Structural conditions (such as 
competitive markets, or electoral procedures) constrain and 
narrow the number of psychological possibilities.27 Satz and 
Ferejohn believe that there are analogies to natural selection, 
and that much of rational choice theory operates in the 
context of powerful mechanisms. This is not meant to dismiss 
internalism. Whether individual or structural accounts of 
social phenomena are appropriate depend, or so they believe, 
on the purpose of the explanation. For some purposes, the 
appropriate focus is on individual agency and choice. For 
many social-science questions, however, the appropriate 
focus is on how social structures and features of the agent’s 
environment exert constraints on action. 
  This internalist-externalist distinction has raised an objection 
by Hausman (1995b) who argues that all rational choice 
explanations are psychological explanations. He admits that, 
in some circumstances, the actions of agents will be the same 
despite a wide range of different beliefs and preferences. The 
facts about their beliefs and preferences seem to be trivial, but 
this does not make them irrelevant. Hausman presents the 
                                                
27 Rule-led behavior, which would also explain behavioral regularities, is 
explained by external institutional constraints 
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example of a fire that breaks out in a hotel and as a 
consequence the guests flee. The fire explains why they flee. 
The reference to preferences and beliefs is scarcely worth 
making. But the correctness of the explanation of why they 
fled depends on their truth. If the guests had not noticed the 
fire or the fire alarm or would not have cared if they had, 
then the fire does not explain their flight. Hausman wants to 
hold to the mental state, which is aroused by a number of 
beliefs and preferences, as part of the explanation of the 
agent’s action, even when this mental state is, as in this case, 
no more than an activating or driving force. Most rational 
choice theorists would agree with him. I guess that even Satz 
and Ferejohn would find it hard to disagree with such a 
description of the role of psychological factors in even an 
externalist’ explanation of intentional actions. 
  Therefore, I propose to regard theories or hypotheses in 
which the role of belief-preference couples is restricted to that 
of an activating stimulus as externalist theories. Theories 
about intentional actions I regard as internalist theories. I will 
now proceed with the internalist approach to rational choice. 
 
3. Rational choice explanations and folk psychology 
 
Much of the methodological distinctiveness of rational choice 
theory stems from the fact that a theory of rationality and 
intentionality lies at its theoretical core. An intention to act 
requires both a belief and a desire or pro-attitude. An 
intention to act requires two transformations of the belief-
desire (or expectations-preference) couple. The first is 
obvious. The belief and desire must be brought together. This 
transformation is what is usually thought of as ‘practical 
reasoning’, reasoning from an end to the adequacy of the 
means. But this is not enough. We do not perform every 
action that we believe would promote some good or satisfy 
some obligation. The second state is that we assess the 
consequences of an action and commit ourselves; i.e., that we 
fulfil a primary reason. 
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It is true that someone who has a desire that he believes he 
can realise in a certain way will have a tendency to act in that 
way. But most such tendencies (or dispositions) are not 
realised. Much of the explanatory force of reason-explanation 
comes from the fact that they specify which pair, from among 
the vast numbers of beliefs-desire pairs that were suited to 
cause the action, actually did cause it. What we need, in order 
to show how particular desires and beliefs work together to 
explain actions, is some general theory about desires, beliefs 
and actions. Davidson has tried to formulate such a general 
theory.  
  In his seminal article “Actions, Reasons, and Causes”, 
Davidson defended the view that rationalisations are species 
of causal explanations (or at least compatible with them) 
against different kinds of objections. "Whenever someone 
does something for a reason,(...) he can be characterised as (a) 
having some sort of a pro-attitude towards actions of a 
certain kind, and (b) believing that his action is of that kind". 
(Davidson, 1980, 3/4) A primary reason is a pair of mental 
states: a belief state and a pro-attitude. A pro-attitude is a 
term, introduced by Davidson, to be used for the various 
sorts of mental states that can combine with certain beliefs to 
constitute reasons for acting.28 In order to understand how a 
reason of any kind rationalises an action, it is necessary and 
sufficient that we see how to construct a primary reason. 
What makes a primary reason a reason for an action is a 
logical relationship, expressed by a practical syllogism 
between the propositional contents of the belief and the pro-
attitude constitutive of the primary reason. (see LePore and 
McLaughlin, 1985, 7)29  Thus, the reason for which I act 

                                                
28 Pro-attitudes include desires, wants, urges, prompts, and a great 
variety of moral views, esthetic principles, economic prejudices, social 
conventions, and public and private goals and values insofar as these can 
be interpreted as attitudes of an agent directed towards actions of a 
certain kind (LePore and McLaughlin, 1985). 
29 Davidson defines a primary reason as follows: “R is a primary reason 
why an agent performs the action A under description d only if R 
consists of a pro-attitude of the agent toward actions with a certain 



 

 

40  

provides me with premises from which I could have reasoned 
to a conclusion that corresponds to my action. The primary 
reason for an action is its cause. Therefore, a rationalisation is 
a kind of causal explanation.30

  

  There have been various lines of attack against the claim that 
a primary reason for an action is its cause. It has been said 
that a cause must be logically distinct from the alleged effect, 
and that a reason for an action is not logically distinct from 
the action. Since a reason makes an action intelligible by re-
describing it, we do have not two events but only one under 
different descriptions. Causal relations, however, demand 
distinct events. But Davidson rejects this argument. When 
somebody flips the switch, then this action is further 
describable as having been caused by a desire to turn on the 
light. To describe an event in terms of its cause is not to 
confuse the event with its cause, nor does explanation by re-
description exclude causal explanation. A familiar criticism, 
one that also is used by Rosenberg (1988), is that ordinary 
causal statements imply law-like generalisations. Davidson 
replies that the idea that no causal explanation is given unless 
a law has been produced is based on a misunderstanding of 
the kind of explanations that rationalisations produce. But 
this is the kind of answer that fuels the intuition that an 
intentional explanation is quite different from a causal 
explanation, as it is usually understood. 
  Hodgson (2001) distinguishes three aspects of the dispute. 
He notices that it is a fundamental empiricist principle that 
the relation between the antecedent and the consequent of a 
law-like generalisation cannot take the form of a logically 
necessary connection, but must be a contingent one. The 

                                                                                                           
property and a belief of the agent that A, under description d, has that 
property.” (Davidson, 1980(1963), 5)  
30 It is questionable whether the phrase "causal explanation" is appropriate 
in this context. Anyway, a rationalization is not a law-like generalization. It 
is an attempt to explain why the agent undertook the action. Thus, a 
rationalization of an action is a kind of Verstehen. 

 
            



 

 

41  

second point is that causal explanations by-pass any recourse 
to intentional phenomena like reasoning, deliberating and 
choosing, whereas rational explanations are based on the 
deliberative, cognitive capacities of agents. Causalism leaves 
the matter of the agent’s conscious control of his intentional 
actions in relation to an objective entirely out of the picture. 
(Hodgson, 2001, 120; see also Wilson, 1985) The ultimate 
source of this disregard is the specific failure to capture the 
very special idea that intentional action is continuously and 
consciously directed toward a desired or valued end. Related 
to this point of criticism is the next and – in the view of 
Hodgson – also the strongest criticism of the equation of 
rational and causal explanations, the negligence of the 
normative aspects of reason-giving explanations. Rational 
explanations include a justification for the intentionally 
undertaken action, based on the desires and beliefs that 
provoke it. Non-purposive, causal explanations do not 
attempt to furnish justifications. (B. Hodgson, 2001, 21)31 
  To conclude this dispute I turn to Aristotle’s distinction 
between ‘efficient’ and ‘final causality’. Efficient causality is 
similar to the materialist and mechanical causality in the 
natural sciences. Final causality or ‘sufficient reason’ is 
teleological in character; it is directed by an intention, 
purpose or aim. Causal explanations are based on efficient 
causality, rational explanation on sufficient reason. Causal 
and rational explanations, therefore, have to be distinguished. 
To explain an action is to rationalise it. This means that we 
have to furnish arguments from which can be deduced that 
this was what someone intended to do. We can refer to some 
objective, or we could try to explain it by connecting the 
action with some rule or principle. 
  A primary reason explains an action only if the contents of 
the belief and desire entail that there is something desirable 
about the action, given the description under which the 

                                                
31 In the model of Situational Logic the agents goals and beliefs being part 
of the situation are taken as given. The consequence is that the justification 
of actions cannot be discussed.                                                                                                            
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action is being explained. This requires that the observer 
should try to apprehend what is going on in the agent’s 
mind, in order be able to find what happens 
‘understandable’. This is the method of Verstehen. A 
common definition is: “Verstehen is the apprehension of 
[intentional mental] states of others expressed in their terms.” 
(Bacharach, 1989, 132) A problem with the Weberian method 
of Verstehen is that we have no means of knowing that the 
meaning-context that we think is appropriate is at all the 
same as what the person has in mind. In Schutz’s 
interpretation, Verstehen holds no reference to either 
empathy or introspection. “Verstehen is solely the imputation 
of ‘objective meanings’ (generalised plans and motives) by an 
observer equipped with an overlapping stock of knowledge 
and scheme of relevance.”(Prendergast, 1986, 20).

32
 In order to 

legitimately claim to have understood an action, it is 
sometimes sufficient to find out whether this behavior is 
(partly) determined by a certain rule or set of rules; that is, 
rules that can combine with beliefs and/or desires to form 
primary reasons for action. Interpreted in this way, there is 
no principled contrast between Verstehen and discovering 
the rules that give rise to an action. The aim is not to subsume 
some human action under a causal law but to discover the 
rules (or goals or meanings) that guide the action and render 
it meaningful.33

    
                                                
32 We will see that both notions of ‘Verstehen’ return in the discussion of 
situational analysis.    
33 Some scientists deplore the situation that the sciences are saddled with 
more than one version of causality. G. M Hodgson proposes a solution that 
he calls ‘emergentist materialism’, in which consciousness and volition are 
seen as emergent properties of the material world. This preserves 
materialist' causality but endows it with additional, irreducible, properties 
at higher ontological levels. Human intentionality is thus an emergentist 
transformation of materialist causality. In this approach will and 
consciousness are regarded as emergent properties of the human nervous 
system. (G. M. Hodgson, 2000)  
I very much doubt that this is a solution. It is an illusion to think that there 
is a one-to-one correspondence between all facets of human behavior and 
neurophysiological features. And how do we account for the countless 
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4. The failure of belief-desire explanations 
 
Rosenberg (1994) attacks the belief-desire approach that he 
conceives as the core of economic science in general. 
Rosenberg’s foremost concern is the question of whether 
rational choice theory is a scientific theory, and, if it is not, 
what it is. Rosenberg argues that economic theory  – for 
which I have substituted rational choice theory– is not and 
cannot be an empirical science.  The core structure of 
Rosenberg’s argument seems to be: 34 
1: Science is characterised by predictive progress 
2: Rational choice theory fails to meet this criterion 
3: The reason for this is the dependence of rational choice 

theory on folk psychology. 
These arguments will be discussed in turn. Rosenberg 
repudiates the alternative view that ‘understanding’ is the 
goal and criterion of social science.35 As to his second point, 
Rosenberg appears to hold a rather thin notion of progress. 
He does not take into account that rational choice theorists 
have recognised anomalies and have corrected errors, nor 
does he refer to the emergence of non-expected utility theory. 
His third argument is the crux and the most interesting part 
of Rosenberg’s argument. Rosenberg holds that something 
like the following oversimplified general statement seems to 
lie behind our ordinary explanations of human actions: 
 
   

                                                                                                           
differences between human beings? Concerning the relation between 
human action and the neurophysiological system, the best we can say is 
that actions supervene on them. (see for a similar statement Hands, 2001, 
170) Hodgson’s proposal stems from his support of evolutionary 
economics.  
34 I follow Mäki’s account of Rosenberg’s attack on rational choice theory 
(economics). (See Mäki, 1996.) I have omitted Rosenberg’s fourth point, 
namely: “Not being an empirical science, economics is a kind of 
mathematical politics.” 
35 Since Rosenberg defends the unity of science, he cannot appreciate 
economic science or rational choice theory as a distinct social science. 
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[L] Given any person x, if x wants d and x believes that a is a     
  means to attain d, under the circumstances, then x does a 
  (c.p.)  
 
Does [L] underwrite our explanations of actions because it 
describes causal relations – that is, law-like connections – in 
virtue of which actions are determined by beliefs and desires? 
Or does [L] underwrite these explanations because it helps us 
identify the reasons that make a particular action justified, 
intelligible, or rational to us? Of course, it is possible that [L] 
does both. There is a longstanding standard for causally 
explaining an individual event, namely the ‘covering law’ 
account. The occurrence of the event should be derivable 
from one or more general laws and a statement of initial 
conditions. For example: 
 
(1) initial conditions: 1a. desires; 1b. beliefs 
(2) law: for any agent x, if x wants Ø and x that doing a    
              is the  best way for him to secure Ø, do a   
(3) conclusion: x does a 
 
How do we get to know the initial conditions? The methods 
we normally deploy (experimenting, asking and observing) 
involve inferring from action to desire and belief and put us 
in a position of circular reasoning. In order to explain action, 
we need to know desires and beliefs. And in order to explain 
the desires and beliefs, we need to know the action. 
Moreover, in order to employ behavior as a guide to beliefs 
we have to hold the agent’s desires constant, and in order to 
use behavior as a guide to his desires we have to hold the 
beliefs constant. Thus, without knowing at least two of the 
three variables, we cannot know the third. (Rosenberg, 1988, 
33/4)36 We can never measure the initial conditions 

                                                
36 Mäki argues that this simply is not true. One is, to a certain extent, able 
to tell what a person wants or believes by knowing her background, or by 
past experiences, or by knowing the relevant community values, beliefs 
and conventions (Mäki, 1996, 19). If we are not interested in the beliefs-
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independent of [L], which makes [L] unfalsifiable. We cannot 
describe actions without committing ourselves to the 
existence of desires and beliefs that contain descriptions of 
that action. This precludes the existence of contingent 
connections between desire, belief and action, for they can 
only be described in terms that refer to one another. [L] 
defines what it is to be an action, or defines it with respect to 
the notions of desire, belief and action.37 Desire, belief and 
action are logically connected. This is the logical-connection 
argument. In the practical reasoning process, the relationship 
between the premises and the conclusion is a logical one, in 
the sense that the acceptance of the premises constitutes a 
logically sufficient reason for accepting the conclusion. Thus, 
rational choice theory is vacuously true.  
  Rosenberg’s judgement is essentially based on the fact of 
predictive failure. He believes that rational choice theory has 
not shown systematic progress through time. He attributes 
the failure of rational choice theory to a feature that it shares 
with most social sciences: the commitment to the intentional 
explanatory framework of belief, action and desire. From this 
point of view, the intentional vocabulary of belief and desire 
does not identify scientifically significant features of the 
world. They are no ‘natural kinds’: "sets of items that behave 
in the same way, and that share the same manageably small 
set of causes and effects, and so [they] cannot be brought 
together in causal generalisations". (Rosenberg, 1994, 224). 
They embody pre-scientific concepts and should, in his view, 
be condemned to the dustbin of history, as goes for folk 
physics or folk astronomy.38

  The dependence on folk 

                                                                                                           
desires of particular persons but of groups of people, and if we want to 
explain regularities of behavior among people, this is a strong argument.  
37 In fact, Rosenberg believes that  [L] can be identified as a principle of 
instrumental rationality. (Rosenberg, 1988, 28) Thus, far from being a 
contingent law describing the causes of an action [L] turns out to be a 
definition of what it means to be rational.  
38 Eliminativists predict that neuroscience will refute folk-psychology in 
the same way as Kepler and Copernicus refuted Ptolemy (see D.W. 
Hands, 2001 about the ‘naturalistic turn’; see also Jackson and Pettit, 
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psychology is, according to Rosenberg, the backbone of all 
rational choice explanations as well as the explanation of 
many other sciences. Rosenberg contends that there has been 
no progress in developing genuine laws of individual and 
social behaviour. This fact suggests to him that such laws are 
unobtainable. 39 
 
5. ‘Folk psychology’ and unobservables 
 
The doubt that MDB could ever become a scientific theory is 
not based on the mere fact that it employs concepts derived 
from folk psychology, but also on the fact that these concepts 
are unobservable (this applies to both the MBD and the MSL). 
Unobservables have a dubious epistemological status. In the 
view of philosophers like Van Fraassen, it is not possible to 
have evidence for or against claims that refer to unobservable 
things. So, science cannot aim at the truth concerning any 
underlying unobservable reality.40

  In some ‘absolute’ sense of 
observable or perceptible, beliefs and preferences are not 
observable. On the other hand, they have for thousands of 
years been a part of a common-sense understanding of the 

                                                                                                           
2004). I have already indicated that, in my opinion, the potentials of 
neuroscience for the social sciences are enormously overrated. There is 
nothing at the neuro-physiological level to be isolated as one belief as 
opposed to another. Davidson fears that ‘black holes’ are substituted for 
‘black boxes’; he is very skeptical about what such a science would tell us 
about intentional behavior. (Davidson, 2004, 116)  
Quite another view is that concepts like beliefs and desires are so deeply 
ingrained in our pre-theoretical thinking about economic life, in our folk 
economy, that an adequate scientific theory of economic phenomena 
cannot do without them. A theory that does not employ these concepts 
simply wouldn’t be economics (Nelson, 1990, 120). 
39 For those who do not share Rosenberg's methodological monism, it is 
enough to know that intentions and beliefs can rationalize an action.  
40 Constructive empiricism maintains that the accumulation of scientific 
knowledge refers only and exclusively to observable phenomena. One 
does not have to believe in the existence of unobservable entities to 
construct theories. The aim of science is to construe representations of 
reality that are empirically adequate. 
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world. "[C]laims about beliefs and preferences cannot be 
regarded as observational, but someone who has no quarrel 
with common-sense reality and then turns to assess economic 
theories must regard their claims about expectations and 
preferences as no more problematic than are claims 
concerning observables". Hausman, 1988, 198) Preference 
rankings and subjective probabilities are merely formalized 
variations on familiar notions of desire and belief. And, 
therefore,  “one cannot be an anti-realist about unobservables 
of economics and a common-sense realist.” (Ib., 198).  
  The MDB mainly deals with what Mäki has coined 
‘commonsensibles’. While desires and beliefs are not 
observable in a narrow sense, they are commonsensibles 
since they are part of the ontic furniture of common-sense 
psychology, which we all employ in our daily lives regardless 
of our having an academic degree in psychology. "Theorising 
in economics is largely a matter of isolation and abstraction, 
idealisation and simplification among commonsensibles, 
rather than postulating unobservable entities". (Mäki, 2000, 
111) Regarding the role of common sense, Mäki formulates 
three options. "The first is the acceptance of the common-
sense view, or folk psychology, as the correct description of 
the nature of human action and its elements. (...) Few 
scientists take this option seriously. The second option is the 
adoption of consistently scientific realist principles all down 
the line, in that all common-sense descriptions – also those 
about human action – would be replaced by scientific (e.g., 
neuro-physiological) re-descriptions. (...) The third option 
involves the point that, no matter what ultimately intentions, 
valuations and beliefs are, economic matters are certain kinds 
of manifestations thereof and this constitutes their essence". 
(Mäki, 1990a, 340) Mäki prefers the third option. "Economics 
proceeds by modifying the common-sense picture by 
excluding, idealising and recombining (and, of course, 
renaming) familiar elements in the common-sense picture". 
(Mäki, 2000, 112). There is no ontological departure from the 
world occupied by commonsensibles in economics.  
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The disagreements between realists and anti-realists about 
the question whether claims about unobservables are true or 
false and whether they can be supported by evidence are of 
little importance within MDB, because here the 
unobservables are part and parcel of our everyday 
understanding of the world. (see also Nelson, 1990) 
 
6. The model of situational analysis  
 
The impact of Popper(n), the falsificationist, on economic 
science has been much stronger than the impact of Popper(s), 
the situational analyst, though the MSL did fit the 
behaviorist' turn in economic science. Popper admitted that 
economics was the original inspiration for situational 
analysis. In describing his ideas on situational logic Popper 
explained that his main point was “to generalize the method 
of economic theory (marginal utility theory) so as to become 
applicable to the other theoretical social sciences.” (Hands, 
1985, 85)41 Still, the paradoxical fact about situational analysis 
explanations is that they cannot be falsified – and thus 
Popper(s) conflicts with Popper(n). Nevertheless, the model 
of situational analysis is useful as a further exploration of 
rational choice theory. 
  Popper’s view was that "it is people’s ability to react 
appropriately to their situation and to respond to criticism 
that makes them rational and autonomous. It is also what 
makes their behaviour accessible to scientific inquiry". 
(Koertge, 1975, 438/9) The fundamental principle of the 
programme of situational analysis is that we should and must 
seek explanations of human behaviour in terms of the 
situation that the actors find themselves in. Action is 
explained as a rational or logical response to the situational 

                                                
41 Blaug is rather cynical about this. He claims that it is a fact that Popper 
knew little about social science and even less about economics. Popper’s 
statements about situational analysis, moreover, are very sloppy: they 
seem to be a restatement in loose language of the ‘Verstehen Doctrine.’ 
(Blaug, 1985)  
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environment as the agent sees it. Thus, in order to explain an 
action, we describe the agent’s situation, i.e., his or her goals 
and beliefs and environmental constraints to determine 
which action is appropriate in the circumstances, as the agent 
perceives it, and, with the addition of the rationality 
principle, deduce what the agent will do.  
  Koertge has presented the following informal model of the 
situational analysis (Koertge, 1975, 440):  
 
1. Description of the situation. Agent A was in a                

situation of type C. 
2. Analysis of the situation. In a situation C, the appropriate 
     thing to do is x. 
3. Rationality principle. Agents always act appropriately to 

their situations. 
4. Explanandum. Therefore, A did x 
 
The situation that is central in the explanation is not the 
agent’s objective situation but the situation as he sees it. To 
explain an action by using the ‘Rationality Principle’ does not 
imply that the agent’s beliefs are reasonable, nor even that his 
method of making decisions is a good one.

42
 However, in a 

more elaborate model Koertge adds that the Rationality 
Principle does "presuppose that the agent appraised her 
situation in a systematic way, that the result of the appraisal 
procedure is in principle open to change should the set of 
available solutions change, and that there is a match between 
the appraisal and the action. Thus, the Rationality Principle is 
far from empty, and it’s content can be further increased by 
building supplementary theories of error, decision-making, 

                                                
42 In the previous chapter I emphasized that we must assume that an 
agent acts reasonably, because otherwise there would be no limits to the 
numerous possible explanations for his action. Originally, Popper had 
the same opinion. But Koertge writes that Popper changed his views on 
this matter. In his earlier writings, he limited the scope of the principle to 
the actions of sane people, but in “The Rationality Principle” he stressed 
that the principle could also be applied to the actions of a madman. 
(Koertge, 1975, 441)  
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and belief formation". (Ib., 446/7) But in this statement she is, 
in my opinion, confusing the two concepts of rationality that 
we can find in the MSL; individual rationality and the 
Rationality Principle.43  
  The fundamental methodological maxim for this research 
programme (what Lakatos called the negative heuristic which 
protects the hard core) might be formulated as follows: “Try 
to explain all actions and beliefs in terms of situational 
analysis and the Rationality Principle. If a given action or 
belief appears to be irrational always blame your model of 
the agent’ s situation, not the Rationality Principle.” (Ib. 457)44

 

An important question concerns the falsifiability of the 
Rationality Principle. Popper states frankly that it is not 
always true. Since it is formulated as a universal law, it is 
falsified when a single agent violates it. Popper argues that, 
although such agents do exist (i.e., the principle is false), it is 
approximately true – that is, most but not all agents obey the 
principle. His defence of the unfalsifiability of the Rationality 
Principle is that it is potentially falsifiable (that is, though we 
could choose to reject it, we simply decide not to). We make a 
methodological decision that, when faced with a falsifying 
                                                
43 The second definition conflicts with the preceding one. Both formulate 
precisely the distinction that Popper makes between a madman and a 
rational person. Popper makes a strict distinction between rationality as a 
personal attitude and the Rationality Principle. Rationality as a personal 
attitude is the attitude of readiness to correct one’s beliefs. The Rationality 
Principle is rather a minimum methodological postulate to animate a 
model of a social situation similar to that of Newton’s law in the 
explanation of motion in the solar system; it is the principle of acting 
appropriately to the situation as the agents sees it.  (Popper, 1967, 365) 
Koertge is mixing these two notions of rationality. 
44 The point is that an agent’s preferences and beliefs are defined as part of 
the situation. Thus, when we assume that an agent follows his preferences 
and we take it for granted that the agent acts appropriately to his situation 
as he or she sees it, we cannot but take the agent’s analysis as the point of 
departure. We meet here a complex description of the two prerequisites for 
a rational action: a motivating (or animating) device and instrumental 
rationality. To make sense of the ‘zero method’ (see note 54), we must 
assume that the agent’s analysis of the situation (that is, his beliefs of the 
external constraints) is not infallible.   
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observation about a particular agent, we cling to the 
Rationality Principle and revise our hypothesis about his 
aims and beliefs.

45 The Rationality Principle is simply the 
‘hard core’ of the Popperian research programme in the social 
sciences. (Hands, 1985, 88) The rationality principle states that 
agents act appropriately to their situation ‘as they see it’. As 
Popper acknowledges, this is a minimal notion of rationality. 
It assumes only that the agent has certain beliefs and goals, 
and that he acts in an attempt to achieve these goals. This 
type of ‘subjective rationality’ does little more than posit 
purposeful, goal-directed behaviour. When interpreted in this 
way, it is not easy to discover the logical status of the 
Rationality Principle. It has the form of a universal statement, 
so it is not verifiable. But it also appears to be unfalsifiable, 
because it is difficult to imagine a basic statement that would 
falsify it. And because the rationality principle is 
unfalsifiable, theories employing it must be viewed as 
metaphysical. Disciplines that employ it would not be 
considered sciences. Yet, Popper(s), the situational analyst, 
insists that the universal law of the social sciences, though 
false, should never be rejected. Instead the theory in which it 
is used should be adjusted until the agent’s action can be 
shown to follow from the logic of the situation. “From a 
falsificationist’s point of view, situational logic employs a false 
law, then justifies the procedure by elevating an immunizing 
stratagem to the status of an immutable methodological principle.” 
(Caldwell, 1991, 20)  
  There are a number of ways to respond to this dilemma. 
Blaug prefers a Lakatosian solution, in which the Rationality 
Principle is part of the hard core of the neo-classical 
programme. Caldwell, on the other hand, seeks a solution for 
the conflict between Popper(s) and Popper (n) in Popper’s 
writings on critical rationalism. Popper acknowledges that 
the Rationality Principle is false, although it is often 

                                                
45 This renders explanations ad hoc. 'It will always be possible to reconstruct 
a situation to yield the observed behavior by invoking changes in 
unobservable variables like motives or beliefs'. (Caldwell, 1998, 467) 
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approximately true. But, a major argument in its favour is 
that it can be criticised. Situational analysis is rational, 
empirically criticisable, and capable of improvement. Under 
falsificationism the goal is demarcation, whereas under 
critical rationalism the goal is to keep the critical process 
going, 'to build an ecology of critical inquiry', as Caldwell 
formulated it. (Caldwell, 1991, 25) 

46
  

 
The basic idea presented by Popper is that one needs a model 
and an animating principle to carry out analysis in the social 
sciences. A model consists of four basic elements: physical 
objects, social institutions, the aims of the actor and the 
knowledge that he or she has of the situation. 
  The method of situational logic or situational analysis is 
individualistic but not psychological. 'Psychological 
experiences are replaced by abstract and situational elements 
such as ‘aims’ and ‘knowledge.’' (Popper, 1967, 359) The 
important thing is not the decision of the individual but the 
situation that ‘necessitates’ some action rather than others. 
Popper presented situational analysis as an alternative to 
‘psychologism’. To explain social action, we need an 
understanding of the situation in which social action takes 
place, not a detailed knowledge of the mental states of 
individuals. The method consists of constructing a model of 
the social situation, including the institutional situation in 
which the agent is acting. Once the theorist has specified the 
goals of the agent and thus the objective function to be 
maximised as well as the constraints facing the decision 
maker, then the implicit claim is that everyone facing those 
constraints and maximising according to that objective 

                                                
46 Notturno advances another argument to retain the principle of 
rationality despite the fact that it is false. The Rationality Principle is not an 
empirical principle that each person always acts on adequately in each 
situation. That hypothesis is clearly false. It is, on the contrary, a 
methodological principle that places restrictions on what will and what 
will not count as a rational explanation. (Notturno, 1998) 
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function will make the same unique choice.47 There is only 
one viable solution. The model that enforces a compelling 
choice is called the single-exit model. (see Latsis, 1972) The 
limitations inherent in the situation reduce the choice options 
in such a way that the principle of rationality suffices to 
ensure a specific (optimal) outcome. It looks as if the strength 
of the assumption of maximising behaviour, in combination 
with the assumption of perfect competition, assigns a unique 
outcome as rational. However, in the context of the situation, 
the action is in fact a reaction, a ‘mechanical’ action forced 
upon the agent by (his analysis of) the situation. ‘The method 
of situational analysis always turns a specific agent into 
‘anybody’ who may share the relevant situation, and reduces 
the agent’s personal aims and knowledge to elements of a 
typical situational model, capable of explaining in principle a 
vast class of structurally similar events.’ (Popper, quoted by 
Bichlbauer, 1998, 423)48

   

                                                
47 The model of situational logic is seen as being capable of establishing an 
optimum model of human rationality by which we may explain an 
idealized form of human behavior and deviations from it. Popper 
suggested the method of constructing a model on the basis of complete 
rationality (and perhaps complete information) on the part of the 
individuals concerned, and of estimating the deviation of the actual 
behavior of people from the model behavior, using the latter as a kind of 
zero coordinate (the ‘zero method’). In this procedure ‘Verstehen’ is used 
in both a subjective and an objective way. Once the optimum rationality 
has been ascertained it operates as a kind of covering law that enables 
explanation to be put into the hypothetico-deductive form. (Stokes, 1997, 
69/70) It is argued that the zero-method enables the situational analyst to 
generate hypotheses about regularities that can be empirically tested, but I 
have never seen this done. And it cannot be done, because the method only 
helps to determine how far the observed behavior deviates from the ideal 
behavior. The deviation only encourages the scientist to reconsider the 
goals and knowledge he attributed to the individual. 
48 The model of situational logic is recommended when one wants to 
reconcile a determined outcome with the idea of the free will of the agent. 
In the model of situational determinism, an agent is free to do what he or 
she wants to do, but by analyzing the logic of the situation a unique action 
for a rational agent can be deduced. ‘Free to do’ in this context merely 
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7. Intentional action and situational logic 
 
I think that is legitimate to draw the conclusion that the MBD 
and the MSL represent two distinct theoretical frameworks 
and that the difference coincides with the distinction between 
an internalist and an externalist explanation of intentional 
action.  
  It is notable that the model of Situational Logic does not cite 
the agent’s preferences and beliefs explicitly. This is due to 
the peculiar feature of the concept of the situation: in addition 
to the external environment, the description of the situation 
also encompasses the preferences and beliefs of the agents. 
This suggests that the ranking of preferences and the 
formation of belief have already taken place. The processes of 
preference and belief formation and the formulation of a 
primary reason are implicit in the MSL. In Popper's view the 
Rationality Principle stands in for the ‘law’ that ‘animates’ the 
otherwise inert (sic!) collection of situational features.

49 
"Consider a theoretical agent in a problem situation that 
necessitates some overt response. The situational analysis of 
the agent in question, which consists of aims and information, 
somehow works out the appropriate option-choice in the 
circumstances. (..) So, the role of the Rationality Principle is 
not to ‘tease out’ of the situational analysis an option choice 
or a practical solution". Latsis, 1983, 133/4) The Rationality 
Principle says nothing about the decision process. Rather, its 
role is to effect a connection, or to bridge a gap, between the 
decision to do something at t and the actual performance at 
t+ß. The role of the Rationality Principle is in Latsis view a 
non-empirical bridge-principle that says something about the 
connection between mental states and behavior. What 

                                                                                                           
means, “not forced by other agents to do something against one’s will.” 
This is something quite different from a free will. (see Frankfurt, 1971)  
49 The Rationality Principle as just an animating principle does not accord 
with the idea that it is criticizable and open to improvement. We avoid this 
confusion by applying critical rationalism to situational analysis as a 
whole. 
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animates the actor is a desire to act appropriately or 
adequately – that is, to act in accordance with the logic of the 
situation (as she or he sees it). The Rationality Principle as an 
animating principle is almost empty, because the actor does 
what is implicit in the situation.50 
  There is good reason to believe that there are situations that 
only require trivial deliberation. Once a perfect decision-
maker with a perfect utility map in a perfect market is given 
perfect information, the decision is as good as made. The 
ranking of alternative outcomes is known, and the decision 
associated with the best outcome is automatically selected.    
  But in situations in which the decision-option does not fall 
out of the situational analysis, the model of a decision-maker 
without a decision process becomes implausible. Under 
imperfect knowledge (risk, uncertainty, ignorance) there is an 
important gap between motivation, preference, situational 
assumptions and reaching a decision. In multiple-exit 
situations, the agent’s internal structure, his decision and 
information gathering rules, his psychological and social-
psychological characteristics become central components of 
the explanation. Thus, decision rules, rules for information 
gathering and learning procedures, etc. become important. 
The Rationality Principle is adequate in single exit situations, 
but it is inappropriate in situations where choice or behaviour 
depends on the process by which it is reached. (Latsis, 1976; 
1983)   
 
On the basis of the comparison of Koertge’s summary of the 
explanatory framework of situational analysis with 
Rosenberg’s summary of the belief-desire model (‘If an agent 

                                                
50 Hands has argued that the rationality principle is “simply a 
generalized version of the “rationality postulate” or “maximization 
hypothesis (..)”. Hands, 1985, 89) This claim is wrong. The rationality 
principle says no more than that an agent acts appropriately to the 
situation as he or she sees it. Even a mad man can, under this condition, act 
appropriately (though it might be difficult to understand it). To get a 
determinate model, however, one needs to tighten the constraints in such 
a way that there is only one feasible action.    
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desires goal d and believes that action a is the best way of 
attaining d, then, ceteris paribus, the agent will do a’) Hands 
sees both models as essentially identical: “In both 
frameworks there is an appropriate action given the desires 
and beliefs about how to satisfy those desires, and 
explanation relies on the “covering law” that all agents act 
appropriately; that x does what is a (or perhaps, the best) 
“means to attain d under the circumstances”.”(Hands, 2001, 
336)  
  But there is a contrast between the MDB and the MSL. In 
both models the task is to make the actions of agents 
intelligible. In the MBD the task is to construct a primary 
reason, a combination of a belief state and a pro-attitude. An 
agent performs action A under description d only if the 
primary reason consists of a pro-attitude of the agent toward 
actions with a certain property and a belief of the agent that 
A, under description d, has that property. And whether or 
not the primary reason can be detected, the action has to be 
explained by referring to the agent's goals. The prescription 
in the MSL, on the other hand, is to reconstruct the situation a 
typical agent is facing in such a manner that a single action 
can be indicated as the appropriate or reasonable response to 
that situation. In the process of this reconstruction it is 
legitimate to revise one's hypothesis about the agent's aims 
and beliefs, and to be primarily focused on the beliefs 
concerning the characteristics of the situation. The MSL 
doesn't say anything about a relation between properties of 
the action and the pro-attitude. 
  The second contrast is the absence of deliberation and other 
mental processes in the MSL. Koertge has tried to broaden 
the scope of the Rationality Principle in an elaborate model in 
such a way that it potentially includes processes of belief 
formation. She has introduced the Rational Appraisal 
Principle that says that agents appraise their situation in a 
rational manner. The Rationality Principle says that people 
always act on the outcome of a rational appraisal of the 
situation. But in this way she has in fact only eliminated 
Popper’s ‘madman’, and ensured that the number of possible 
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actions is limited. Of course, one could argue that since the 
goals and aims of the agents are included in the definition of 
the situation the deliberation also concerns the agent’s 
preferences, but the rational appraisal is primarily focused on 
the belief formation. To explain social action, we need an 
understanding of the situation in which social action takes 
place, not a detailed knowledge of the mental states of 
individuals. The focus is on the social situation, including the 
institutional embeddedness of the agent. 
  Langlois and Scontos also have tried to introduce 
deliberation processes into their version of Situational Logic. 
They are simply applying the so-called zero-method in order 
to rationalize the action. The deliberation is not done by the 
agent but by researchers (or the impartial outsider), who try 
to answer the question: why did a perfectly rational agent 
choose y' instead of (the ideal) y*? (Langlois and Scontos, 
1993) This proves once more that a situational analysis can do 
no more than defining the set of feasible alternatives. 
                    
8. Conclusion 
 
Let us, in this conclusion, recapitulate the relationship 
between both models. We can think of some scenarios 
concerning the relation between the MBD and the MSL. We 
can either assume that both models are, in fact, the same, or 
we believe that they represent two distinct approaches. When 
you think that they are the same, then you still have to decide 
whether the MSL is absorbed by the MBD or the latter 
absorbs the MSL. When you believe that the models are 
different, then you can think either that they supplement each 
other or that the two function next to each other. Thus we 
have in fact four scenarios. In the first scenario it is possible to 
assume that rational choice theory is in fact the model of 
Situational Logic, the MBD is absorbed by the MSL. The 
reasoning could be the following: in the MBD actions are 
rationalized by the primary reason that motivated the agent 
to perform it. But the primary reason is, under the behaviorist 
rule, in fact deduced from the action; this is the approach of 
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the revealed preference. In the approach of situational logic 
the action is rationalized by the situational constraints that 
gave rise to the action. The constrained are deduced from the 
action; we could speak of the approach of revealed 
constraints. Compared to the approach of the MSL the 
approach of the MBD is weak: it refers to unobservables and 
several motives could probably explain the action. Moreover, 
we don't really have to know much about the preferences of 
the agent; to explain an action it suffices that we may assume 
that he or she is a maximizer. Thus, when we take the 
preference ordering as given, assume that the agent is 
rational and has all the information he needs, then we can 
rationalize the action in terms of the situational constraints. 
This scenario confirms the conclusion formulated earlier that 
in the MSL the constraints on the action determine which 
action is chosen from the feasible set. Its strength is that it 
could explain the regularities in the behavior of many agents 
on the assumption that the situation is alike for most agents. 
We can accept such an assumption when we agree that the 
situational constraints are market structures.  The second 
scenario is the one in which the MBD absorbs the MSL. But 
this amounts to nothing more than the usual model of belief 
and desire with an explicit focus on situational constraints. I 
discuss this scenario, for reasons that will become clear, 
together with the fourth scenario. 
  In the third scenario it is assumed that the action is 
explained in two stages: stage one explains the ordering of 
preferences and thus explains how a primary reason results 
in a preference, a disposition to choose Ø; in the second stage 
the situational constraints are used to explain how the 
disposition results in a choice respectively in an action. In this 
scenario the internal and external conditions for the 
explanation of the action complement each other. This 
scenario is seldom applied, because usually either the 
preferences or the constraints are taken for granted, in which 
case it coincides either with the first scenario or with the 
traditional MBD approach.  
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The fourth scenario takes as its point of departure that both 
models are, indeed, different, but that they can be used next 
to each other. There is a kind of division of labor between the 
models. When you want to explain the ordering of 
preferences you concentrate on the interaction between 
beliefs desires and explain the primary reason from the 
resulting preference. When, on the other hand, you want to 
high-light the situational constraints then you concentrate on 
the logic of the situation and take the preference formation as 
given; the formation of a primary reason and the formulation 
of a preference is a black box. In this case you deduce the 
choice and the accompanying action from these situational 
constraints. The regularities of behavior could either be 
explained by referring to the way preferences are 
institutionally framed or by referring to identical situational 
constraints. 
  The fourth scenario has its advantages, because the model of 
situational logic can be useful in some circumscribed 
situations. The MSL is typically useful in situations where 
there is only one (representative) agent. When we discuss 
interacting agents, as in game theory (which is an extension 
of the MBD), we are confronted with situations in which 
many equilibria are rationalizable. It is difficult if not 
impossible to allow multiple solutions in the MSL for it 
would make it indeterminate. If a set of initial conditions can 
lead to a variety of outcomes, then the initial conditions do 
not seem to be very relevant.  Therefore, it is to be expected 
that the MSL is only appropriate in theoretical frameworks in 
which the interactions between agents is of no or minor 
importance.  
  Both Caldwell and Hands argue that situational analysis is 
the method of standard microeconomic theory. (Caldwell, 
1998, 466) But I would rather say that situational analysis is 
applied in new classical theories that combine theories about 
representative agents in competitive markets with general 
equilibrium theory. Another theoretical approach that is 
suited to the MSL is that which Alchian formulated in 1950.  In 
this article, Alchian asserted that firms who are well adapted 
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to the demands of the environment would be selected by the 
economic system to survive, while the other firms will 
disappear. The environment selects the firms that are 
successful, that is, which make a profit. Alchian extended the 
model of natural selection to adaptive behavior (especially, 
imitation). In this model imitation, innovation and positive 
profits are the economic counterparts of genetic inheritance, 
mutation and natural selection in the biological model We 
have, thus, two approaches that are quite compatible with the 
MSL; the one is a model of perfect competition, the other is an 
evolutionary approach. The first is applied in new classical 
models, but is of scant relevance in the new institutional 
theories. The evolutionary model has a broader application, 
but modern evolutionary theory differs from the approach 
that Alchian presented. 51 Strict evolutionary theories are most 
useful in theories about spontaneous orders 
  I think that the fourth scenario is the correct one. The 
alternative to the MSL would be the variant in which the 
MBD "absorbs the MSL", i.e., in which there is an explicit 
attention to situational constraints. 52  The MBD tolerates the 
existence of a plurality of reasons for actions in terms of 
belief-desire combinations that are potential primary reasons. 
Competing motives and/or different readings of the situation 
give rise to different potential actions. The solution is to 
tighten the constraints, but this can be done in a variety of 
ways. An economic, political or moral reading of the situation 

                                                
51 In Alchian’s view the fate of firms or industries is completely determined 
by situational factors. In the example that he presents of gasoline stations, 
the station that survives is not the station that is most adapted to the 
environment, but the station that is situated in the most favorable 
environment. A similar view (though not focused on firms but on human 
development) can be found in Jared Diamond’s “Guns, Germs and Steel” 
(London: Vintage, Random House, 1998). This book differs in an important 
respect from economic-evolutionary approaches for it is a book about long-
term development rather than evolution and equilibrium. Moreover, it can 
be read as an anti-racist manifesto, because it shows how geography and 
biogeography, not race, mold the contrasting fates of the people in the 
different continents.     
52 See also note 188 in chapter X, section 7. 
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would lead to different outcomes. There is more than one 
potential ordering of preferences for agents can frame 
decisions.  
  Though the goals or aims of the agent are usually given in 
the MBD, it is not impossible to question these goals and 
aims, as is done by many philosophers who distinguish 
motivating and justifying reasons and are questioning the 
connection between the two. There is literature about first- 
and second-order preferences, about meta-rankings etc. 
When we want to take into account higher- and lower-order 
preferences and the existence of ‘could have been 
preferences’ and phenomena like regret, we have to introduce 
additional psychological notions, and this is possible in the 
MBD.  Knowledge is important in both the MBD and the 
MSL. Knowledge concerns not only ‘knowing-that’ but also 
‘knowing-how’ to do something. Knowing-that and knowing-
how do not coincide, but they do overlap. In practice, man 
must prove the truth, i.e., the reality and power of his/her 
thinking. Knowledge is not divorced from the meanings that 
people attach to their actions. These meanings can be 
discovered in the ideas, beliefs, concepts and knowledge held 
by people in society. The belief-desire model, influenced as it 
is by ‘folk psychology’, is most in keeping with the idea of 
rational choice as a form of practical reasoning.53

  

  
 
 
 
 
 
 
 
 

                                                
53 This is also the reason why I do not believe that the model of situational 
analysis is better suited than the belief -desire model for application to 
cases in which people are, as it were, trapped in their situation, e.g., poor, 
unemployed people living in slums, or homeless addicted people.  
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                                           CHAPTER III 
 
 
 
 
 
                                         RISKY CHOICE  
 
 
 
1. Introduction  
 
An important step in the development of rational choice 
theory is the introduction of incomplete information. This 
means that rational choice theory can also account for 
decisions under conditions of risk. In this kind of situations 
the range of possible outcomes of decisions is known, but it is 
unknown which outcome will be realized.

54 Agents, therefore, 
combine 'pure' outcomes with probabilities. For these kind of 
situations 'expected utility theory' has been developed. The 
central idea of this theory is that whenever one is uncertain 
about the outcomes of actions, the choice process can be 

                                                
54 This is something quite different from deciding under conditions of 
uncertainty, for in that case not only are the possible outcomes of action 
alternatives unknown, it may even not be possible to ascertain which 
action alternatives are feasible (see section 3). 



 

 

64  

described in terms of the participation in a lottery with the 
(expected) outcomes as prizes. A rational actor will estimate 
the expected utility of each action alternative by multiplying 
(utility of) outcomes and probabilities and then he will chose 
in such a way that the average expected utility is maximized.  
  I will first give an outline of expected utility theory. Since 
expected utility theory is much disputed, I shall next discuss 
some of the results of experiments, which reveal some basic 
paradoxes. Only then I will describe expected utility theory in 
more detail, starting with its Bayesian character and its 
definition of consequences of actions. Thereafter, I will 
explain the controversies concerning the reaction towards the 
violation of the independence axiom or the sure thing 
principle. I continue with an exposition of non-expected 
utility theories. I focus my attention on the introduction of 
‘could have been’ preferences and principled 'preferences' 
and shall present some examples of approaches in which 
these kinds of preferences are introduced.  
  As I did in the former chapter I once again conclude that one 
of the main weaknesses of rational choice theory, now in its 
form as expected utility theory, is that it expels all mental or 
psychological aspects from its theoretical domain. This has 
been one of the main sources of the violation of the 
independence axiom and has led to the emergence of theories 
in which the consequences of actions not only are counted in 
terms of financial or material results, but also in terms of 
mental experiences.  
 
2. Choice and risk 
      
It is a characteristic feature of the development of rational 
choice theory that gradually all dependence on psychological 
assumptions was eliminated. This development was given an 
important push when Pareto demonstrated that consumer 
choices could be explained by using indifference curves, sets 
of bundles of consumption goods among which a consumer 
is indifferent. To say that a person is indifferent between two 
bundles of goods is to say that he would be willing to 
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exchange one for the other. An agent also prefers more to 
fewer goods; indifference curves with bigger bundles of 
goods will be valued more.  
  Von Neumann and Morgenstern extended Pareto’s 
approach to choices in the face of risk, comparing decision 
making under risk with participating in a lottery. They 
showed that, when probabilities are known, expected utility 
could be derived from axioms about preferences. In this 
approach the probabilities are given, be they objective in the 
technical sense of expressing relative frequencies or derived 
in some antecedent and unspecified way. Imagine a lottery 
ticket which has as prizes: M and N, where M> N. Assign the 
numbers 1 to u(M) and 0 to u(N). Define the probability of 
receiving M as p and of receiving N as (1-p). Call this lottery 
ticket [M,p,N]. Now consider some prize Z (M>Z>N). 
Depending upon the value of Z, and the probabilities of M 
and N occurring, a person will either prefer Z or [M,p,N]. If 
the probability of M=1, the person prefers the lottery, if the 
probability of M=0, the person prefers Z. It is plausible that 
there will be some probability between 1 and 0, such that the 
person will be indifferent between Z and the lottery. Call this 
p.Z and assign a number to it. Now we can find the utility of 
Z. Given a family of so constructed indifferent curves, we 
may assign a numerical index to each curve. We may speak of 
these indices as indices of utility. 
  The von Neumann-Morgenstern theory requires "that we 
interview or observe a person in order to get him to 
(arbitrarily) assign utility numbers to certain riskless prizes; 
then once we know how a person has committed himself and 
once we know that this person's preferences satisfy certain (..) 
axioms, (..) we need ask him no further questions in order to 
predict his ranking of any lottery ticket in which only these 
prizes are involved". (Hampton, 1994, 205/206) "So starting 
from two defined end points, an arbitrarily chosen scale, and 
questions regarding indifference between a sure thing and a 
lottery between the end points, we can define the utility of 
the sure thing, as long as this person's preferences satisfy 
some the vNM axioms". (Ib., 206) And thereafter we will be 
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able to predict what choice he will make among the relevant 
alternatives in any situation involving risk; again assuming 
his choices conform to the axioms.  
  Von Neumann and Morgenstern proved the following: if a 
preference relation R on a set of lotteries satisfies the vNM 
axioms, then there exists a function V that represents R, and 
that assigns to each lottery, the lottery's expected utility. This 
function V, and all its positive affine transformations, is 
called a vNM function.55 In the tradition of vNM-type utility 
functions utilities are determined by the choices over lotteries 
rather than the other way around. 
  Whereas Von Neumann and Morgenstern assumed 
objective probabilities, Ramsey showed that subjective 
probabilities could be derived from axioms about choice 
among gambles. This body of work was synthesized by 
Savage, who offered his work as a quasi- logical analysis of 
choice under uncertainty. "In Savage’s theory the primitive 
concepts are: states of the world, consequences and 
preferences. Uncertainty is described by a set of mutually 
exclusive states of the world, one and only one of which obtains; 
sets of states of the world are events. A consequence is 
described as "anything that may happen" to the person who 
is choosing. Choices are made between acts, where an act is a 
list of conceivable consequences, one for each state of the 
world". (Hollis and Sugden, 1993, 6)  Savage’s account of 
rational choice is formalized in several postulates, of which 
those concerning transitivity, completeness, continuity and 
independence are the most important ones. In addition there 
have to be rules for combining probabilities. (see Hargreaves 
Heap, 1992; Schoemaker, 1982). Savage proved that an agent 
whose preferences satisfy all these axioms will choose as if 
                                                
55 Expected utility theory depends essentially on the principle of 
mathematical expectation (ME). This principle requires that the function 
U be defined not on amounts of money, but on probabilities of 
propositions or events. If [M,a,N] is the gamble in which the agent 
receives $ M if a (e.g. heads) and $ N if not-a (e.g. tails), and r(M) and 
r(N) are the propositions that the agent receives $ M and $ N 
respectively, then: ME = U[M,a,N] = p(a).u{r(M)} + p(not-a).u{r(N)}.   
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maximizing expected utility. For, "it will be possible to assign 
a number to every consequence, such that the ranking of the 
consequence by numbers is the same as the person's 
preference ranking: (..)." (Hollis and Sugden, 1993, 7) 
  Most economists subscribe to the subjectivist, Bayesian, 
interpretation of decision theory. The Bayesian view makes it 
possible to apply rational choice theory in all situations, even 
when there are no  'objective' probabilities. 'On the Bayesian 
view, the probability of a proposition or event is interpreted 
simply as the strength of the agent's personal belief in the 
truth of that proposition or event. Classically, the degree of 
confidence is deduced from his betting behavior. Suppose we 
wish to know an agent's subjective probability of some 
proposition H, p(H). Bayesianism proposes that such a thing 
is possible by finding the lowest price P* that the agent would 
be prepared to pay to take a gamble that pays S if H is true 
and nothing (zero) if H is false. This gives a real valued 
probability p(H) = P*/S.  P* must leave the agent exactly 
indifferent between accepting the gamble and refusing it.' 
(Runde, 1995, 336) Since Savage it has become customary to 
distinguish 'pure' preferences an agent has over things 
(outcomes) she can have for certain, and 'risk' preferences.56   
 Savage insists that preferences must be interpreted in terms 
of choice. Completeness is therefore essential for his project of 
constructing a rational theory of choice. If preferences were 
not complete, we would not be entitled to assume that 
choices reveal preferences. And it is only by assuming this 
that we can translate principles about the consistency of 
preferences into principles about the consistency of choices. If 
a person's preferences are incomplete there are situations in 
which he will make choices without having reasons for these 

                                                
56 Implicitly it is assumed that rational actors are risk-neutral. This is not as 
obvious as it may appear as the next example will demonstrate. Suppose 
someone must make a choice between $ 99.- for sure or $ 200.- with a pro-
bability of 50%. The expected payoffs are $ 99.- in the first case and $ 100.- 
in the second. A risk neutral actor will try to get the $ 200.- risking to get 
nothing, a risk-averse actor will chose the lesser, but sure, amount of $ 99.- 
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choices. His choices are non-rational.57 
 
3. Choices and chances  

 

A neglected but important characteristic of expected utility 
theory is that it not only surpasses the difference between 
objective and subjective probabilities, but that in doing so it 
also transcends the distinction between risk and uncertainty. 
Knight distinguished between uncertainties that take the 
form of 'known chances' (risks) and 'true' uncertainties that 
do not. Numerical probabilities can either be assigned to 
abstract equi-probable possibilities such as the six sides of a 
perfect die, Knight refers to this as a priori probabilities  
[p(xi)= 1/n], or to statistical probabilities that concern 
empirical events rather then abstract possibilities [p(y) = r].    
  Knight argued that probability analysis is based on the 
assumption that the ultimate alternatives are usually equally 
probable. Probabilities are perceived as chances and 
presuppose, therefore, the existence of identifiable classes of 
equiprobable and indivisible alternatives. "In the traditional 
chance-based interpretation of objective probabilities the 
presuppositions are that there exist identifiable classes of 
homogeneous or repeated events that are in reasonable 
agreement with the mathematical concept of independently 
repeated random events". (Runde, 1995, 336) If an agent does 
not know the objective probabilities of outcomes of a given 
action, but, nonetheless, attributes definite numerical 
probabilities to the outcomes of the action then the decision 
problem remains, from the traditional point of view, an 
instance of decision making under uncertainty. Of course 
when these personal probabilities are grounded in 
knowledge or in certain convictions, these personal or credal 

                                                
57 Completeness says that between two prospects x and y either xPy or 
yPx or xIy. In Savage's system completeness can be interpreted as a 
condition of rationality. "Rationality is understood in terms of the con-
sistency of choices with one another, and not in terms of their consistency 
with any given system of desires and beliefs." (Sugden, 1991, 760) 
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probabilities may come close to statistical probabilities.  
  In Savage’s view, as we have seen, it is always possible to 
construct pairs of acts arbitrarily, to identify preferences 
between them and to assign a utility index. From his point of 
view it is legitimate to make numerical definite credal 
probability judgments. Levi disagrees, in his view there are 
credal states that are genuinely indeterminate. He mentions 
the problem posed by Ellsberg (see the next section). When 
probabilities are indeterminate to the extent that there are 
many permissible distributions (of, for instance, balls of 
different colors in an urn), then we have a decision problem 
under uncertainty. There are no definite numerical credal 
probabilities and when such definite credal probabilities are 
lacking an agent cannot judge the options with respect to 
expected utility. He has to invoke a secondary criterion (Levi, 
1986). Savage, however, defends the strict Bayesian position 
according to which one should proceed as if one were 
committed to numerical definite credal probabilities as best 
as one can.58    
  It is not difficult to explain the appeal of the Bayesian 
approach. First, it makes the distinction between risk and 
uncertainty redundant. Second, it does not presuppose the 
existence of classes of homogeneous or repeated events. What 
especially appeals to decision theorists is, third, the 
contention that the Bayesian interpretation of probability is a 
condition of rationality. The central assumption of the 

                                                
58 In a multi-individual context, the use of vNM utility theory is tanta-
mount to assuming that probabilities have somehow been agreed upon. 
The theory does not explain why agreement should prevail among 
individuals. Therefore, the vNM approach is inappropriate in any context 
where agents have reason to differ in their assessment of factual matters. 
In contrast the subjective expected (Bayesian) expected utility theory both 
provides an explicit derivation of probabilities and allows for 
disagreement among individuals. Essentially, it views the existence of 
probability assignments as reflecting coherent preferences over betting 
schemes. (see Sugden, 1991) 
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Bayesian model is that people's choices are 'as if' they are 
informed by real-valued subjective probabilities. This 
assumption is false, however. "The action that issues from an 
opinion depends as much on the confidence in as on the 
favorableness of that opinion. The distinction between a 
judgment of probability and the confidence with which it is 
made, has no place in the world of the committed Bayesian, 
because it drives a wedge into the link between choice and 
degrees of belief on which the choice is founded. Of course 
our choices are informed by our beliefs, but our beliefs tend 
to be much more vague and partial than the Bayesian model 
implies". (Runde, 1995, 343) 
 
4. Paradoxical choices 
                   
Expected utility theory is a disputed theory. It is criticized 
both as a positive, descriptive theory and as a normative 
theory. Fortunately, the   predictions of expected utility 
theory can be tested in experimental situations, and the 
discussion about its status can, therefore, be pursued on the 
basis of experimental results.  
  It appears that in experimental situations the axioms of 
expected utility theory are repeatedly and systematically 
violated. In particular three kinds of anomalies stand out, to 
wit: a) ‘fanning out’, b) ‘preference reversal’ and c) 
‘probability biases.’ (see Machina, 1987, 149) 
  The phenomenon of fanning out was for the first time 
revealed by Maurice Allais in experiments in 1952. (See the 
choice alternatives hereunder).  
 
I       Do you prefer A1 or B1: 
   
                A1           $ 1 mln with probability       1.00 
                B1            $ 5 mln with probability       0.10    
                                $ 1 mln  with probablity       0.89      
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II       Do you prefer A2 or B2:   
 
                A2            $ 1 mln with probability      0.11    
                B2             $ 5 mln with probablity       0.10 
            
He presented this decision problem to a number of people, 
including some well-known decision theorists (among them 
was Savage).  
  Many people choose A1 in problem I and B2 in problem II. 
In problem I B1 is riskier than A1, if you chose B1 there is a 
small chance that you will receive nothing. In problem II, B2 
is only slightly riskier than A2, and the extra risk seems 
worth taking for the chance of the larger pay-off.  Subjects 
who choose the combination A1 and B2 apparently reasoned 
as follows: "when choosing between two alternatives, one 
with a desirable and sure outcome and one with a larger but 
unsure outcome, select the first one. When, however, the 
chances of winning are small and the probabilities are close 
together, take the option with the larger pay off". (see 
MacCrimmon and Larsson, 1979, 351) From the point of view 
of expected utility theory this pattern of choice is irrational. 
Any person who chooses A1 in problem I, should choose A2 
in problem II. This can be understood by rewriting the 
decision problem as follows: 
 
               A1           $ 1 mln with probability       0.11 
                               $ 1 mln with probablity        0.89 
               B1            $ 5 mln with probability       0.10    
                               $ 1 mln  with probability      0.89 
 
               A2           $ 1 mln with probability       0.11    
               B2            $ 5 mln with probability       0.10 
 
As the choice of $ 1 mln with probability 0.89 is a common 
element in A1 and B1, it can be ignored. The problems are 
therefore identical and when one chooses A1 over B1, one 
should also choose A2 over B2.  
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This decision problem is commonly referred to as the Allais 
paradox. It is a paradox because the choice combination A1B2 
contradicts expected utility theory. In fact, it violates the 
independence axiom. The independence axiom says: "when 
choosing between the two options A and B option A is 
preferred to B, then putting each into a lottery in which they 
are obtained with the same probability p (next to another 
option C or D with probability (1-p)), the ranking should not 
change, i.e., the lottery based on A should be preferred to the 
lottery based on B". (MacCrimmon and Larsson, 1979, 352)    
  Allais argued that any gamble must be appraised as a 
whole, the value of one component cannot be defined 
independent of the other components. To say this, is to reject 
the independence axiom. The psychic difference of a 
probability of 0.01 may be significantly different if one starts 
out with a 1.00 chance of winning or whether one compares a 
chance of 0.11 with a chance of 0.10. In this context, the fear of 
not winning, when choosing B1, may create intense 
disappointment when this possibility occurs. In contrast, 
when choosing B2, the expectations are much lower and the 
potential for disappointment is much less. The independence 
axiom excludes all such considerations from the domain of 
rational choice. When we want to include such 
considerations, then we should drop the independence 
axiom. If we hold on to the transitivity axiom we still have a 
theory where preference orderings over gambles can be 
defined. 
  The Allais paradox was first pictured as an isolated event, 
but when similar events showed the same pattern of choices, 
it was looked upon as a special case of a more general 
pattern, the so-called  ‘common consequence effect’. The 
general pattern was that subjects in experimental situations 
are attracted by small chances for positive big amounts and 
have a dislike for small chances of bad outcomes. They are 
risk averse regarding small chances of losses and risk seeking 
regarding small chances of gains.

59
  This shift in willingness to 

                                                
59 An accompanying effect is that people treat the difference between, say 
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accept risk has become known as ‘fanning out’. The 
implication of the Allais' paradox for expected utility is, as 
mentioned, the question whether the independence axiom 
should be dropped.  
  The second example of a systematic deviation of the choice 
behavior that is predicted by expected utility theory is the 
phenomenon of ‘preference reversal.’ (for a detailed analysis, 
see Hausman, 1992) When people, participating in 
experimental choice situations, are asked to take two 
decisions: first to make a choice between two lotteries and 
second to put a money value on the two lotteries, then it often 
appeared that the two choices contradicted each other. For 
instance, they preferred lottery R to lottery Q, but put at the 
same time a higher money value on Q.  
  Considering lotteries, the first decision to take is which of 
the two lotteries you prefer to play. The second decision is to 
decide how much the gambles are worth to you.  Consider 
the two lotteries: 
 
          Q :          winning $10 with probability  0.25 
                         losing $ 2 with probability       0.75 
 
          R :           winning $ 3 with probability   0.75 
                          losing $ 1 with probability       0.25   
 
For instance, people have to state the smallest amount of 
money they are willing to accept in exchange for the lottery. 
In experiments of this kind, many people choose R in the 
straight choice, but put a higher money value on Q. The 
straight choices reveal a preference for R over Q, while their 
valuation appears to reveal the opposite preference -hence 
the term 'preference reversal'.            
   
                                                                                                           
0.99 and 1.00 as different from the difference between 0.33 and 0.34. This 
has become known as the ‘the common ratio effect’. 
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Three potential causes have been adduced to explain this 
phenomenon: a violation of the transitivity axiom; a violation 
of the independence axiom and a violation of the principle of 
"procedural invariance" (Tversky and Thaler, 1990, 205). Since 
economists usually take the preference ordering for granted, 
they thought that the violation of the transitivity axiom was 
the main cause of the preference reversal. However, research 
results showed that only 10% of the reversals could be 
attributed to inconsistencies in the choice pattern. In an 
overwhelmingly number of cases the phenomenon appeared 
to be caused by the violation of the principle of procedural 
invariance, the principle that different representations of the 
same problem should lead to the same choice. It turned out 
that the subjects participating in the experiments do not 
formulate choice problems in a fixed decision framework (for 
instance; calculate expected utility). It appears that 
individuals give different answers when they have to 
respond to items on a different scale. Therefore, valuing items 
can have different results, when valuing is done in terms of 
ranking or in terms of pricing. The way a problem is 
presented or framed, apparently influences the choice that is 
made. 60 
  Up till now we have dealt with decision problems in which 
the probabilities involved were objective probabilities. The 
next paradox to be discussed, the Ellsberg paradox, is about a 
decision problem in which the probabilities are not (all) 
known. Consider an urn containing 100 balls. You know there 
are 33 red balls, but you do not know the composition of the 
remaining 67 black and yellow balls. One ball is to be drawn 
at random. Consider the following decision problem:  
 
 

                                                
60 People do not have ready-made preference-orderings. Preferences are 
constructed in the decision process itself. The contexts of a problem, 
besides the procedures that have led to a choice, do influence the 
preference ordering. Preferences are not given, but are established in a ".. 
constructive, context-dependent process." (Tversky and Thaler, 1990, 210) 
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I   which gamble do you prefer: A1 or B1 
 
     A1 :  receive $ 1000 if a red ball is drawn 
     B1  :  receive $ 1000 if a black ball is drawn 
 
II which gamble do you prefer: A2 or B2 
 
     A2 : receive $ 1000 if a red or yellow ball is drawn 
     B2  : receive $ 1000 if a black or yellow ball is drawn 
 
The term paradox is applied to this decision problem because 
many people choose the combination A1 and B2 and this 
combination violates another definition of the independence 
axiom, when subjective probabilities are used, the sure thing 
principle. Because this problem is stated in terms of events, 
rather than probabilities, the axioms of Savage, who stated 
his theory in terms of subjective probabilities, are directly 
applicable. The sure thing principle says: "If two alternatives 
offer the same payoff for a similar event, this common payoff 
cannot help to discriminate between the alternatives, and is, 
therefore, irrelevant when choosing. If that common payoff is 
changed, but still remains common to both alternatives, then 
the preference between the two alternatives should remain 
the same". (see MacCrimmon and Larsson, 1979, 371) 
  The violation of the sure thing principle can be demon-
strated by setting up the problem in the following way: 
 
                 33 red balls                               67 balls 
                                                        black                  yellow 
    A1 :            1000                             0                         0 
    B1  :               0                            1000                       0         
     
    A2 :            1000                             0                     1000 
    B2  :               0                             1000                  1000 
 
The last event, yellow ball, does not discriminate between the 
alternatives and hence can be ignored. Doing this, we see that 
A1 is identical to A2 and B1 is identical to B2, hence a choice 
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of A1 over B1 would require a choice of A2 over B2. The 
rationale given by Ellsberg for the violations of the sure thing 
principle is that people have reasoned in the following way: 
"when the payoffs are the same, take the alternative for which 
the chances are known, over the one in which the chances are 
uncertain." (see MacCrimmon and Larsson, 1979, 372). In 
choosing A1 and B2 people have chosen the alternatives in 
which the chances are known. "[Thus, this decision-rule] 
discriminates between known and unknown chances, or 
between ‘risk’ and ‘uncertainty’." (Ib., 372) 
  The Ellsberg case offers an example for Levi's view about 
indeterminate credal states. The agent’s credal state 
concerning the hypotheses as to the precise content of the urn 
(there are 68 hypotheses concerning the proportion of black 
balls in the urn) is maximally indeterminate. There are 
permissible hypotheses concerning the distributions 
according to which the agent is entitled to think that the 
expected value of A1 is greater than of choosing B1 and some 
according to which it is the other way around. In the opinion 
of Levi we have a decision problem under uncertainty and 
should evoke a secondary criterion. The criterion Levi favors 
is a maximin criterion, i.e., to reduce uncertainty by adopting 
a security level. (Levi, 1986) Ellsberg rationalized the choice 
pattern in a similar way.  
 
How worrisome is the evidence that people's choice behavior 
repeatedly differs from that predicted by expected utility 
theory for this theory itself. There have been several distinct 
reactions. In some the experiments are criticized because they 
were not properly designed, but this did not shake the 
confidence in expected utility theory. In other reactions 
people have declared their mistrust in expected utility theory. 
  Grether and Plott (1979) constructed a list of possible 
explanations for the preference reversal phenomenon. When 
supported by evidence these explanations would show that 
this phenomenon does not pose a serious challenge to 
expected utility theory. They suggested for example that the 
incentives were insufficient to get people to behave as they 
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would in real life, or that inconsistencies would have been 
much less frequent when subjects would have been allowed 
to say that they were indifferent between the two bets or that 
the subjects were involved in strategic pricing. They carried 
out experiments in which they controlled for these and other 
factors to see whether the preference reversal would 
disappear. But this was not the case. Nevertheless, they did 
not discard expected utility theory, because they did not see 
any viable alternative. 
  Another, repeatedly expressed, objection is that economic 
theory is not about individual behavior, but about aggregated 
behavior in which individual deviations are neutralized and, 
moreover, that the market mechanism will take care of the 
corrections. Smith, in particular, recommends market-based 
design for experiments. (Smith, 1989; 1991) The answer is that 
the research program that investigates the properties of 
individual preferences should not be confused with the 
research program that investigates the properties of market 
institutions. The results of these programs do not contradict 
one another. The theories that are investigated in the first are 
theories about preferences. In the second program theories 
about equilibrium prices and quantities, which result from 
given preferences, are investigated. (Cubitt, et al., 2001, 389)61  
  Still another objection is that, though people have coherent 
preferences, these preferences are not necessarily revealed in 
the experiments. Individuals have to discover their true 
preferences by learning, deliberating and experiencing. 

                                                
61 In his Nobel Prize lecture Vernon Smith used a quite different 
argument. He argued that the axioms of expected utility theory are 
confirmed in impersonal market exchange, but not in personal exchange. 
His explanation is that expected utility theory uses the rationalistic 
interpretation of rationality (which he, following Hayek, distinguishes 
form "ecological" rationality, rationality based on rules). "Cartesian 
constructivism (..) constitutes the standard economic science model. But 
most of our operating knowledge, and ability to decide and perform is 
nondeliberative." (Smith, 2003, 499) In personal exchanges people use 
nondeliberative, rule-led intuitions. (see however the remaining sections 
of this chapter and especially note 77).  
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Therefore, experimental tests are only valid when 
participants have been given adequate opportunities and also 
incentives to discover their underlying preferences.  Cubitt 
(et. al.) have examined data from controlled experiments and 
conclude that these data do not justify skepticism about the 
reality of the common consequence and the common ratio 
effects. But Bruni and Sugden concluded "The indications so 
far are that some anomalies tend to decay with experience, 
while others do not." (Bruni and Sugden, 2007, 168) 62  Butler 
and Loomes also concluded that in experiments allowances 
should be made for imprecision in people's expressed 
preferences. (Butler and Loomes, 2007, 296) In a review 
article, however, the conclusion was drawn that "the 
violations we have discussed are interrelated in subtle and 
interesting ways; they illustrate systematic behavioral 
principles." (Rieskamp, et. al., 2006, 653)  I think it is 
reasonable to accept that the anomalies found were in most 
cases not a consequence of a false design of experiments. 
 
5. Expected utility theory: an evaluation 
 
How should we take account of these violations on the 
theoretical level? 
  There are two kinds of responses: either one seeks an 
alternative to expected utility theory, or one tries to modify it. 
I begin with discussing some arguments for modifications. 
One view on the Allais paradox, particularly associated with 
Kahneman and Tversky, is that the paradox arises out of the 
way in which people process information when making 
decisions. Information about probabilities tends to become 

                                                
62 A criticism of the theory of the discovered preference hypothesis is that 
it only applies to decision problems that have been repeated many times, 
whereas many economically significant decisions  -for example choices 
about education, between alternative careers, about buying and selling 
homes- lie outside the domain of the theory. All problems of choice under 
uncertainty (referring to events for which relative frequencies are 
unknown) must also be excluded. Public goods are outside the domain of 
the theory too. 
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distorted as it is processed: people tend to overweight small 
probabilities and underweight large ones, while recognizing 
certainties and impossibilities at their true value. The effect of 
this is to make the difference between 0.99 and 1.00 greater 
than the difference between 0.33 and 0.34. In their prospect 
theory this effect is modeled by introducing a "weighting 
function" which translates probabilities into "decision 
weights". Individuals are then assumed to behave as though 
maximizing expected utility, but with decision weights 
substituted for probabilities. This kind of approach confirms 
the more general idea that departures from the theory of 
rational choice occur because of the limitations of human 
mental processes.  Thus we expect to find people using many 
different devices when tackling complex decision problems, 
involving simplifications and the use of rules of thumb. This 
kind of approach can account for framing effects.

63
   The major 

finding that Kahneman and Tversky report is that "the 
axioms of rational choice theory are generally satisfied in 
transparent situations and are often violated in non-
transparent ones". (Tversky and Kahneman, 1987, 88) 
However, Allais, for sure, perceived of the Allais paradox as 
revealing limitations in expected utility theory rather than in 
ordinary's people's decision-making abilities. At the roots of 
expected utility theory, as formulated by von Neumann and 
Morgenstern, is the law of large numbers. This law tells us 
that in the long run the average gain will tend to its 
mathematical expectation and that the relative dispersion of 
gains (or losses) is negligible. But in the case of isolated 
events, Allais argues, the law of large numbers does not hold 
and neither do the rules depending on it. The approach of 
expected utility theory is only suitable in the very special case 

                                                
63 Prospect theory distinguishes two phases in choice processes: a phase 
of framing and editing followed by a phase of evaluation. Framing is 
controlled by the manner in which the choice problem is presented as 
well as by norms, habits and expectations. In the second phase, the 
framed prospects are evaluated, and the prospect with the highest value 
is selected. 
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of a large number of unit games. (Allais, 1979) In the choice 
between lotteries people are confronted with choice situations 
that are unique or occur infrequently. They try to avoid the 
experience of regret after they have taken a decision. 
Formulated in different terms: they are risk-averse.64  They 
have a preference for positive outcomes that are obtained 
with certainty and an aversion against losses with high 
probability.  
  Savage and Allais agreed that the data in Allais’ experiments 
show a violation of the independence axiom, but they 
disagreed on the implication of this result. Allais defended 
the rationality of the choices and denounced the normative 
adequacy of expected utility theory, while Savage regarded 
the preferences in question as erroneous and defended 
expected utility theory.65  
  Tversky disagreed with both. He argued that the key issue is 
not the normative adequacy of the independence axiom, but 
rather the legitimacy of various interpretations of the 
outcomes, and this issue lies outside the scope of expected 
utility theory. "Under the narrow interpretation of Allais and 
Savage, which identify the consequences with monetary pay-
offs, utility theory is violated. Under the broader 
interpretation of consequences, which incorporates non-
monetary considerations such as regret, utility theory 
remains intact. The issue is not the adequacy of the axioms, 
but the interpretation of consequences in expected utility 
theory". (Tversky, 1975, 171) An adequate normative analysis 
must deal with problems such as the legitimacy of regret or 
the justifiability of the common consequence effect in specific 
choice situations. Tversky proposed to define the conse-

                                                
64 Formally, a person is risk-averse if and only if he prefers any sure thing x 
over any lottery with expected value x. 
65 Savage has represented Allais’ problem as a lottery with 100 numbered 
tickets. Through rewriting the choice-problem in this way, he could prove 
that a rational chooser would not violate the independence axiom. 
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quences of actions not only in monetary, but also in non-
monetary terms. In a similar way, Broome wanted to take 
account of monetary prizes as well as of feelings. Both think 
that this interpretation of consequences allows for an 
individuation (rewriting) of choice situations and that the 
individuation makes it possible to conclude that apparent 
violations of axioms were, after all, no violations at all. The 
different feelings that accompany the prizes are enough to 
justify differences in preferences. Consequently, we may 
classify the outcomes as different. An objection is that one 
could always rescue the independence axiom by this device. 
Where will it end? Broome proposed to set limits to the 
individuation of outcomes. The limit is that outcomes should 
only be distinguished as different if and only if they differ in 
a way that makes it rational to have a preference between 
them. We should apply a 'rational principle of indifference' to 
individuate prospects. He suggests the principle of indivi-
duation by ‘justifiers’. A justifier lends a rational argument to 
have a preference between outcomes. (Broome, 1991b)  
  To provide an example of Broome’s suggestion to 
individuate consequences I will present a situation (borrowed 
from Broome, 1991b) in which ‘fairness’ is the key to 
individuate outcomes. Imagine a situation in which an item 
of some worth is divided between two persons: x and y. Both 
x and y expect that the item will be allocated by sheer luck. 
This procedure is considered to be fair for both have an equal 
claim on the item and favor an equal chance of getting it. 
Another way of distributing the item is to select a person to 
whom it will be given. In the next tables these two ways of  
 
                                      event 1                 event 2 
 
              action A              1,0                       1,0 
              action B               1,0                       0,1 
 
distributing the item are compared. (1 says you receive it, 0 
says you don't) This table does not show which action is the 
fair one. This means that the table is incomplete. Any feature 
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of an action that has significance must be written into the 
description of the outcomes. Therefore, the table is rewritten 
to individuate the outcomes in the relevant way.  
 
                             event 1                       event 2 
 
   action A              1,0                               1,0 
                      (the selection not    (the selection not                         
                       having been fair)    having been fair)                                
 
   action B               1,0                               0,1 
                       (the selection            (the selection                         
                       having been fair)      having been fair)  
 
The second table shows that B’s results, being fairer, are 
better than A’s in both events. Action B is better than action 
A, and there is no breach of the sure thing principle (or 
independence axiom). But there is still a difference of opinion 
whether it is possible to individuate outcomes this way. The 
criticism is that fairness is not an attribute of the outcomes 
but of the procedure in comparison to another procedure. 
And therefore the fairness of the action is not grasped by the 
outcome of the action. (see chapter XVIII for more details) 
Broome, admits that, though the independence axiom is in his 
opinion rescued, there is a breach with welfarism. For from 
the point of view of expected utility theory both outcomes are 
the same, as judged by the utilities. Yet, he concludes that the 
results of action B are better. The only reason that the 
outcomes of B are better is because the agents x and y feel 
better because of the fair procedure. But that means that there 
is a good or bad that is not included in the utilities of the 
outcomes. This does not further Broome’s case. This means 
that we should either alter the meaning of consequences or 
we should alter the meaning of utility to include the non-
welfarist good of fairness, as he indeed suggested. (Broome, 
1984, 630)                          
  Hampton, likewise, assumed that choices that appear to 
violate the axioms might not do so when we correctly 
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understand what it is that people really prefer. And she also 
suggested broadening the notion of consequences in such a 
way that the experiential states that actions accomplish in 
agents can be accommodated. In this way an agent's utility 
function not only incorporates preferences over outcomes of 
actions, but also preferences over states in which, or by 
which, the action occurs.66  However, contrary to Broome, 
Hampton finds that this will not do, and the reason is that it 
is not possible to capture as a preference for a consequence a 
preference that is really for the experiential state that 
accompanies the occurrence of the consequence. Take the 
example of compound lotteries, which have lotteries as 
prizes. In expected utility theory only the ultimate 
consequences of a lottery matter. It is, implicitly, assumed 
that preferences do not exhibit an intrinsic attitude toward 
gambling, that is, toward the activity of gambling in and of 
itself. And, therefore, expected utility theory ".. cannot 
accommodate the way in which our reasoning is often 
responsive to something other than the consequences of our 
actions." (Hampton, 1994, 235) Hampton thinks that the 
attempts to broaden the definition of consequences are 
incompatible with expected utility theory, in particular with 
Savage ‘s version of it.  
 
Till now, I have concentrated on the attempts to save the 
independence axiom. For some decision theorists this is 
equivalent to the attempt to save expected utility theory, for 
he or she fears that too much weakening of the independence 
axiom may put expected utility theory at risk. (Broome, 
1991b, 99)67  Thus, we are facing a conflict. Maintaining the 

                                                
66 This resembles the combination of an experience-related concept of 
utility and a preference-related concept, proposed by Haslett (1990). The 
tacit assumption has always been that both kinds of value coincide, but 
the correspondence appears to be far from perfect. (Kahnemann and 
Tversky, 1984) 
67 However, see also Broome (1990, 143), where he warns that a too fine 
individuation makes the independence axiom empty.  Machina also warns 
that differentiating outcomes, which on the first face of it seem similar, is 



 

 

84  

independence axiom by individuating choice-options 
through broadening the definition of outcomes is not com-
patible with consequentialism. And maintaining consequen-
tialism through keeping to a narrow description of outcomes 
is not compatible with maintaining the independence axiom. 
This conflict created the condition for the emergence of a new 
approach: the non-expected utility theories.  
 
6. Non-expected utility theories 
 

It is generally recognized that expected utility theory 
depends strongly on the empirical validity of the 
independence axiom. It looks as if a decision theory cannot 
do without it. This idea is wrong, however. The 
independence axiom only imposes a restriction on the 
functional form of the preference function. "The preference 
function is constrained to be a linear functional over the set of 
distribution functions, or, as commonly phrased, to be “linear 
in the probabilities”". (Machina, 1982, 278) The existence of a 
continuous preference function over probability distributions 
is determined by the assumptions of completeness and 
continuity. Why then is just the independence axiom 
considered so important, while we can have a ranking 
without the independence axiom? The answer is that, without 
the property of linearity, we cannot have a global maximizing 
function in terms of maximizing mathematical expectations. 
  Researchers have responded to the growing body of 
evidence that the independence axiom is in many cases not 
warranted by developing non-linear functional forms for 
individual preference functions over lotteries. Machina has 
proven, Starmer thinks, "that many standard results and 
techniques are robust to a slight relaxation of the 

                                                                                                           
tantamount to putting expected utility theory at risk, namely by rendering 
it irrefutable. He requires that individuation involves always a given set of 
consequences and that the individuation must render the consequences 
deep enough to incorporate relevant emotional states as disappointment, 
regret, jealousy, feelings of unfairness and so on. (Machina, 1989, 1662)  
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independence axiom: decision theory does not simply 
implode when non-expected utility preferences are allowed. 
As long as preferences have the necessary smoothness 
properties we can characterize risk aversion and stochastic 
dominance in terms of properties of local utility functions". 
(see Starmer, 2000, 366) Hence much of our understanding of 
these aspects of risk preference remains intact for a wide class 
of non-expected utility models. 
  Seidenfeld, however, warned that decision theories that 
relax only the independence axiom succumb to sequential 
incoherence. "That is, such programs face the embarrassment 
of choosing stochastically dominated options, (...), when 
dollar equivalents are substituted for their indifferent 
counterparts". (Seidenfeld, 1988, 288) He denied that expected 
utility theory without the independence axiom could account 
for a rational ordering of alternatives. In a subsequent article, 
(Machina, 1989), Machina first explained that the property of 
separability across mutually exclusive events is the key 
distinction between expected utility preferences and non-
expected utility preferences. (Ib., 1624) The characteristic 
feature of the non-expected preference function is that it is 
non-linear in the probabilities. Second, that violations of the 
independence axiom (the separability condition) and 
violations of first-order stochastic dominance are quite 
different things. (Ib., 1635) And that non-expected utility 
models "all exhibit first-order stochastic dominance 
preference provided that their component functions satisfy 
the appropriate monotonicity conditions". (Ib., 1635)  Third 
that the challenge of dynamic inconsistency relies upon a 
hidden assumption of consequentialist reasoning. "It is 
inappropriate to impose the property of consequentialism on 
non-expected utility maximizers." (Ib., 1644).  
  An implication of consequentialism is that agents are 
entirely forward looking. Machina argues in contrast that risk 
born in the past may be relevant to current decisions. Non-
expected utility maximizers have non-separable preferences 
across alternative events, so that their ex ante attitude 
towards what happens in one event may well depend on 



 

 

86  

what has happened or would have happened in the other 
event Consequentialism is essentially imposing separability 
upon them ex post.68  

 
In the remainder of this section I present an example of ‘could 
have been’ preferences by Loomes and Sugden and an 
example of principled preferences by Farina.  
  Loomes and Sugden have argued that ‘could have been’ 
preferences are legitimate in conditions of decision making 
under uncertainty. They have developed an alternative 
theory of choice under uncertainty: regret theory (Loomes 
and Sugden, 1982). Farina has modeled the agent's behavior 
in the guest for equity. (Farina, 1996) (References refer to 
these articles). 
  Regret theory rests on two fundamental assumptions: first, 
that many people experience the sensation, Loomes and 
Sugden call regret and rejoicing, and second, that in making 
decisions under uncertainty, they try to anticipate and take 
account of these sensations.  Therefore, in regret theory 
consequences not only refer to what an agent gets, but also to 
what she fails to get. The argument is that if anything that 
may happen to a person can count as a consequence, then 
why not treat the conjunction of ‘what X gets’ and ‘what X 
fails to get’ as the description of a consequence? In this way 
regret theory can account for the "common consequence 
effect". 
  Suppose an individual has to choose between two actions Ai 
and Aj in a situation of uncertainty. Next assume that these 
two potential acts result in outcomes x(i)s and x(j)s, 
respectively, in state of the world S. The individual chooses 
Ai and therefore experiences the consequence x(i)s. If x(j)s 
proves to be a more desirable consequence he experiences 
regret. Conversely, if x(i)s proves to be the more desirable 
consequence the agent may experience what they call 
rejoicing. (Loomes and Sugden, 1982, 808) They introduce a 

                                                
68 For an overview of the development of non-expected utility theories, I 
refer to Starmer (2000). 
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modified utility function in which the concepts of regret and 
rejoicing are incorporated:  M[x(i)s; x(j)s]. This function 
allows the utility from having x(i)s to be suppressed by regret 
when x(i)s< x(j)s or is enhanced with rejoicing when the 
opposite is true. They assume that individuals will try to 
maximize the mathematical expectation of modified utility:  
 
                        E (i,j)= s p(s). M[x(i)s; x(j)s]  
                       (where p(s) is the probability of state S.)  
 
Faced with a choice between Ai and Aj, the individual will 
prefer Ai, prefer Aj or be indifferent between them according 
to whether the expected modified utility E (i, j) of action Ai 
evaluated with respect to action Ak, is greater than, less than 
or equal to E (i, j) of action Ak with respect to action Ai.  
  This modified utility function is a function of 'the choiceless 
utility' of alternative actions. The choiceless utility is the 
experience of pleasure associated with the satisfaction of 
desire. If what occurs is exactly as pleasurable as what might 
have occurred there is neither regret nor rejoicing. Regret 
theory reduces to expected utility theory in the special case 
where M[x(i)s;x(j)s] = U[x(i)s].  
  The idea of ‘choiceless utility’ apparently sets regret theory 
in the tradition of classical (i.e., Benthamite) utility. It is 
assumed that we can fully speak of utilities independent of 
any choice, or, in other words, assume the existence of utility 
as a psychological experience that we know by introspection. 
“Choiceless utility is the utility that the individual would 
derive from the consequence [or state of the world] x if he 
experienced it without having chosen it.” (Ib., 807) Regret 
theory claims that in terms of pleasure/pain it makes a big 
difference whether a consequence is the result of a process 
that at some stage involves a decision by the agent or not. 
Where in the latter case we can speak of ‘choiceless’ utility, in 
the former the situation is more complicated because the 
agent may experience the opposite feelings of regret and 
rejoice according to what ‘might have been’.(Ib., 809) Thus, it 
is important not only to take into account the utility assigned 
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to the consequences of the actual choice, but also the utility of 
the consequences of the possible choice. 69 
  A simplified version of the modified utility function 
assumes that the degree of regret or rejoicing a person 
experiences depends only on the difference between the 
choiceless utility of ‘what is’ and the choiceless utility of 
‘what might have been’. There is a regret-rejoice function R (.)  
that assigns a real-valued index to every increment or 
decrement of choiceless utility, and then we can write: 
  
                   M[x(i), x(j)] = Cx(i) + R[Cx(i) - Cx(j)] 
 
Cx(i) is the chosen basic utility function and R (.) is the 
function which assigns an increment or decrement of utility 
according to the difference between the basic utilities of ‘what 
is’ and ‘what might have been’.70 Regret theory can predict 
the common consequence effect. An actor will forgo a higher 
but unsure reward for a desirable sure thing because the 
choiceless disutility of regret of not acquiring the bigger 
reward is higher than the choiceless utility of the sure thing. 
Loomes and Sugden claim that regret theory is in com- 
parison with prospect theory much simpler, but regret theory 
cannot account for the framing effect. (Ib., 818)  
 
Farina wanted to formulate an alternative to Harsanyi's 
approach to social preferences. He charges Harsanyi who 
requires that social preferences should be linear in order to 
convey the moral principle of equal treatment. Farina believes 
that a theoretical foundation should be given for the use of 

                                                
69 Sugden remarks that “[T]he fundamental idea of regret theory is the 
psychological intuition that regret and rejoicing are real experiences for 
many people and that these experiences can be foreseen and planned for.” 
(Sugden, 1985, my emphasis)   
70 Bell (1982) also has presented a paper in which he hypothesizes that 
many of the violations of the axioms of EUT may be attributed to a desire 
by decision makers to avoid consequences that they afterwards regret. He 
presents a utility function with two measures of satisfaction: monetary 
assets and quantity of regret. 



 

 

89  

linear vNM functions. He wants to deviate from linear vNM 
functions for only by doing this can the possibility of 
"inequality averse" social preferences be investigated. (Farina, 
1996, 195) 
  Farina enquired into the behavior pattern to be followed by 
an ethical decision maker towards social preferences. He 
modeled the quest for equity in line with regret and 
disappointment theory. In both approaches the individual is 
supposed to anticipate those feelings that he might 
experience in case a specific outcome materializes ex post. 
The utility function is modified in order to take the 
psychological experience of regret or disappointment into 
account that is associated with that consequence. Farina has 
chosen to model the concern for equity by reference to a 
function that includes disappointment aversion rather than 
regret aversion.71  In the disappointment case, the ethical 
decision-maker might consider unfavorably the comparison 
between an outcome and a ‘might have been’ which is related 
to outcomes of other states of the world of the random 
prospect. The disappointment theory introduces an ethical 
decision maker whose social judgment violates the 
'separability' condition as far as states of the world are 
concerned. "Separability across individuals is instead 
warranted: the Pareto principle (...) is not violated". (Ib., 209) 
  He assumed "that the ethical decision maker foresees the 
sense of loss in personal dignity that might arise ex post in the 
individual who encounters consequences which fall short of a 
certain threshold  -for instance one-half of the average value 
of the utility distribution- and then corrects by a negative 
value the utility evaluation relative to that consequence". (Ib., 
209) Hence the utility evaluation will include a negative 
judgment on the degree of equity below the threshold. The 
modified utility function  -the ‘equity function’- is of the  
 

                                                
71 Regret is a feeling referring to a lottery that the individual has not 
chosen, while disappointment is a sentiment aroused by the chosen act 
(the outcome was not as good as one had hoped).  
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form: 
 
        V[p(1), ...., p(n)] = ip(i){u(i) + E[u(x) - u*(x)]}  
 
in which the term E(.) brings about the possible reduction 
which the ‘inequality averse’ judgment of the ethical decision 
maker can cause to the utility relative to a specific outcome. 
The term E(.) will be concave when the utility evaluation E (x) 
falls short of the threshold u*(x).  In each prospect of 
individual utilities, the ethical decision maker determines the 
value of E(.) for each value lower than u*(x). In his social 
judgement the ethical decision maker takes into account the 
degree of equity of each location, so that a concern for equity 
is embedded in each utility evaluation. "Thus, the notion of 
equity incorporated in the ethical decision-maker’s social 
preferences is not related to society as a whole but is truly 
individualistic". (Ib., 214)72    
  Whereas Loomes and Sugden made use of  'could have been 
preferences', Farina refers to 'principled' preferences. In the 
case of 'could have been preferences the 'choiceless' utility is a 
felt sensation, to the better or the worse. In this way the 
choiceless utility takes us back to Bentham. These emotions or 
felt sensations color in a sense the outcome of the enacted 
choice. They do not add to the basic utility nor do they 
diminish it, but they lead to a comparison with an alternative 
option (the could have been preference), which makes that 
the basic utility afterwards is disappointing or is applauded. 
In the case of Farina the experienced utility is not based on a 
comparison with an alternative not chosen, but results from 
an accepted principle. The choice is based on this principle 
and the experienced utility is not a choiceless utility. When 
people would use a security level in order to protect 
themselves against regret, then this case would be similar to 
the other case.    

                                                
72 In this way Farina has avoided the criticism that he has constructed 
‘equity’ as a characteristic feature of a state of nature. In chapter XXI I 
will explore Harsanyi's construction of a social preference in more detal. 



 

 

91  

Both kinds of preferences emerged as a reaction to certain 
problems in expected utility theory, in particular the violation 
of the independence axiom. The solution is to construct 
decision theories that do not depend on the independence 
axiom in the traditional way. Or, to formulate it differently, to 
accept that agents have non-separable preferences across 
alternative events, so that their ex ante attitude toward what 
happens in one event may well depend on what may happen 
(or could have happened) in the other event.  
  Both approaches, though different with respect to the nature 
of the problem they addressed, share some common 
elements: 
a) they transcend traditional ideas of consequentialism;  
b) they use a modified utility function, which consists of a 

term representing basic (or material) utility and  a term 
representing an  added (or experienced) utility. 73 

c)  they maintain the idea of a maximizing choice, although 
they are not  expected utility maximizers; 

d) they take ends or objectives as given.  
Although they depart from expected utility theory, they still 
have much with it in common.  
 
7. Conclusions 
 
Expected utility theory broadened the theory of individual 
choice towards decisions without full information, by 
comparing such choices to decisions to participate in lotteries. 
This move aroused two controversies. The first concerns the 
silent elimination of true uncertainty. The second concerns 
the introduction of subjective probabilities.  
  The strict Bayesian is committed to behave as if he has 
numerically definite credal states whether he can tell what is 
or what is not, and hence that the agent is committed to 
ranking the options in a manner that yields a weak ordering. 

                                                
73 In Part III, discussing the moral aspects of actions, I will also employ a 
distinction between an outcome oriented and an experienced utility. I call 
it the distinction between substantive and symbolic utility. 



 

 

92  

Levi criticized the Bayesian point of view. He argued that 
under conditions of indeterminacy a weak ordering is 
impossible. There often is no ranking as better or worse. By 
admitting that we are in doubt much of the time in our 
judgments of probabilities and our evaluations of states and 
opinions, we are in a position to make systematic sense of the 
tension between considerations of expected value and 
security. Levi concludes that  “The indeterminacies in 
probabilities, utilities and expected utilities allowed together 
with the criterion of admissibility proposed undermine 
widely shared assumptions concerning rationality” (Levi, 
1986, 51). As we have seen Levi suggests that ‘rational’ 
decision-makers introduce a security criterion.  
  Next to this discussion there is a controversy about the 
conditions for a rational ordering of preferences. In order to 
safeguard a rational ordering of preferences, the ordering has 
to satisfy several axioms, in which the assumption that what 
happened in one state of nature can be evaluated separately 
from what happened in another state of nature (there are no 
interactions  -complementarities- between states), is an 
important one. However, it was also one that was violated 
frequently. And there were other axioms that, in 
experimental situations, were violated. The question is what 
we can we learn from these anomalies. If we accept them as 
characteristic aspects of the behavior of people in choice 
situations, how should we interpret them and how could we 
take account of them on the theoretical level? 
  I think four conclusions stand out: first, the context depen-
dency of choices (the violation of procedural invariance);74 
second, the preference for certain out-comes or consequences 
vis-à-vis uncertain outcomes (the common consequence 
effect); third, in evaluating outcomes not only monetary 
consequences are relevant, but also non-monetary 
considerations; and fourth, as a general impression, choices 

                                                
74 The main consideration for rejecting the independence axiom is the 
context-dependency of choices. 
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are determined jointly by (pure) outcome and probability, not 
as a product but separately. The experiments show that the 
attitudes agents have toward probabilities are distinct from 
their attitudes to consequences. This can be captured in 
models by incorporating decision weights.  
In response to the criticism of expected utility theory a whole 
new body of theories were developed, as we have seen: the 
non-expected utility theories. Well-known examples are 
prospect theory and regret theory. In many of these NEU-
theories the independence axiom is rejected and even the 
transitivity axiom is not satisfied in some theories. But the 
transitivity axiom looses much of his appeal anyway, when 
choices are context dependent.  
  Regret theory, for instance, jettisons the transitivity axiom. 
"In regret theory the proposition A(i)  A(k) cannot be read as 
‘having A(i) is at least as preferred as having A(k)’; it should 
rather be read as ‘choosing A(i) and simultaneously rejecting 
A(k) is at least as preferred as choosing A(k) and rejecting 
A(i)’". (Loomes and Sugden, 1982, 821) The transitivity of the 
relation ‘ is at least as preferred as’ does not entail the 
transitivity of the relation  in regret theory. In Starmer's 
view preferences in regret theory are "relative to conventional 
approaches, (..) not at all well behaved: they satisfy neither 
monotonicity nor transitivity and the theory allows strict 
preferences between stochastically equivalent acts." (Starmer, 
2000, 357) And he concludes "regret theory offers the 
tantalizing opportunity of explaining violations of 
independence and preference reversals within a theory of 
preference maximization". (Ib., 357) 75 

                                                
75 When, as Tversky and Kahnemann suggest, decisions are constructed in 
the act of decision-making, and, as a consequence, are sensitive to the 
context or ‘framing’ of decision problems, then the foundations of 
decision theory are not to be found in the axioms which define the 
concept of rationality. Starmer endorses a similar idea:  “ (...) if we 
genuinely seek descriptive models capable of explaining the patterns 
observed in laboratory behaviour, our conventional theoretical desiderata 
may need rethinking: in particular, there should be no prior supposition 
that the best models will be ones based on the principles of rational 
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We have seen how economic theory, and in its footsteps, 
utility theory changed. One of the consequences was the 
disappearance of emotions, motives and other kinds of 
mental related considerations and intuitions. Now we 
witness the return of psychological elements in decision 
theory and for that purpose it has to change anew. All kinds 
of psychological processes re-appear in the rationalization of 
actions. (see also Rabin, 2002) The main conclusion to be 
drawn is that agents do not maximize in terms of expected 
utility theory. They keep in mind a certain security level, a 
standard of fairness, an equity threshold, or something like 
that. Agents exchange an expected outcome that does not 
satisfy these levels, standards or thresholds for an alternative 
that does, even when the basic utility of this alternative is 
lower than that of the former option.  
  What makes non-expected utility theory distinct from expec-
ted utility theory is a sharper articulation of the deliberation 
process that is involved in the ranking of preferences.  This 
seems to contradict the observation of Kahneman that most 
judgments and most choices are made intuitively. Kahneman 
believes that the model of the agent he presents differs con-
siderably from the one pictured in rational choice theory, 
because of its two-system structure of reasoning: the com-
bination of system 1 (intuitive reasoning) and system 2 
(deliberative reasoning). The label ‘intuitive’ is applied to 
judgements that directly reflect impressions. ‘System 2’ is 
involved in all judgments, whether they originate in impres-
sions or in deliberate reasoning. Self-monitoring belongs to 
the effortful operations of system 2.76 The presence of a two-

                                                                                                           
choice, no matter how appealing those may seem from a normative point 
of view.” (Starmer, 2000, 363) Note that rationality should be read as 
conforming to the axioms of expected utility theory. The formal concept of 
rationality, the equivalence of rationality with consistency is under 
discussion, not rationality in the context of framed decision processes. 
76 Frequently the thought has been that emotions and the like oppose 
rational deliberation. Emotions are associated with the non-rational and 
even irrational aspects of human behavior. Sometimes this is true. But on 
occasion it is not true. To take it for granted is to make an error in a 
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system structure of reasoning, however, is not unusual in 
rational choice theory. Lower- and higher-order preferences 
have been introduced which can be connected with system 1 
and system 2 reasoning respectively and there are also 
theories that include meta-preferences next to regular prefe-
rences. (see chapter XVII and XVIII) It is more the notion that 
most choices are made intuitively that looks embarrassing.

77
  

Kahneman believes that intuitive reasoning is due to the “the 
power of the situation.” (Kahneman, 2003b, 1469) But the 
admission of emotions in decision procedures does not need 
to harm the concept of rationality as it is used in rational 
choice theory, since we have a two-tier system of reasoning.  
 
 
 
 
 
 
 

                                                                                                           
double sense. First, this belief is based on an outdated dichotomy of brain 
and mind. Second, it neglects the ways in which strong positive and 
negative emotions can structure decision processes in a way similar to 
cognitive processes (for instance the fear that makes you run when the 
house is on fire). Thus the presence of emotions in decision processes is 
no threat to a rational choice approach a priori. 
77 The role of intuitive thought can be put into perspective when we 
connect this finding with the research of Dijksterhuis. Dijksterhuis 
characterizes intuitive decisions as fast, automatic, associative and often 
emotionally charged; they are governed by habit. Deliberated decisions 
are slow, serial, effortful and deliberately controlled; they are relatively 
flexible and potentially rule governed. He designed a few experiments to 
investigate the hypothesis that conscious thought was maladaptive when 
making complex decisions. This hypothesis was confirmed, in that it 
appeared that unconscious thought improved the quality of decisions. 
The conclusion was: “When faced with complex decisions (..) do not 
think too much consciously. Instead, after a little conscious information 
acquisition, avoid thinking about it consciously. Take your time and let 
the unconscious deal with it.” (Dijksterhuis, 2004, 597). Thus it is quite 
plausible that deliberative reasoning proceeds the intuitive taken 
decision.  
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                                             CHAPTER IV 
 
 
                
                          
 
                                      STRATEGIC CHOICE  
 
 
 
1. Introduction 
 
In rational choice theory attention gradually shifted from 
issues of individual rationality to the problems of collective 
and strategic rationality when theorists became more 
receptive to the interdependencies of individual choices. 
After many years of negligence economists embraced game 
theory in the late 1970s. 
  Besides the interest in the interdependencies of individual 
actions there is also a quite different reason for the growing 
popularity of game theory and that is that non-market 
applications of rational choice theory required a general 
analytical framework without markets and market prices. 
Nash's theory of non-cooperative games provided such a 
framework. "Today economists can define their field more 
broadly as being about the analysis of incentives in all social 
institutions." (Myerson, 1999, 1068). 
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The interdepencies of individual actions brought old 
questions to the fore: will cooperation emerge in a world of 
self-regarding agents without a benevolent dictator and how 
are the numerous voluntary transactions coordinated? In 
game theory cooperation and coordination problems are 
modeled in very diverse ways in order to answer the 
question whether (unique) solutions to such problems in 
various situations can be thought to emerge spontaneously. 
Usually one departs from a state of nature to explain the 
emergence of institutions (rules/ arrangements). This point of 
departure betrays a commitment to reductionism; one wants 
to prevent the explanation of the emergence of institutions by 
means of institutions.     
  From the point of view of generating a general analytical 
framework the task of game theory is defined in a different 
way. It is to "redefine economics as being the study of rational 
competitive behavior in any institution of society." (Ib., 1080) 
From this perspective the task for economists (rational choice 
theorists) is to "identify the game models that yield the most 
useful insights into economic problems." (Ib., 1080)   
  Game theory is thus a means to different ends. Maybe it is 
useful to make a distinction between a micro- and a macro-
oriented application of game theory. In this chapter I will be 
mainly focused on the macro-oriented application of game 
theory. Therefore, I will use game theory as a theoretical 
instrument to explain how a spontaneous order can evolve, 
how rules regulating human behavior emerge without 
conscious human design and why some rules (or complexes 
of rules) are maintained while others have disappeared. In 
this orientation of game theory the emergence of social rules 
(or institutions) is explained in terms of solutions to games. 
Are there unique rational solutions for the complexities that 
arise from the interdependencies of human actions, or are we 
merely watching self-perpetuating patterns of human 
behavior? In this chapter these questions will not be 
addressed explicitly. Most of the time I will be concerned 
with the more technical aspects of game theory.  
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In the next two sections I explain some general characteristics 
of game theory: the information players can dispose of and 
the rationality assumptions. Thereafter I present a typology 
of games. In the section that follows I discuss solutions to 
games with an emphasis on the solution of non-cooperative 
games and I wind up this chapter with some concluding 
remarks about game theory: its relation to evolution theory 
and to other parts of decision theory.  
 
2. How to play games 
  
Game theory is defined as the formal analysis of rational 
behavior in conflict situations (Van Damme and Heertje, 
1994, 937); it describes the behavior of mutually dependent, 
egoistic actors. (Bianchi and Moulin, 1991, 183) The adjectives 
‘conflict’ and ‘egoistic’ are, in my opinion, in need of some 
moderation. Coordination games, for example, can as well be 
characterized by lack of information concerning mutual 
expectations, as by conflicting ends. Not all conflict games are 
zero-sum games, and actors are not a priori incapable of 
cooperation in order to obtain a collective optimal result. 
Their behavior is occasionally selfish, and occasionally it can 
more adequately be described as self-regarding (non-tuistic). 
  In a strategic situation, actors cannot disregard each other. 
Each individual actor has to take the choices of the other 
actors into account. How are social interactions modeled in 
game theory? There are numerous games, but three aspects of 
the game situation are relevant for all: the amount of 
information, the definition of rationality and the type of 
games actors are involved in. I start with the first two aspects 
and discuss the type of games in the next section. 
  In an ordinary game with complete information, the 
structure as well as the rules of the game is known. 
(Brandenburger, 1992; Lyons, 1992; Hargreaves Heap and 
Varoufakis, 1995) The players know the type of the game; 
they are informed about the number of players, the feasible 
set of action alternatives for each player, the payoffs of every 
choice combination (they know the preferences of the other 
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players) and the possibilities for entering into coalitions. 
Every player has this information at his disposal and he 
knows that the other players have it too. In addition some 
rationality postulates have to be formulated to ensure that 
games have (unique) solutions.  
  In the case of incomplete information there is either 
uncertainty about the strategic possibilities of the other 
players or about the payoffs or about both. When both the 
opportunities and the payoffs are unknown, we have a case 
of uncertainty. In game theory this is rarely the case. Usually 
the strategic possibilities are known, but the information 
about the (expected) payoffs is lacking. When players are 
confronted with such situations, they will act on expectations. 
"One of the most important problems for game theory is 
precisely to decide what expectations intelligent players can 
rationally entertain about other intelligent players' behavior. 
This may be called the problem of mutual "rational 
expectations". " (Harsanyi, 1965, 450) Harsanyi has, of course, 
offered a solution. The expectations can be modeled, he 
suggests, in the form of the types of players that are 
conceivably represented by his opponents. The uncertainty 
about the payoffs is transformed into uncertainty about the 
type of players one deals with. All one needs to assume is 
that each player has some expectation as to the type of player 
represented by each of his opponents.

78

    

                                                
78

 In a two person game player K assumes for instance that her opponent R 
can be represented by the alternatives types (R1, R2,..,Rm), each type 
representing a different combination of preferences, willingness to take 
risk, capabilities and so on. She will assign probabilities to the alternative 
hypotheses that R has the type R1, R2,.. .. , Rm, respectively (different types 
of K will assign different sets of probabilities to types of R). The other 
player will act in a similar way regarding K. By using such probabilistic 
models, games with incomplete information are transformed into games 
with complete information, because the players know all the parameters 
that define the game. Of course it will be a game with imperfect 
information, because even though the players know the basic parameters, 
they will not know the actual type of the other player. But unlike games 
with incomplete information, those with imperfect information are readily 
accessible to game theoretic analysis. (Harsanyi, 1992) 
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With regard to the rationality postulate it is assumed that all 
players act rational and that all know this. This means that 
actor A in his considerations with regard to the choice of an 
action-strategy assumes that all players take everything they 
know about the game into account when they deliberate 
about their strategy. The  ‘common knowledge of rationality’ 
(CKR) applies, i.e., that every player assumes that his fellow 
players are rational and that they will select strategies that 
maximize their payoffs. The CKR implies that each player 
holds separately consistent beliefs about the other players' 
choices and beliefs. But in order to reach equilibrium there 
must be mutual consistency and hence each player must hold 
true beliefs about what the other player will do. Therefore, 
what a player expects a fellow player to do has an immediate 
effect on what is rational for him or her to do. This rationality 
assumption more or less excludes that a player has to act on 
the expectation that another player will select a strategy that 
he himself would regard as irrational under the given circum-
stances. (see Harsanyi, 1965, 451) The fixing, in this manner, 
of the beliefs that players have about each other is of crucial 
importance for game theory. Actors cannot be surprised by 
unexpected moves. Why this is crucial, is easy to see. Actor A 
knows that actor B will try to assess what A intends to do and 
selects a strategy that is to his knowledge the best answer to 
A's strategy. A has to anticipate B's reaction, and B will 
realize this, and so on.79 This rules out that strategies are 
chosen which are inconsistent with CKR. Any strategy that 
conforms to this axiom is said to be rationalizable. 
 
3. Which games to play 
 
Concerning the type of games, we can, in a first approach, 
distinguish two main types: coordination games and 
cooperation games. Coordination problems arise in cases of 

                                                
79

 This assumption has been adopted to avoid an endless regression that 
would result from the assumption that each player tries to imagine what 
the other players are likely to do. 
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multiple equilibria. The need for cooperation arises in games 
in which the equilibrium-solution is Pareto-inferior.    
  There are clear differences between coordination problems 
and cooperation problems. It is a very different thing to 
coordinate on one equilibrium out of many or to improve on 
a Pareto-inferior equilibrium. In coordination games agents 
have to form concordant mutual expectations, in cooperation 
games agents have to decide whether they are willing to 
select cooperative strategies. Secondly, the conditions for a 
solution differ widely. In pure coordination games the main 
option for every agent is to coordinate. The interests of the 
agents converge, because each kind of equilibrium is better 
than none. In pure cooperation games interests are divergent, 
because it is rational for every single agent not to cooperate 
regardless what the other agents do. So the main option of 
every individual agent is not to cooperate. On the micro level 
many situations demand for their representation mixed type 
games, because coordination and cooperation presuppose 
each other. Often a solution to a coordination problem is 
inconceivable without some cooperation, and the solution of 
a cooperation problem demands some coordination.

80

    
  The distinction between coordination and cooperation 
games can be combined with the distinction between 
cooperative and non-cooperative games. Cooperative games 
are games where players can make fully binding and 
enforceable commitments; in non-cooperative games this is 
not the case. This second distinction does not contradict the 
existence of (pure or predominantly) coordination and 
cooperation problems, but shifts the attention towards the 
conditions for their solution. In cooperative games, players 
can agree on any possible combination of strategies since they 
can be sure that any such agreement will be kept. In contrast, 

                                                
80 One can imagine situations where agents have to cooperate in order to 
coordinate (the stag hunt game could provide an example). The 
assurance game is an example of a type of game where agents have to 
coordinate (the collecting of their contributions) in order to cooperate and 
thereby to realize the preferred collective goal. 
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in a non-cooperative game the only viable spontaneous 
equilibria are Nash-equilibria, because the only self-enforcing 
equilibria are the combinations of strategies where every 
player's strategy is the best reply to all other players' 
strategies. Nash-equilibria, given by the combination of 
strictly dominant strategies can, however, be collectively 
inferior.

81

  
  To combine both distinctions, we can take notice of 
Schelling's classification. Schelling distinguished in his 
seminal publication pure conflict games from pure 
collaboration games. The former pictures zero-sum situations, 
the latter situations in which the players win or lose together, 
having identical preferences regarding the outcome. He 
named these pure collaboration games coordination games. 
Mixed type games are, in his terminology, nonzero-sum 
games. These are games in which the relation between the 
players is ambivalent because of the mixture of mutual 
dependence and conflict. He called this type of games plainly 
mixed-motive games or bargaining games. (Schelling, 1976 
(1960)) In my reading of his account a pure conflict is not the 
absence of coordination, but the absence of bargaining as in 
for instance a zero-sum game as playing chess.   
  Hampton gives a similar notion, although she does not refer 
to Schelling. She proposes to define a coordination game as 
any game without cooperation problems. Agents are either 
solely occupied with coordination problems or have already 
agreed to cooperate and so they do not need to discuss that 
they should cooperate, but only how they do it (as for instance 
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 This distinction between cooperative and non-cooperative games is 
waning, because when one assumes binding agreements, one has to know 
what makes agreements binding and this requires a non-cooperative 
approach. (Hargreaves Heap and Varoufakis, 1995, 38) In this sense all 
games are considered to be non- cooperative games, although some appear 
to be cooperative if it turns out that agreements are considered by the 
agents involved to be binding.  

 

 

 



 

 

104 

in the assurance game). A consequence of this proposal is that 
only conflicts create cooperation problems. (Hampton, 1987) 
From this point of view a conflict game is equivalent to a 
game with an unsolved cooperation problem. The distinction 
between coordination and conflict is therefore not useful. One 
would be fully justified to talk about coordination games 
with conflict because players value the equilibria differently 
(as in the battle of the sexes game). Therefore, I propose to 
make a distinction between coordination and cooperation 
games that runs analogously with the distinction between 
cooperative and non-cooperative games. In coordination 
games, agents only gain if they succeed in coordinating their 
actions. Therefore they have an incentive to commit 
themselves to an agreement. Coordination games satisfy the 
criteria of cooperative games. And while not all games that 
describe cooperation problems are non-cooperative games 
(this was the point Hampton was making), surely non-
cooperative games are exclusively concerned with 
cooperation problems. The reason is that in situations that 
demand cooperation one can reap gains (for instance by 
unilaterally maintaining trade barriers) or forgo costs (as free 
riders) by not cooperating, whereas in situations that picture 
coordination problems one can only gain by collectively 
agreeing on a solution.

82

  

 
4. Solutions to games 
 
Social institutions are looked upon as (stable) equilibrium 
outcomes of strategic games. (Schotter and Schwödiauer, 
1980) A convention, for example, is the solution of a 
coordination game, a norm the solution of a cooperation 

                                                
82 In an indirect way Vanberg also supports this classification. He 
distinguishes between conventions, as solutions to coordination problems 
and moral rules, as solutions to recurrent problems in which there is a 
potential conflict between common interest and individual interest (see, 
Vanberg, 1994, 245). The latter kinds of problems are cooperation problems 
in my terminology. 
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game.83 One of the ambitions of game theory is to investigate 
whether and in what way social rules can arise in various 
games.

84

   
  In each strategic interaction there are several strategic 
possibilities. As a consequence numerous solutions are 
possible. The question arises whether a unique (and stable) 
solution can arise spontaneously, or whether (institutional) 
restrictions have to be imposed on strategic choices, in order 
to successfully predict the solution. As a point of departure I 
take it that an equilibrium-solution, far from being a 
consequence of individual rationality, arises from certain 
restrictions on agent's expectations. When it is possible to 
reasonably assess the choice of a strategy in this way, we call 
this choice rationalizable.     
  I will first discuss solutions to non-cooperative games. What 
is the rational (equilibrium-) solution? To be able to answer 
this question we need a solution concept, a rule of behavior 
that players can use to select their best strategy in the 
knowledge that other players will apply the same rule. There 
are several solution concepts and the choice of a concept will 
depend on: first, the type of the game; second, the question 

                                                
83 Solution concepts usually apply to games with two players. When the 
number of players increases the strategic complexity growth 
exponentially. Aumann and Dreze confess that when a game is not a 
two-person-zero-sum game (2PZS) none of the equilibrium theories tell 
the players what to expect. "Both CKR and CPA are needede [in a 2PSZ 
game], without either one, the result fails." (Aumann and Dreze, 2008, 
73). Three players are already enough for entirely new phenomena and 
structural properties to arise; in particular it is possible for players to 
form coalitions. Usually introducing coalitions will reduce a game with 
more than two players to a game with two players. 
84 "Nash equilibrium is of central importance in studying norms of 
strategic behavior, (..)." (Aumann and Dreze, 2008, 80) I use social rules as 
a general term for both conventions and norms. I assume that 
conventions only put restrictions on the possible strategies, while norms 
might also change the preferences of the agents, thereby changing the 
pay-off structure. Not all stable equilibria represent norms, however. 
Playing a dominant strategy is a solution concept and can therefore 
create a stable equilibrium. But it cannot be called a social norm. 



 

 

106 

whether it is played once only or repeatedly (by the same 
players); and third, whether the strategic choices are taken 
simultaneously or sequentially. I will start with games in 
which the choices are made simultaneously and that are 
played once only.

85

  
  When the mistrust among players is deeply rooted they will 
choose a strategy that guarantees a certain payoff regardless 
what their opponents do. In that case one chooses the highest 
secure payoff. This approach is called the minimax or the 
maximin strategy. It secures the best of all the worst 
outcomes, while avoiding the risk of being found out by a 
rival. An obvious rule is that dominated strategies are (first) 
rejected. A strategy that is inferior in comparison to another 
strategy, whatever the other player might do, will be 
eliminated. When, after the elimination of dominated 
strategies, there still remain several strategic possibilities, 
then one will select one which is rationalizable on the basis of 
the beliefs an agent has about the beliefs of the opponent 
which are consistent with the information about the game. 
Player R knows that player K has some opinion about what R 
will do and will select a strategy that K thinks is the best 
answer to the strategy of R. This is common knowledge. 
Rationalizable strategies are based on such common 
knowledge (CKR). A rationalizable strategy does not need to 
be a unique strategy. In a game several strategies can be 
rationalizable. Nash-strategies are the only rationalizable 
strategies that confirm the expectations on which they are 
based. The Nash-equilibrium counts as the only sustainable 
outcome of rational strategic choices in the absence of 
externally imposed agreements. In the prisoners’ dilemma, 
for instance, there is a unique Nash-equilibrium; defecting is 
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 I will only give a rough sketch of the main issues in the discussion 
about solution concepts. Readers, interested in more details, are referred 
to the literature (for instance; Hargreaves Heap and Varoufakis, 1995) 
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the best answer to defecting. For a long time it was thought 
that the Nash-strategy was the unique rational action in 
strategic decision situations. Nowadays, this opinion has 
changed. The most important reason is that several Nash-
equilibria turned out to be possible (in the 'game of chicken', 
for instance, there are two sustainable equilibria). The most 
important question is how can one deduce which one will be 
implemented. All kinds of attempts have been made to 
reduce the number of possible Nash-equilibria. Selten 
introduced the construction of a "trembling hand", to create 
the possibility that a player makes an unexpected move, 
which does not have to make his opponents believe that he is 
irrational. This creates the so-called "perturbed" game. In 
perturbed games also dominated strategies can be played, 
although the chance is negligible. This minimal possibility 
can lead the players to a unique equilibrium outcome. This is 
called the "trembling hand perfect equilibrium". 
  The 'mixed strategy' was originally seen as a tool for the 
solution of games with several Nash-equilibria or when no 
combination of (pure) strategies corresponded to a Nash 
equilibrium. The mixed strategy is a probabilistic 
combination of (pure) actual strategies in situations in which 
a player has no clear preference for strategy K1, K2,...,Km; for 
all are potential Nash-equilibria strategies (given proba-
bilities). What does one do when one does not have a 
preference between options? One randomizes! The idea that 
strategic choices were determined by chance was, however, a 
worrisome idea because there is only one pair of 
randomisations which is consistent with each player not 
knowing what to do and still arriving collectively at a 
symmetrical Nash equilibrium (Nash equilibrium mixed 
strategy: NEMS), which awards equal rewards to each player. 
(see Hargreaves Heap and Varoufakis, 1995, 73) But why 
should each player play NEMS? Aumann suggested that the 
probabilities in which strategies are mixed should not be 
interpreted as the individual's probability of selecting one 
pure strategy or the other, but be thought of as the subjective 
belief that K holds about what R will do and vice versa. In 
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this situation equilibrium is a relation that holds between 
beliefs (about probabilities) and not between strategies. The 
only chance that a unique "Nash equilibrium mixed strategy" 
will result is that the subjective beliefs each player holds 
about what the other will do are consistent. We must assume 
a "consistent alignment of beliefs" (CAB).

86

 (Ib.,75). Precon-
ditions to that end are: a "common prior assumption" (Rizvi, 
1994a) and the stochastic independency of guesses (Branden-
burger, 1992). The last condition says that the estimates of 
player R are independent of the strategic choices of the 
players K, L, M etc. and vice versa. The first condition says 
that the players employ the same definition of the situation in 
terms of the dispersion of probabilities for all states of the 
world. Novel information is processed by means of 'Bayesian 
updating' (what, in fact, is only allowed in the case of closed 
systems). The idea behind all of this is the idea that players 
with the same information will draw the same conclusions 
(the Harsanyi doctrine)

87

; that is, that rational players with the 
same information never can "agree to disagree" (Aumann).   

                                                
86 The assumption of CKR is sufficient for the creation of a Nash-equili-
brium. But the creation of a unique Nash-equilibrium demands the as-
sumption of a CAB. When, in mixed strategies, there are more than two 
players, the knowledge requirements increase significantly and involve the 
CKR, which on its turn assumes the common prior assumption (CPA) and 
the common knowledge of conjectures. "(..), if common knowledge of 
conjectures is required for a Nash equilibrium to be well founded, this 
seems to be too much knowledge for players to have. They must all know, 
know that each knows, know that each knows that each knows (and so on) 
what each conjectures each other's play to be." (Rizvi, 2007, 308) 
87 The common prior assumption asserts that players have the same 
beliefs prior to any information. Difference in beliefs can be attributed to 
diference in information. But when agents reveal it, this will lead others 
to revise their beliefs. (see Rizvi, 2007, 310) This process is supported by 
the assumption of perfect symmetry, which says that agents will follow 
identical (symmetrical) rules of behavior (whether they follow the same 
principles of rational behavior or are subject to the same psychological 
laws. (Harsanyi, 1956, 149) This requirement is the condition of perfect 
symmetry of the games participants. This requirement literally annihilates 
the players' individuality and turns them all into an undifferentiated 
homogeneous agent.  
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Another defense of NEMS comes from Harsanyi. He showed 
that NEMS is a useful addition to the Nash project because it 
enables the Nash equilibrium concept to be applied when 
there is no Nash equilibrium in pure strategies. "Harsanyi 
defends NEMS for the reason that we rarely know for certain 
what type of player we are playing with. (..) Thus the 
Bayesian equilibrium concept often turns out to be the most 
appropriate equilibrium to use and it so happens that when 
the doubt in these games shrinks to zero NEMS emerges as a 
Bayesian solution." (Hargreaves Heap and Varoufakis, 1995, 
77) The construction of the Baysian equilibrium does require 
both CKR and CBA and in this sense the defense is very 
similar to Aumanns solution. The difference is that in the 
former example the selection of a pure strategy is 
psychological determined, whereas Harsanyi selection 
depends on the selection of the type of player.      
  Does the solution concept of games in which players make 
their strategic choices one after another differ from the 
solution concepts in which players have to decide 
simultaneously? If they don't know the choice of their 
opponent, then the situation is not different from the one in 
which they have to decide simultaneously. But when they do 
know the decision of the other player, how does this 
information change the equilibrium solution of the game?  
  When players choose sequentially, the order of the moves is 
important. The player who will make the last move is able to 
optimize on the basis of the choices of the other players. In 
sequential games there usually is a chain of decisions: first R 
has to make a decision, then K has to decide which move she 
will make, then R again etc. The player, who has to make the 
first move, will of course take into account what the reaction 
will be of the other player on his decision. According to game 
theory the player whose turn it is will reason backwards from 
the last segment of the game (or 'subgame') to the segment 
where he at present must decide on his move (‘backward 
induction’).  
  A segment or a subgame starts at a stage of the game where 
the player whose turn it is, knows what has happened 
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previously. The general opinion is that a rational player, 
faced with the choice to make a stand for a collective interest 
or to choose his own interest, will always defect in the last 
game, because it has no consequences for her. The player who 
has to decide in the last but one subgame is aware of this and 
will defect right away, because he knows that there is no 
sense in making a cooperative move in the expectation that 
his opponent will reward this move in the next (and last) 
subgame. This reasoning can be stretched and the only 
"subgame perfect Nash equilibrium" is to defect right from 
the start. This is known as the "backward induction 
paradox".

88

  The intuition behind this solution is that only 
strategies that are the best replies to each other in each 
segment of the game are rational, and such strategies demand 
backward induction.

89

 The only exception is a situation in 
which the chain of decisions is infinite and nobody knows 
what will be the last subgame. In such a situation everything 
is possible. 
  To conclude this exposition on non-cooperative games, I will 
introduce an important distinction, namely, the distinction 
between games that are played once only and games that are 
played repeatedly. When games are repeated with the same 
players, then the number of strategic possibilities increases 
considerably. When players know that they will have to deal 
with each other in the future, they might not be interested in 
the question how to behave in each separate case, but how to  

                                                
88

 The 'paradox of backward induction' is that rational players will defect 
right from the start, although this is, intuitively, not plausible, given the 
higher payoffs that can be realized in subsequent subgames. Sugden and 
Pettit (1989), therefore, think that conditional cooperation (tit-for-tat) is a 
more obvious strategy. When the number of subgames is large enough, a 
tit-for-tat strategy is rationalizable. 
89 This strategy results in a unique Nash-equilibrium in each subgame, 
because the combination of 'CKR' with 'backward induction' introduces 
the 'CAB'. 
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act with an eye on future events. This knowledge will create 
some kind of a ‘supergame’ in which all kinds of new options 
come into being. Players can punish or reward, and all kinds 
of learning- and reputation-effects can occur. How a player 
judges these options will depend on the way he balances 
rewards now and in the future. When a player attaches 
sufficient worth to rewards in the future, he will, according to 
some theorists, always prefer cooperation. (Schick, 1992) This 
leaves unimpeded that many Nash-equilibria are possible. In 
infinite iterated or indefinite iterated games almost every 
strategic combination is a Nash-equilibrium (this is known as 
the "folk-theorem"). In order to know whether a unique 
equilibrium will, in due course, be established, theorists have 
taken refuge in evolutionary game theory (EGT). An EGT 
model can be viewed as the analysis of a dynamic process 
that describes how populations of players adjust their 
behavior over time in response to the pay offs that arise from 
repeated interaction. Successful behavior prevails not only 
because market forces eliminate inferior one's, but also 
because agents abandon the latter and imitate the former. 
  The equilibrium concept most frequently used in 
evolutionary game theory is the "evolutionary stable strategy" 
(ESS). The basic idea behind this strategy concept is that it is a 
strategy (I) which, when used among some population, 
cannot be 'invaded' by another strategy because it cannot be 
bested. So when a population uses a strategy I, 'mutants' 
using any other strategy J cannot get a toehold or expand 
among that population. Let us define the expected utility for 
a player for using strategy I when the other uses strategy J as 
E (I ,J). Strategy I is an evolutionary stable strategy when the 
following two conditions hold: first; it must be at least as 
good a reply to itself as any other strategy, otherwise people 
will drift away from its use (E (I, I) > (J, I)) and secondly, I 
must be strictly better than J when playing against I, or, when 
this condition does not hold, I must be better when playing 
against J than J is when playing against itself (E (I, I) > (E (J, I) 
or E (I ,J) > (E (J, J)).  The second condition must preclude a 
successful invasion of another strategy. Formulated 
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differently, 'the first condition is simply the definition of a 
symmetrical Nash-equilibrium and the second a refinement 
which is similar in spirit as the 'trembling hand'. (Lyons, 1992, 
126) Each ESS is a Nash-equilibrium, but not each Nash-
equilibrium is an ESS. In iterated games tit-for-tat is an 
equilibrium strategy, for it is as least as good against itself 
than any other strategy and it is better than the strategy of 
defecting than this strategy when playing against itself. 
Conditional cooperation, therefore, could come into being 
'spontaneously' and survive in an evolutionary process. 
  Strictly speaking, evolutionary game theory is not about 
individual decision-making. Instead of focusing on the 
calculating individual, as does traditional game theory, 
evolutionary game theory focuses on the survival properties 
of strategies themselves in environments in which they have 
to compete with each other. Individuals are interesting 
merely as carriers of behavioral patterns. Essential are the 
way genes replicating themselves through the survival of 
individuals who are the carriers of genes. Sugden criticizes 
evolutionary game theory for surplanting biological theories 
about natural selection to the economic domain. In the 
domain about decision-making we need theories about lear-
ning and imitation; theories that teach us what gets replicated 
and how. Only then can we apply theories of natural selec-
tion to economics. "[But] within evolutionary game theory, 
surprising little work has been done to investigate how 
learning and imitation actually work. (..)" Sugden, 2001, 123) 
An adequate evolutionary game theory would include a 
theory of how ideas of salience evolve. But evolutionary 
game theory allows no space for salience in its explanations. 
"What we see is not so much a challenge to the theory of 
rational choice as a superficial restyling of it".  (Ib., 127) 
 
To complete this search for solution concepts, I will briefly 
discuss solutions for cooperative games; specifically, 
coordination games. In contrast to cooperation problems, 
solutions to coordination problems can be established 
relatively easily. As agents have an incentive to coordinate 
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their activities, as is indicated by their preferences, and as 
conventions are said to be self-enforcing, one would 
intuitively predict that conventions emerge spontaneously. It 
is only when communication is not possible and multiple 
coordination equilibria are imaginable, that the question 
arises how a specific equilibrium is selected. Usually, three 
clues are mentioned which could give rise to a particular 
solution: focal points, rules of thumb and precedents.

90

   
  Of course, solutions will not always become conventions. 
Conventions do not arise instantaneously. They are accepted 
and established as successful solutions to recurrent 
coordination problems. Only when agents jointly accept a 
procedure, can it become a convention. "Once the parties 
jointly accept a principle of the right sort, they will finally 
have positive grounds for expecting future conformity." 
(Gilbert, 1990, 18)  As a convention has the character of a 
(positive) merit good, it is self-reinforcing for it becomes 
more effective (valuable) as more agents conform to it.  
 
5. Game theory: some conclusions 
 
Game theory has turned out to be a very useful tool to 
elucidate coordination- and cooperation problems. But it also 
confronts us with numerous theoretical problems. Whereas 
conventions may be relatively easy to establish, the issue is 
much more complicated in the case of the development of 
behavioral rules which must facilitate cooperation. 
  Decision processes to cooperate require usually small 
groups in which norms are shared and reciprocity is vital. 
(Olson, 1971) The explanation of the spontaneous 
development of social rules to regulate cooperation problems 
by means of non-cooperative game theory, therefore, is not 
promising (see Bates, 1988; Elster, 1989; Field, 1984; Hechter, 
1990; Rutherford, 1994) The main problem is that there are 

                                                
90 Lewis mentions also agreement as a means to solve a coordination 
problem. This solution is recommended when agents are involved in a 
single unrepeated coordination problem. (Lewis, 1969)   
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many equilibrium strategies and the selection of one of these 
equilibria already presupposes norms. This problem 
manifests itself also in evolutionary game theories (see 
Binmore en Samuelson, 1994). 
  In short: in simple games the conclusions are dis-
encouraging, because defecting appears to be the dominant 
strategy. In complex games there is confusion as to the 
question what the right analysis is, because there are several 
rationalizable strategies.  
  The tit-for-tat strategy that is offered as a solution for 
iterated prisoners' dilemma games is basically the conditional 
cooperation that counts as the solution for the assurance 
game. (see Sen, 1967) The solution to a prisoners' dilemma, 
therefore, would be the transformation of this game into 
another game. It is not very likely that this will happen 
spontaneously, because it demands a counter-preferential 
choice in the short term and a change of the preference 
ordering in the longer term. A solution is more likely to result 
from the intervention of a third party that has the capacity to 
impose sanctions and thereby is able to change the payoff 
matrix. Spontaneous solutions are only likely to be 
established when players submit to pre-existing norms which 
induce them to cooperate. This is a setback for the attempt to 
employ a reductionist' strategy starting from a state of nature.  
  In the course of integrating game theory into his overall 
project, Harsanyi has carried out several reductions and 
generalizations. A striking example is his reduction of a game 
with incomplete information to the status of a special case of 
a theory with complete, but imperfect, information. 
Uncertainty has become a strange kind of uncertainty in his 
approach to game theory: all eventualities are known, 
including their probabilities. Harsanyi and other theorists in 
fact employ some kind of a rational expectation hypothesis in 
the guise of the concept of the 'common alignment of beliefs'. 
This hypothesis will materialize, Harsanyi suggests, because 
all players use the same (rational) theory and draw the same 
(rational) conclusions. This is the so-called Harsanyi/ 
Aumann doctrine that has been mentioned before. Rational 
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people cannot disagree. There can be no false mutual 
expectations. Ignorance may be possible, but not 
disagreement. This is a controversial doctrine. It is based on 
the idea that the beliefs that players cherish are converging. 
But a convergence of beliefs is unlikely when players are 
attracted by different theories or do not draw the same 
conlusions from the same theory. In the Harsanyi/Aumann 
doctrine the expectations of the actors have been upgraded 
into (intersubjective) knowledge. This again is in fact the 
formulation of an equilibrium condition. Game theory, 
therefore, is becoming ambivalent.  
  But what counts in its favor is that it takes the 
interdependencies of agents as point of departure. This is a 
very welcome complement of choice theories that depart 
from isolated, individual choices. Game theory could be 
considered as a more general theory of individual choice-
behavior. It has been most successful at the micro level. Many 
game theorists are engaged in experimenting with all kinds of 
game models in order to find behavioral regularities that 
would be helpful to explain social problems of all kinds. It 
has been less successful on the macro level, the level that is 
discussed in this chapter. 
  In its present form there are many arguments that weigh 
against macro game theory. Take, once again, the assumption 
of the 'consistent alignments of beliefs'. Given this 
assumption rational behavior is in fact incompatible with 
attempts to confound the opponent, or to deceive, or to 
eliminate him and so on.

91

  And for the same reason a conflict 
becomes a paradox. Because, when a conflict threatens, the 
players can predict the result, because they command the 
same rational theory and, therefore, they must be able to 
negotiate this result (or a better one) (Varoufakis, 1991). The 
only way that conflicts can arise is when players make 
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 CAB depends on a conception of internal consistency that applies across 
agents. Given the individualistic presuppositions of game theory (rational 
choice theory, in general) a criterion of inter-agency consistency is 
inconceivable. This suggests that CAB is just an equilibrium condition. 
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mistakes ('trembles') or when the communication is 
disturbed. Conflicts are only a fleeting thing. Systematic 
errors are excluded because the players are rational and 
communication problems can be solved. 'Another troubling 
point is that what is rational for actor A to do depends on the 
probabilities he assigns to the actions of actor B. But at the 
same time it is assumed that A knows that B is as rational as 
he is, which means that the probabilities he assigns to B's 
actions depend on what he himself thinks would be rational. 
This kind of circular reasoning turns the 'common knowledge 
of rationality' into another equilibrium condition.' (Sugden,  
1991, 783).  Solutions in game theory seem to be dependent 
on strong equilibrium conditions. One that pictures idealized 
agents (with rational expectations). 92 
  The question, moreover, is whether the other assumption, 
the CAB assumption, is compatible with decision theory. In 
Savage’s approach, subjective probabilities are defined in 
terms of an agent’s willingness to take bets on an act’s occur-
rence. "This approach cannot work unless we are free to 
construct artificial acts (the hypothetical betting options) by 
assigning suitable consequences to the event whose proba-
bility we wish to measure. If, as Savage intended, events are 
understood as states of nature, then we do indeed have this 
freedom. But it is not clear that we have the same freedom if 
events are identified with strategic choices of rational agents 
[and agents have to assign subjective probabilities to their 
opponent’s strategies]. " (Hollis and Sugden, 1993, 29)  

                                                
92 Take the case in which players differ both in beliefs (probabilities) and 
values (utilities), and therefore the ranking of their preferences). When 
we assume that there are only two players and two acts and we impose 
only a weak Pareto condition and we ask the question: is it possible to 
construct a shared preference within a Bayesian rationale? Then the 
answer is that no such compromise exists. Only autocratic solutions (in 
which one of the agents imposes his preferences on the shared 
preference) conform to the weak Pareto condition. There is no room for a 
Bayesian compromise (see Seidenfeld et. al., 1989). The ‘solutions’ in 
game theory are in fact equilibrium conditions. 
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The relation between decision theory and game theory is, 
therefore, troublesome. "The central problem seems to be this: 
any theory of rationality has to make a distinction between a 
realm of agency (..) and a realm of causation. (..) If we apply 
this distinction to games, a player has to see his strategies 
both as acts (for himself) and as states (for his opponents); 
(..)To treat behavior both as willed and as naturally caused 
leads to incoherence". (Sugden, 1998, 159) This incoherence is 
a consequence of Savage's theory that requires that states be 
defined independent of acts. A solution would be to take each 
player's beliefs about the other player(s) as given. 
   Recently an evolutionary approach to human behavior has 
gained currency. The capacity of species to adapt themselves 
to their environment is significant for their chances of 
survival. The concept of rationality, it is suggested, should be 
replaced by the term adaptability as a reference to the 
capacity of the human cognitive processes to enhance the 
chances for survival and procreation. Social animals may 
evolve gene structures which facilitate the learning of 
cooperative behavior, for when cooperation has significant 
advantages for group survival, the group will adopt mores 
and laws which condition people to behave as if they are 
maximizing collective or social utility.  
  The 'evolutionary turn' in game theory was welcomed 
because it seemed to offer an escape from the problem of 
equilibrium selection. But till now it has not been very 
successful in solving problems. Therefore, one wonders why 
other non-evolutionary ways of tackling this problem were 
not followed. Sugden refers to the solution that Schelling 
offered.  "(..) Schelling analyzed the equilibrium selection 
problem and showed how (..) equilibrium selection depend 
on shared conception of prominence (..) which allow 
individuals' expectation to converge on particular equilibria, 
or focal points. " (Sugden, 2001, 117) However, these concepts 
were never integrated in the formal structure of game theory. 
Why not? One reason, suggested by Rizvi, is that there was a 
big difference in style. Schelling developed his concepts with 
a minimum of mathematical tools. His concepts rely on 
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induction "whereas the dominant approach in game theory is 
technical, mathematical and deductive". (Rizvi, 2007, 300) 
Schelling himself supported this argument by pointing out 
that game theory had not developed into an interdisciplinary 
and applied branch of social science, but had remained 'at the 
mathematical frontier'. (cited by Sugden, 2001, 117)  
  Innocenti thinks that Schelling remained a relative outsider 
because he had a quite different view on agents playing 
games. "A fundamental assumption of standard game theory 
is external symmetry, according to which players are all alike 
outside the game and any differentiating characteristic has to 
be embedded into the game's mathematical form." (Innocenti, 
2007, 410) In contrast, Schelling assumes heterogeneous 
players. "There is no way to define deductively how players' 
beliefs converge because this process is the outcome of 
individually specific processes. (...) As a consequence, the 
game solution is not the result of an instantaneous 
convergence to equilibrium but the final step of the dynamic 
adjustment process of the beliefs of heterogeneous players." 
(Ib., 424)     
  There are three ways to involve evolutionary theories in 
rational choice theories: as an improvement on game theory 
(evolutionary game theory); as a supplement to decision 
theory (decision procedures are based on the same principles 
as evolutionary processes, they evolve via blind variation and 
selective retention); and, third, as residues of our 
evolutionary past they manifest themselves in the cognitive 
and affective aspects of our decision processes.  
  Personally I do not believe that evolutionary theories can 
contribute a lot to our understanding of the development of 
human society. The human species is a product of both 
evolution and development and I think that these processes 
should be kept apart. Evolution is a process that stretches 
itself over millions of years. In this perspective the 
development process is a short-term process, in which the 
gene-structure of the human species remained unchanged. 
But it is in this short-term process that human institutions - in 
amazing varieties- evolved. The development from a state of 
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nature to a society with laws, conventions and norms can be 
explained without reference to evolution theory. 
Evolutionary theory is, moreover, of no help for explaining 
how social institutions are supported by moral beliefs and 
why people think that they ought to keep to these social 
rules. "The belief that one ought to follow a convention is the 
product of the same process of evolution as the convention 
itself". (Sugden, 1989, 87)93 
  I am aware that many people use the term evolution as an 
equivalent for development. But evolution is associated with 
natural selection and the survival of the fittest and therefore 
is suggestive of the impression that the existing institutions 
are the best, otherwise they would not have survived.

94

  The 
term development does not excite this false impression and, 
therefore, is to be preferred. I will only occasionally refer to 
evolutionary theories. 
 
         
 
 
 
 
 
 
 
     

                                                
93 Such an argument could strengthen evolutionists in their belief that the 
biological evolution established our capacities once and for all and that 
these evolved capacities facilitate the processes of cultural evolution.   
94

 There is also another idea that is fueled by evolutionary theory and that 
is the view that evolutionary theory excludes agency. Darwin identified 
selection, variation and heredity as the three basic conditions for natural 
selection to bring about evolution. Dawkins suggested that genes rather 
than the organisms are the real ‘agents’ in evolutionary theory. The 
organism is just the ‘vehicle’ of the selfish genes. The image that Dawkins 
is fostering is that of a straightforward chain running from genes to 
neurophysiologic processes to overt behavior.  Anyway, evolution refers 
to the human specie not to individuals. 
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                                            CHAPTER V 
 
 
 
 
 
                             INDETERMINATE RANKINGS 
 
 
 
1. Introduction   
 
The making of a rational choice presupposes the ordering or 
ranking of preferences in such a way that the choice is the 
best an individual can make considering the circumstances. 
Usually it is assumed that an agent compares alternative 
options to the extent that they contribute to his well-being. 
This contribution is the value of the conceivable 
consequences as measured in units of utilities.95 In classical 
choice theory utility was measured in terms of sensations, 
which could easily be homogenized for a person.  
                                                
95 People can prefer x above y for two reasons: either they like x more 
than y or they think that x is more worthwhile than y. Liking or finding it 
more worthwhile are not the same motive. Things that people like are not 
always worthwhile and things that are worthwhile are not always liked. 
This complication will be ignored till we discuss it again in Part III. (See 
also Broome, 1978). 
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An important assumption that underlies rational choice 
theory is the idea that all choices can be ranked within a 
single preference ordering. Thus a ranking is an all–things-
considered ranking. This presupposes that the agent is able to 
compare the contribution to his well-being of alternative 
options despite the different values they may represent. The 
money rod usually measures consequences. Things become 
more complicated when we do not just measure conse-
quences in monetary terms, but also in non-monetary, for 
instance emotional, terms. These cases will appear to be 
numerous when we realize that decisions are usually 'framed' 
and accompanied by emotions. Therefore, we have to 
consider what consequences mean for agents, what values 
they embody and how these values can be compared and 
ranked.  
  In this chapter I shall first discuss the general issue of 
comparing and ranking options that embody values.

96  Values 
are often compound substances, consisting of many items 
that may have different weights. As a consequence 
alternative options may be differently ranked. The context-
dependency of preferences, which is a result of the various 
social practices in which agents are engaged, is the second 
reason that an all-things-considered ranking is not realistic. In 
section 3 I shall introduce aspect-orderings as an example of 
multiple rankings and touch on the art of meta-ranking.  
     
2. Indeterminate rankings 
 
The point of departure is that we have to rank options that 
embody values. In order to rank them we have to compare 
them. Every comparison must proceed in terms of a 'covering 
value'. "A [covering] value [in this context] is any 
consideration with respect to which a meaningful evaluative 

                                                
96 The comparability of moral and non-moral values is a special case of this 
general issue, but I have decided to discuss this case separately in chapter 
XVIII. Not only because I want to avoid getting lost in too many 
arguments, but also because of the normative nature of moral values. 
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comparison can be made (..)". (Chang, 1997, 5) Covering 
values can be of all kind, for instance: prudence, beauty, 
efficiency, talent, happiness, or wealth.  
  Incomparability entails the idea that items cannot be 
compared. If there is no common unit of value in terms of 
which two items can be measured, they are incomparable. 
"Two items [A and B] are incomparable if no positive value 
relation holds between them". (Chang, 1997, 4) A is neither 
better than B, nor worse, nor are they equally good. On the 
other hand, the existence of a covering value does not 
guarantee a determinate ranking. Most covering values have 
multiple contributory items. It is possible that the ordering of 
options may not result in a determinate ranking because their 
intrinsic merits conflict with respect to such a covering 
value.

97

  There are multiple legitimate rankings and none is 
privileged. In other words, there are many ways to sharpen 
the covering value, or, the covering value is too vague. 
(Broome, 1999a) When there are multiple legitimate rankings 
of items and none is privileged, the global ranking of the 
options is handicapped by indeterminacy.  
  Incommensurability shares many features with 
incomparability. Incommensurable items share a common 
value, but a single 'scale' of units cannot measure them 
precisely. Suppose an agent has to decide between two 
options A and B. There are three potential rankings: either 
A>B, or A<B, or A~B. When none of these possibilities are 
clearly true, the options are incommensurable (Broome, 1978, 
332; Raz, 1986, 321; Griffin, 1986, 80). The trichotomy thesis 
does not straightforwardly hold. Griffin thinks that the 
indeterminacy that arises in the global ordering of options is 
due to the fact that the options are roughly equal.

98

 Broome, 

                                                
97 If an option is better than another in some respect of the covering value 
but worse in many other respects, it is worse when these comparisons are 
of equal weight. But multi-directionality is not necessarily a ground for 
incomparability since the weight of the comparisons may be unequal.  
98 Seung and Bonevac disagree that one may equate incommensurability 
with indeterminacy. They think it may be helpful to distinguish 
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on the other hand, thinks that when we compare certain 
features or characteristics of alternative options with some 
standard, we may encounter an intermediate zone, in which 
the items of the options are incomparable with the standard. 
In this case we could equate incommensurability with rough 
comparability. (Broome, 1999a) Parfit presents the following 
example: consider three candidates for some literary prize: 
one novelist and two poets. We might claim, Parfit proposes, 
of the novelist and the first poet, that neither is worse than 
the other. They are in the same league. Suppose next that we 
judge the second poet to be slightly better than the first. Does 
this judgment force us to conclude that the second poet is 
better than the novelist or that the first is worse than the 
novelist? Parfit does not think so. "Though the second poet is 
better than the first, we can claim that neither is worse than 
the novelist, who is worse than neither ('not worse than' need 
not imply 'at least as good as'). In some cases rough 
comparability is merely the result of ignorance. In cases that 
this is true, we may believe that there is in principle precise or 
full comparability." (Parfit, 1984, 431) In this case this is not 
plausible, Parfit argues. The rough comparability is here 
intrinsic, not the result of ignorance. When there is only 
rough comparability, 'not worse than' is not a transitive 
relation.

99

  
  Another example of indeterminate ranking is the following. 
Values can, and often do, exclude each other. This is the 
                                                                                                           
incommensurate ranking from indeterminate ranking. The ranking of A 
and B is incommensurate just in case it is neither true that one is better 
than the other, nor true that they are of equal value. The ranking of A and 
B is indeterminate just in case it is reasonable to conclude that A is better 
than B, that A is worse than B and that A and B are of equal value. The 
model of incommensurate ranking gives one no reason to choose either A 
or B. The model of indeterminate ranking gives you reason to choose A 
or to choose B. This formula yields more than one right answer for a 
choice. And though incommensurate ranking is only the negative of 
indeterminate ranking, the latter articulates better the dilemma of choice 
between incompatible values. (Seung and Bonevac, 1992) 
99 This example looks more like an evaluation than a decision procedure, 
but sometimes these procedures go hand in hand. 
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incompatibility of values (they cannot be realized together), 
not their incomparability. They cannot be easily ranked, for 
they cannot be weighted or added. They are equally valuable 
to us, and we are not indifferent between them. The decision 
between them is very important and very difficult (e.g., the 
choice between liberty and equality), because we have a lot to 
lose either way. Even when you make the right choice (in the 
circumstances), something important may be left over for 
which the chosen option can afford no compensation. 
(Griffin, 1997; Wiggins, 1997)  
   Suppose that we generalize this example to different values 
like honor, pleasure, altruism, comfort, fairness and so on. 
There is no predetermined rate at which they will be traded 
off for a given agent. "We are to suppose then that there is no 
general (..) way of arranging different quantities of honor, 
pleasure, altruism, justice ... into bundles that are valued 
equally by the agent". (Wiggins, 1997, 64) We arbitrate 
between those concerns not in terms of a covering value, but 
in the light of our ideals and ideas (in a formal sense it could 
be said that the continuity axiom does not hold). 
  There has been a lot of discussion about the importance of 
incommensurability. I think it is widely accepted that the 
importance of this phenomenon, when it comes to practical 
reason, is limited. Values as liberty and equality are very 
different; they are not only incommensurable but also 
incompatible. More individual liberty (in the sense of less 
interference) may increase inequality. Yet, in public practice a 
choice between these values is regularly made. So that we 
may conclude that incommensurability and incompatibility 
are less discouraging features than has been supposed. (see 
also Williams, 1979)100 But at the same time we must realize 
that the choice between incommensurable/ incompatible 
options has usually resulted in indeterminate rankings. There 

                                                
100 Finnis (1997) thinks that feelings and commitments enable individuals 
and groups reasonably to compare and rank, and in that sense 
commensurate, many options that by reason’s own standards are 
incommensurable. 
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is no golden rule for finding the right balance between these 
values.  
  Raz (1999) thinks that in the choice between conflicting 
options reason is unable to provide any guidance. If a rational 
solution of a conflict between incompatible values were 
possible, they would not be incompatible. When there is no 
adequate reason for preference, there can be no choice. A 
decision to go one way rather then the other will be 
something that happened to the agent, rather than something 
she deliberately did. Or a moral norm must guide the choice. 
Precisely because an agent is compelled to take a decision he 
makes a choice, but that has not solved the conflict in 
commitment. An agent facing an unresolved conflict feels 
quilt (or regret), for no matter how he chooses he will violate 
a moral principle or obligation or a non-moral value he was 
committed to. 
  A vulnerable spot in the model of indeterminate ranking, 
therefore, is that it may leave the final choice to intuition, 
throwing a coin or following an impulse. But in some cases it 
might be possible to apply a social rule (a rule of thumb or 
some moral norm) and other devices like that. What we learn 
in this section is that incomparable values exist. That is, that 
there are situations in which one has to make a choice 
between options that embody values that do not share a 
covering value. But incomparability occurs less often than 
incommensurability and incompatibility. The trichotomy 
thesis does not always hold and indeterminate rankings 
result. A choice can, furthermore, be attended by feelings of 
disappointment, because one cannot have it both ways, as in 
the case of conflicting values.  
  Even in the case of incomparable values, though, choices 
have to be made, but the ranking of options is not based on 
maximizing expected utility, but is intuitively arranged. They 
are based on someone’s ideals or are guided by emotions 
and/or norms. Indeterminate rankings still are single 
rankings. But, it is not an overall ranking.  
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3. Aspect orderings and meta-ranking 
 
When considering the choice between alternative 
opportunities an agent may take different aspects into 
account, for instance, his well-being or his freedom. This may 
result in different rankings. (Sen, 1985b, 207) The agent 
frames his decisions, as it were. Sociologists, in particular, 
stress the fact that human motivation comes from different 
sources and conflict pervasively. Human beings are engaged 
in different social practices that support different ways of 
valuing things. In each social practice social relations are 
regulated by discrete norms for different social roles. 
Economic interests, personal duties, political rights and 
commitments etc. enter into decisions constantly, and 
conflicts about them evidently arise regularly. Motivational 
conflict is, therefore, inevitable in modern society (Anderson, 
1993). Agents are forced to frame their decisions in different 
ways due to the different constraints and different 
expectations in different roles or settings. Multiple (partial) 
rankings are, therefore, very likely to prevail.

101

   
  Steedman and Krause (1986), for instance, picture an agent 
with several conflicting orderings over alternatives, 
representing different points of view. Their concern is how 
the agent may finally decide to act on the basis of various 
partial judgments, and whether the overall decision can be 
represented by maximization with respect to a single, overall 
ordering. A global ordering of options is a complicated affair, 
however. One alternative course of action may be more 
valued in one respect but less in another. Therefore, the idea 
that priorities can easily be established and be executed has 

                                                
101 In seeking approval an agent may approve some norm as member of 
one social group, while approving a conflicting norm as member of 
another group. “The axioms of rational choice cannot be assumed to hold 
for institutionally embedded choices” (O’ Neil, 1998, 184). 
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the danger of illusionary over-rationalization. 
  Steedman and Krause picture the various 'selves' of an agent 
not as static dispositions, but as interacting and changeable 
points of view. Some of the standpoints from which an agent 
assesses alternatives are standpoints that concern the 
implications of those alternatives for other people. Taking 
account of other people's standpoints involves an attempt to 
assess alternatives from their points of view as understood by 
the decision-maker and/or in the light of certain moral 
principles, codes of social conduct, etc.  When such different 
perspectives for ranking options yield very different 
rankings, they may not be reconcilable. Steedman and Krause 
argue that any theorist who wishes to maintain simulta-
neously a) the multi dimensional view of individual judg-
ments, b) the rejection of cardinality, and c) the represen-
tation of the individual by a single all-things-considered 
ordering, has to show how a), b) and c) are mutually 
compatible. We can represent the multi-faceted agent by the 
number of aspects (n), the degree of conflict between the 
aspects (C) and a formation rule (F). For every agent (n, C, F) 
a single, overall ordering may result from either a restriction 
of the number of aspects and/or of the degree of conflict 
and/or of the range of formation rules. An extreme case is 
when there is only one aspect (e.g. the economic aspect), or a 
trivial degree of conflict between the orderings (which allows 
for a Pareto-like ranking of the aspect orderings) or a 
formation rule of the 'fanatic' type (taking into consideration 
one aspect only). This explanation of a single ordering seems 
to be behind the common postulates of expected utility 
theory. (Steedman and Krause, 1986, 219)   
  When the aspect orderings differ too much, when there is 
too much conflict between the orderings resulting from, say, 
the economic and the social aspect, then the aspect orderings 
may not fit into an overall ordering. In order to be able to 
reach a decision the agent must rank the aspect orderings. 
The formation rule must be either hierarchical or the agent 
must take refuge in a meta-ranking, which ranks the aspect 
orderings one way or another.  
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Theoretically we could permit numerous rankings. All these 
rankings may be ranked. Let X be the set of alternative and 
mutually exclusive options being considered by an agent. Let 
y be the set of rankings to the elements of X being considered 
by the agent, and suppose that the set of y is complete. One 
may then write R1, R2, ...,Rn for the individual ranking R  y. 
A ranking of these different rankings is a meta-ranking. Most 
aspect rankings do not represent all the elements of the set of 
X. Although each ranking is reflexive and transitive, it is not 
necessarily complete. Sen speaks of quasi-orderings. (Sen, 
1974, 80) The reason for ranking the aspect orderings is either 
that the formation rule cannot combine them into an overall 
ordering, or that the agent wants to emphasize some 
characteristic (or aspect) of his options (the formation rule is 
hierarchical). For all these kinds of reasons, a ranking of 
rankings (that is, a ranking of y rather than X) may be more 
articulate to express a particular motivation.  
  An important reason for a meta-ranking is interdependency. 
The results of the actions of one agent depend on what other 
agents do and each has to guess what the other will do (or 
has to guess what the other will guess what he will do etc.).  
An agent can rank his options in different ways and his 
ultimate ranking will depend on what he expects the other 
agent will do. He can prefer a self-regarding choice; because 
he believes the other agent is similarly inclined. But he can 
also decide to set an example because he believes the other 
agent will reciprocate, and select his most cooperative 
ranking. In choosing among his alternative rankings he 
formulates a meta-ranking. 
  The tool of meta-ranking can, in various contexts, be used in 
different ways. It is a general technique usable under 
alternative interpretations of the meta-ranking relation. It can 
be used to contrast a particular political ideology against a set 
of social priorities. In quite a different context, it can provide 
the format for expressing what kind of preference one would 
prefer to have. Or else, it may correspond to one's ranking as 
one thinks duty demands it. Or it might correspond to one's 
ranking in terms of praiseworthiness, i.e., R1 deserving more 
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praise than R2. Or it may express the agent’s expectation that 
his ranking corresponds to the selected ranking of other 
agents. "Of course, such a meta-ranking may include inter alia 
the specification of a particular action-ranking as the 'most 
moral', but in so-far as actual behavior may be based on a 
compromise between claims of morality and the pursuit of 
various other objectives (including self-interest), one has to 
look also at the relative moral standing of those action-
rankings that are not 'most moral' ". (Sen, 1977a, 104).  
  Summarizing: an agent has three options regarding the 
ranking of his preferences.102 He can order them globally or 
partially. In the latter case he can either perform an aspect 
ordering or he can rank the aspect rankings. A meta-ranking 
will usually be applied either when the agent is in a situation 
of interdependency or when the partial rankings have to meet 
some standard that is not included in one of the aspects only, 
but is present in various aspects to some degree. Although a 
partial ordering is incomplete we can still have an informal 
maximizing decision. Informal maximization does not 
demand that all alternatives are comparable. It only requires 
that we do not choose an alternative that is worse than 
another feasible alternative. The technique of meta-ranking 
permits varying degrees of moral articulation. However, the 
notion of a meta-ranking is much more generally applicable. 
It is not difficult to come up with examples of meta-rankings 
having nothing to do with moral beliefs. Ethically based 
meta-rankings just constitute a subset of meta-rankings. (for 
more about meta-ranking, see chapter XVIII)  
 
 

                                                
102 Formally the expression of ranking preferences is an odd expression 
because a preference already presupposes a ranking. In common 
language having a preference expresses the inclination to do x rather than 
y. In utility theory a preference denotes a (complete or incomplete) 
ranking or ordering.  To have a preference is therefore in many ways 
similar as to having made up one’s mind because one has already applied 
a ranking. In spite of this the expression ‘to rank preferences’ is often 
employed and I am not sure that I always succeed in avoiding it. 
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4. Conclusion 
 
For choice-options to be compared, in order that they can be 
ranked, they have to be measured in some unit. Often we 
take money as the common unit. When the consequences of 
options cannot (completely) be expressed in monetary 
rewards, we have to look for another common unit of value 
(a covering value). The existence of a covering value, 
however, is no guarantee for a determinate ranking because a 
covering value may have multiple contributing items and it is 
possible that the merits of these items conflict with respect to 
this covering value. There may be more than one legitimate 
ranking. This is also the case when options are 
incommensurable or incompatible. Indeterminacy appears to 
be a greater problem than incomparability. Indeterminate 
rankings are often incomplete and discontinuous.  
  Another reason that a single, global, coherent ranking is 
difficult to realize is that agents are engaged in various social 
practices where they meet different constraints and 
expectations. As a consequence, agents ‘frame’ their decisions 
in different ways. This also results in multiple, partial, 
rankings. When these partial rankings conflict too much, they 
may not fit into one global ordering. In such situations a 
meta-ranking, a ranking of these partial rankings, may be 
applied. A meta-ranking will also be applied when an agent 
is engaged in strategic action and he has to take into account 
what other agents are likely to. Of course, agents take 
decisions and do this on available information, but they 
cannot exhaustively take all contingencies into consideration. 
Neither do they always know, prior to action and as a 
condition for taking decisions, what they value and how to 
realize their aims. Preferences are often constructed in the 
decision-process itself.
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                                          CHAPTER VI 
 
 
 
 
 
                                       SOCIAL CHOICE 
 
 
 
1. Introduction 
 
Social choice theory can be used for two distinct purposes: it 
can be used to evaluate social states or it can be used for 
collective decision-making.103 The most common kind of 
recommendations that social choice theory formulates, takes 
the form: ‘the government should do Ø’. Call the current 
existing state x and call the state that could exist, when the 
government would do Ø, z. The government ‘should do Ø’ 
means that state z is preferred over state x. This kind of 
statement is a social welfare statement about the relative 
goodness of different end states. The statement that z is 
preferred (zPx) is formulated as an ordering of state x and 

                                                
103 A social state is to be considered as a complete description of society at 
an instant of time. 
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state z.  ‘P’ is a social welfare ordering. Social welfare 
statements are orderings of end states and have the same 
logical structure as preference statements (except for the 
aggregation problem). In the case of a social welfare 
statement, the analogue of a utility function is a social welfare 
function.  
  I discuss two kinds of social welfare orderings: one that is 
based on the actual preferences of the individuals that 
constitute the collectivity and is used for collective decision-
making processes, it is called: the Paretian welfare function. 
The second is based on the moral preferences of the 
collectivity and is used to evaluate social states, it is called: 
the utilitarian welfare function.104 Both welfare functions 
require that individual preferences -and individual 
orderings- be aggregated. In the case of the Paretian welfare 
function this is done by some collective decision mechanism 
as a voting system. In the case of the utilitarian welfare 
function it is convenient to introduce the fiction of an 
impartial outsider (an ethical observer). 105 
  Before describing the utilitarian welfare function, I present 
some general aspects of utilitarian ethics in order to provide 
some background information that might explain some 
dilemma’s concerning the application of this function for 
practical purposes. Thereafter, I present the Paretian welfare 
function, which is followed by a discussion concerning the 
question whether respect for individual rights is compatible 
with the Pareto principle. I conclude this chapter with some 
remarks as to the future of social choice theory.   
  But preceding this, I give a short overview of the 
development of the 'economics of welfare' to social choice 
theory. This introduction is useful for several reasons. First, it 
shows that the ordinalist' revolution that I described in 

                                                
104 I dispute the existence of moral preferences in chapter XVIII. I prefer 
to talk about preferences that are constraint by moral norms. 
105 This is a prelude to the discussion of Harsanyi’s social welfare 
function, his ethical theory of rational choice, which I shall discuss 
extensively in part IV, together with some alternative approaches. 
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section 3 of chapter I has also had a great impact on social 
choice theory. Second, the introduction will reveal that this 
development is strongly influenced by changes in the subject 
of economics (Robbins) and in the concept of utility (Pareto). 
Third, it makes clear that social choice theory is not about the 
welfare state, as some might think, but is essentially a theory 
about allocation.  
 
2. From welfare economics to social choice 
 
The old welfare school (Marshall, Cannan and Pigou) 
confined itself to the material welfare of the community 
(nation). It was a continuation of the classical theory of 
production and distribution and we can say that the 
"Economics of Welfare" (as Pigou coined it) was the 'Wealth 
of Nations' in a new guise.  
  The flow of wealth is production and one of the old issues 
was how the heterogeneous mass of products could be 
reduced to a common 'stuff' in order to aggregate them to the 
national product (GNP). An important answer was given by 
Bentham who thought that the welfare of society was 
constituted by the 'happiness of society', which was 
equivalent to the sum-total of the happiness (utility) of all 
individuals in society. The guiding principle of the right 
action, therefore, was the "greatest happiness for all". This 
principle was still based on utility as indicating a quality that 
goods possessed, which explained the satisfaction that people 
derived from the consumption of those goods. Utility was an 
unobservable concept, but was regarded to present some 
objective quality. Following Jevons, Pigou used utility theory 
as the theory of value to measure the national product. 
Together with the abandonment of Ricardo's labor (costs) 
theory of value, the orientation on production and 
distribution was substituted for an orientation on exchange.  
  Since the old welfare theory was focused on economic or 
material welfare and made distinctions between needs and 
luxuries, there were voices who argued that this distinction 
offered an argument for some redistribution since it was 
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assumed that the fulfillment of needs carried with it a higher 
marginal utility than the fulfillment of luxuries. This school of 
thought was also concerned with improving the economic 
conditions of the poor by pointing to the inadequacy of diets, 
the frequency of illness, mortality rates and so on.  
  The critique of the material welfare school started with the 
famous essay of Robbins. Robbins put scarcity not welfare on 
the foreground and expanded the list of goods that are the 
concern of economists, from material to immaterial goods. 
The logical positivists argued that science should be 
demarcated from non-science according to whether or not the 
propositions in question predict observable events. All 
subjective and mentalistic concepts were unobservable and 
therefore to be discarded. The interpersonal comparison of 
utility was rejected, but this was done by first abolishing the 
old concept of utility, which referred to the usefulness of 
material goods, and replacing it by an subjective concept in 
which utility was related to preferences (utility as 
ophelimity). "Robbins assembled the elements of a new 
conceptual framework by joining together the scarcity 
definition of economics, the positivist conception of method 
and the ordinalist' view of utility". (Cooter and Rapoport, 
1984, 523) 
  From the 1940s onwards, the so-called "new welfare 
economics" emerged which abandoned interpersonal 
comparisons of utility and used only one basic criterion of 
social improvement, viz. the "Pareto comparison". Within this 
restriction Hicks and Kaldor formulated the policy of 
'Potential Pareto Improvements'. The new welfare economics 
also formulated The First and the Second Fundamental 
Theorem of Welfare Economics. The first theorem establishes 
that a competitive equilibrium is for the common good. In 
modern economic language it is said that a competitive 
equilibrium is Pareto optimal. The second theorem states that 
every Pareto optimum can be obtained as a competitive 
general equilibrium given some initial distribution of 
endowments to economic agents. (see also chapter VII) 
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The motivating issue that inspired the new welfare theory is: 
how can we arrive at cogent aggregative judgments about 
society given the diversity of preferences, concerns, and 
needs of the different individuals within society? Arrow went 
on to consider a set of very mild-looking conditions for 
aggregating individual preferences. His impossibility 
theorem demonstrated that it is impossible to satisfy these 
conditions simultaneously. His theorem laid bare the logical 
impossibility of a well-behaved Paretian social welfare 
function. The only escape would consist in letting 
interpersonal comparisons of utility (be it utilitarian or of 
some other kind) enter the social welfare function. Arrow 
formulated social choice in its modern form and provided a 
general approach to the evaluation of, and choice over, 
alternative social possibilities. From 1950 onward it was 
Arrow's social choice theory that set the stage. 
  The utilitarian welfare function was not bothered by the 
problems of social choice theory, because it was not meant for 
decision-making but for evaluating social states and, 
therefore, was not based on actual preferences. I proceed with 
discussing the utilitarian welfare function after I have 
discussed some general aspects of utilitarian ethics.  
 
3. Some aspects of utilitarian ethics. 
 
In setting up a system of normative ethics an ethical doctrine 
must appeal to some ultimate attitude. The sentiment to 
which utilitarianism appeal is generalized benevolence. This 
expresses the notion that an agent counts himself neither 
more nor less than any other person. As benevolent people, 
utilitarians want as many people as possible, now and in the 
future, to be as happy as possible, or to enjoy as much utility 
as possible. To that end the preferences of each individual 
should count equally.  
  Sen desribes utilitarianism as a moral theory that is a 
combination of three elementary requirements: a) 
consequentialism, requiring that every choice, whether of 
actions or of rules, be ultimately determined by the goodness 
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of the consequent state of affairs; b) welfarism, requiring that 
the goodness of a state of affairs be a function only of the 
utility information regarding that state; c) sum-ranking, 
requiring that any state be assessed by looking only at the 
sum-total of all the utilities in that state. (Sen, 1987, 39).  
  Utilitarianism as a philosophical doctrine is an exam ple of a 
teleological theory in which the consequences of actions are 
appraised in terms of one overriding goal only: it starts with 
an independent definition of the good and then defines the 
right as maximizing the good. "Welfarism and sum-ranking 
taken together imply that all ethically relevant values are 
commensurable, that all values share a common yardstick 
[utility, welfare or satisfaction]". (Hamlin, 1986, 68) 
  It is argued that the only rational public morality would be 
the one in which the rightness or the wrongness of policies 
are judged by its relation to the maximization of average 
(social) utility. "[T]he basic assumption of utilitarianism [is] 
that morality must be explicated in terms of the concept of 
social utility [..]." (Harsanyi, 1985, 53) An act is right because 
the state of affairs it brings about is better than any other state 
of affairs. If an agent does the right thing, he chooses the best 
of the alternatives available to him. A consequence of the 
focus on the aggregate level of social welfare is that, in spite 
of the principle that all preferences have equal weight; 
substitution is to be permitted when it contributes to the 
greatest happiness for all.  
  Consider the case in which X can prevent the killing of many 
people by executing an innocent man. From a strict utilitarian 
point of view he has to sacrifice the innocent man. Of course 
one can raise all kinds of moral objections against this 
decision, but as Smart sighs: 'one may not be happy with the 
conclusion a utilitarian must draw, but one neither can be 
happy with the anti-utilitarian conclusion'. (Smart and 
Williams, 1973, 71) 
  With the above example in mind, some think we should 
replace act-utilitarianism by rule-utilitarianism. "Act-
utilitarianism is the view that the rightness or wrongness of 
an action is to be judged by the consequences (...) of the action 
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itself. Rule-utilitarianism is the view that the rightness or 
wrongness of an action is to be judged by the goodness or 
badness of the consequences of a rule that everyone should 
apply in like circumstances." (Smart and Williams, 1973, 9) 
For instance an act-utilitarian will always ask the question: 
will breaking a promise increase or decrease utility. A rule-
utilitarian will consider the consequences of a general 
practice of repeated promise breaking.

106

 One way of looking 
at rule-utilitarianism is to regard it as an attempt to identify 
the moral code an ideal Moral Legislator would chose for 
society.  (Harsanyi, 1985, 46)  

 
4. The utilitarian welfare function 
 
Harsanyi ascribes to individuals two different sets of 
preferences. Personal (or subjective) preferences which guide 
his everyday behavior and which are expressed in his utility 
function Ui. They need not be completely selfish, but they 
will assign higher weights to their own interests and those of 
their family and friends than to those of complete strangers. 
On the other hand, each individual will also have moral (or 
ethical) preferences that guide his thinking in those moments 
that force a special impersonal and impartial attitude upon 
him. His moral preferences will by definition always assign 
the same weight to all individuals' interests. They will be 
expressed by his social welfare function Wi. Thus, in 
Harsanyi's terms, utility is the measure of personal 
preference; welfare is the measure of moral preferences. 
Typically, different individuals will have different utility 
functions (Ui), but Harsanyi assumes that they tend to have 

                                                
106 Rawls anticipated, in a sense, the distinction between act- and rule- 
utilitarianism by showing the importance of the distinction between 
justifying a practice and justifying a particular action falling under it. 
Utilitarian considerations should be understood as applying to practices 
in the first instance. A practice is defined by rules. Those engaged in a 
practice recognize the rules as defining it. Only in the case of non-
institutionalized rules are persons entitled to question whether or not it is 
proper to follow it in a particular case (Rawls, 1955) 
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identical social welfare functions (Wi).  
  To derive the moral preferences from the personal 
preferences one must make a distinction between rational 
and irrational preferences. Therefore Harsanyi distinguishes 
a person's manifest preferences from his true preferences. A 
person's true preferences "are the preferences he would have 
if he had all the relevant information, always reasoned with 
the greatest possible care, and were in a state most conducive 
to rational choice." (Harsanyi, 1982, 55) ' Social utility' must 
be defined in terms of a person ’s true preferences. But some 
true preferences must be excluded, namely, anti-social 
preferences, such as sadism, envy, resentment, and malice. 
Consequently, a person's considered, true preferences are 
his/her rational, social, personal preferences. 
  Now consider the task of evaluating social states. What 
criterion should be used? Harsanyi used the construction of 
an original position to derive the utilitarian rule when 
evaluating social states. In the original position persons have 
to decide from behind a veil of ignorance about the rule(s) 
that would be most right for actually living persons. To 
secure impartiality the people in the original position may 
have knowledge of the entire history of the world, provided 
that each of them does not know which individual they turn 
out to be, but rather had an equal chance of being any of 
these individuals. Neither do they know which social state is 
feasible. (Harsanyi, 1953) An impersonal choice of this kind 
can, from Harsanyi's point of view, be regarded as both a 
moral choice and as a choice involving uncertainty. 
Technically, the choice presents itself as a choice between 
uncertain prospects. This implies that the preferences of the 
people in the original position must satisfy the axioms of 
expected utility theory. 
  When both individual and social preferences satisfy the 
axioms of expected utility theory, then it is possible to 
represent each individual’s preference relation Ui by a vNM 
utility function Vi, and it is possible to represent the social 
preference relation W by a vNM utility function V. Given 
Pareto Indifference the social utility function must be a 
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weighted combination of the individual utility functions: 
 
                            V(p) = n   aiVi(p) + b 
                                         i=1   
 
This is Harsanyi ‘s Aggregation Theorem that is based on 
three postulates: a) the personal preferences of i can be 
represented by a vNM utility function; b) the moral 
preferences of i can be represented by a vNM utility function 
and c) if i’s welfare is greater in social state x than in social 
state y and if all other individuals are personally indifferent 
between the two social states, then social welfare is greater in 
social state x than in social state y. This Pareto condition 
provides the link between the individual utility functions and 
the social welfare function of i. The three postulates together 
imply that i's social welfare function will be a linear 
combination of individual utilities. 
  Although the social preference need not be identified with 
any particular individual, Harsanyi prefers to interpret W as 
being the ethical preferences of an impartial observer. Ob-
viously, he would choose the situation providing a higher 
average utility level to the individual members of society. 
"Hence, our model leads to the conclusion that stating a 
moral preference (....) is equivalent to expressing a preference 
based on the arithmetic mean of all individual utility func-
tions as one's social welfare function." (Harsanyi, 1975b, 314)  
Maximizing this function is equivalent to maximizing social 
(or average) utility. This is consistent with utilitarianism " 
given the elevation of desires to ethical status (welfarism) and 
the equal treatment of individuals (sum-ranking)." (see 
Hamlin, 1986, 64).  
  Thus the rule that Harsanyi proposes for selecting the best 
social state is to select the social state in which average utility 
is maximized. This criterion seems reasonable enough, but it 
has three implications that make it vulnerable to criticism. 
The first is that the same average utility is compatible with 
both a great and a small dispersion of utility. The second 
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criticism is that the criterion to evaluate social states is 
exclusively based on the extent in which individual 
preferences are fulfilled, leaving non-utility information out 
of account.107 The third is that there is doubt whether there is 
any relation between vNM utility functions and well-being. 
 
5. The Paretian welfare function108 
 
I start with reminding the reader of the 'ordinalist' revolution, 
which abandoned the material welfare theory. This rejection 
of the traditional welfare theory had important consequences 
for legitimating of public policy. Objections against the inter-
personal comparisons of utility, gave rise to the dominance of 
the Pareto principle in politics.

109 The Pareto principle 
requires that public policy should be neutral, that is to say, it 
should influence individual choice behavior as little as 
possible. The government can only aspire to create a Pareto-
optimal allocation. Such an allocation is achieved when a re-
allocation is impossible without worsening the situation for at 
least one person. The Pareto principle, strictly applied, makes 
policies almost impracticable. Therefore, a (notional) 
compensation rule (the Hicks-Kaldor rule) was introduced. 
Those who benefited from government policies should 
(potentially) be able to compensate those who suffered from 
these same policies. In terms of the Pareto-principle one could 
speak of a potential Pareto improvement.

110

  In principle there 

                                                
108 The Paretian social welfare function became known as the Bergson-
Samuelson welfare function 
109 The Paretion approach to policy is based on three liberal-
individualistic propositions: a) each individual is the best judge of her 
welfare; b) social welfare depends solely on the welfare of the individuals 
in society; c) if one person’s welfare is greater in state x than in state y, 
and if all other person’s welfare is as good in x as in y, then social welfare 
is greater in x than in y. 
110 A consideration for taxing people is to subsidize a merit good like 
education. A merit good is a good whose worth is more than it 
contributes to the utility of the education-consuming individuals taken 
separately. This is one of the reasons why social well-being is not the 
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can be an infinite number of Pareto-optimum states, each of 
which is defined by the impossibility of selecting an 
alternative state which is higher on one man’s order and 
lower on no one’s. In order to dispose over a better 
instrument to ground policy decisions, attempts were 
undertaken to formulate a social welfare function. By stating 
the problem as one of deriving a 'social preference' from a set 
of individual preferences, progress seemed to be made to 
establish a social welfare (or social choice) function. The 
informational basis of this function is restricted to data that 
can give some indication concerning the extent to which 
personal preferences will be satisfied. This restriction had a 
serious rationale namely, the idea of anti-paternalism; each 
person might expect that collective decisions would not 
interfere with her own preferences. But it also has important 
drawbacks: the informational basis is narrow.  
  The main problem is: how should one derive a social or 
collective preference? The problems of deriving a social 
welfare function were already indicated in the early fifties, 
when Arrow formulated his Impossibility Theorem. This 
theorem is about the impossibility of deriving collective 
preferences consistently from individual preferences. This is a 
problem with historical roots. It already occupied the mind of 
marquis De Condorcet in the 18th century, who analyzed the 
possibility of deriving collective choices using voting as a 
decision mechanism and who found that a majority decision 
rule could lead to voting cycles. 
  Assume there are three parties (A, B and C) who have 
preferences on three issues (x, y, and z) and suppose we find 
the following preference profiles: 
 
 

                                                                                                           
same as the sum of the individual utilities. The government can also tax 
goods with negative external effects. ( See also chapter IX for a different –
Coasean- view on tax policies). 
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                              A :    x > y> z 
                              B  :   y > z > x  
                              C :    z > x > y 
 
If we apply the majority rule we find an inconsistency at the 
social level. In the choice between x and y the majority 
prefers x; in the choice between y and z the majority prefers y 
and in the choice between x and z the majority prefers z. The 
voting procedure goes around in circles. It appears that the 
sequence of the voting (do we start with the choice between x 
and y and exclude the alternative that gets the votes of the 
minority, or do we start with the choice between x and z etc.) 
decides the outcome of the voting procedure. This has 
become known as the "Condorcet paradox". 
  Arrow has shown that in trying to obtain an integrated 
social preference (a social welfare function) from individual 
preferences, it is not, in general, possible to satisfy some 
reasonable conditions. Arrow proposed that the social 
welfare function should satisfy five conditions: transitivity of 
(collective) choices, unrestricted domain (no preference 
ordering should be excluded), adherence to the Pareto 
postulate (when someone prefers x over y and everybody else 
is indifferent, then x should be chosen), independency of 
irrelevant alternatives (the information on behalf of the social 
preference between two alternatives is restricted to 
information on how individuals rank these alternatives) and 
non-dictatorship (nobody should be able to determine a 
social choice). Arrow's conditions rule out a possible solution 
to the 'Condorcet paradox'. This solution would be to grant 
the chairman of the parliament the privilege to determine the 
voting procedure. But this would also create the possibility of 
strategic manipulation, which conflicts with the condition of 
non-dictatorship.  
  Arrow posed the following question: given collective 
rationality and unrestricted domain is there a collective 
choice rule that satisfies the other three conditions. The 
devastating conclusion of Arrow's Impossibility Theorem is 
that there is no collective choice rule (including the majority 
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rule) that satisfies all these conditions. Consider two 
individuals, M and N, who have the following preferences: 
 
                        M :            x > y and y > z 
                        N  :            y > x and y > z 
 
Can we construct an ordering that will represent a collective 
choice for both M and N. The answer is: we cannot. We are 
facing two conflicting demands: representativeness and 
coherence. "We can seek to respect the diversity of 
preferences that individuals exhibit, in which case we lose the 
coherence that the social choice process produces from a 
social ordering, or we can have coherence in the social 
ordering at the collective level, but only by making one 
person a dictator." (Weale, 1992, 212) It is impossible to derive 
a social welfare function from the individual preferences, 
which is internally consistent, given the other three 
conditions.  
  Of course, there have been proposals to weaken some of the 
conditions, for the alternative seemed to be to accept that the 
notion of a popular will is meaningless, and that the 
democratic aspirations to make government policies conform 
to the will of the people could never be realized. If one of the 
conditions is disregarded, then there appear to be collective 
rules that satisfy the other conditions. It was, for example, 
suggested to sacrifice the condition of the independence of 
irrelevant alternatives (which, as mentioned, says that social 
choice should solely depend on information with regard to 
individual preferences over pairs of alternatives). Another 
option, of course, would be to introduce another model of 
social choice. Or, to abandon altogether the consequence-
based evaluation of social states, opting instead for a 
procedural approach. Such an approach could look for ‘right’ 
institutions rather than ‘good’ outcomes.111 When this advice 

                                                
111 This solution has a drawback, namely that a procedural system that 
does not prevent serious material shortcomings is ethically unacceptable. 
Thus, outcomes matter. 
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is not followed, then there are only two solutions to retain the 
possibility of social choice: to weaken some of the conditions 
of the social welfare function or to present an alternative 
model of social choice, for instance a model that would be 
more in line with the former Pigovian welfare function.  
  Sen has explored both solutions. He has first drawn 
attention to the fact that we can distinguish two different uses 
of the notion of a 'social preference'. In decision procedures 
we want to be able to say: this alternative wins over all 
alternatives in terms of aggregated individual preferences. 
"The notion of a social preference, in this context, is 
something like the "underlying preference" on which 
collective choices are implicitly based (a kind of revealed 
preference for society) The second idea of social preference 
reflects a view of the social good: some ranking of what 
would be better or worse for society. Such judgments would 
be typically made by a given person or agency. ("This is, I 
think, best for society, taking everything into account.")."112 
(see Sen, 1995, 5) 
  The consequences of Sen' s second proposal are more far-
reaching. He wants to abandon the very concept of a social 
preference for the purpose of decision-making. It can 
however be useful applied in making aggregate social 
welfare judgements when some conditions are fulfilled. He 
mentions explicitly that one cannot legitimate a social welfare 
judgement that is grounded in a theory in which subjects are 
defined as bundles of wants, for how does one deduce needs 
and interests from mere preferences; and how should one 
balance preferences. The answer to the last question is: it can't 
be done; therefore each preference should count equally. Sen 
argues that a person's well-being comprises, for the most 
part, a number of objective components related to a person's 

                                                
112 This was initially the purpose of the Bergson-Samuelson social welfare 
function. Bergson and Samuelson concluded that Arrow had introduced 
politics in welfare economics, and claimed that it fell outside their field. 
Arrow’s work did, in their view, not have relevance to the traditional 
theory of welfare economics.    
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functioning (what a person can do with the means available 
to him) and capabilities. (see chapter XXIV) Moreover, there 
is a need to reduce deprivation, poverty and inequality and 
this calls for interpersonal comparisons of such objective 
measurable indicators of individual advantages as real 
income, opportunities, primary goods, or capabilities. When 
one widens the informational basis with non-utility 
information the interpersonal comparison is reintroduced 
and the impossibility problem vanishes. (Ib., 8)

113  

  For decision procedures quite another strategy is advised. 
Sen proposes to follow Rawls and to focus on fairness or 
justice rather than on the social good and not to aggregate at 
all. In this approach a procedural theory of justice has to 
specify an initial distribution of political and economic rights. 
This initial distribution should serve as a point of reference 
for economic and social policy.114 
 
6. Rights and liberties   
 
In terms of social welfare the question is whether one should 
rely on the ‘goodness’ of the (collective) out- come or on the 
‘rightness’ of procedures. Can we have sensible outcome 
judgments in a totally procedure-independent way, or right 

                                                
113 The new orientation in welfare economics since Pigou has been very 
successful in explaining the functioning of (idealized) markets. But 
Cooter and Rappoport doubt whether one can speak of scientific 
progress, because the paradigmatic change has its costs. "It is necessary to 
balance the gains in understanding markets which the ordinalist 
framework facilitated against the loss in understanding human welfare, 
suffered by abandoning the material welfare framework". (Cooter and 
Rappoport, 1984, 528) 
For an overview of welfare economics (or normative economics, as he 
calls it) with the purpose to discuss the sense in which changes under-
gone by normative economics can be said to be progressive, see Mongin 
(2006). 
114 One could argue that Harsanyi also follows a procedural approach for 
he proposes the 'average principle' (whereas Rawls proposes the 
'difference principle'). But the average principle is instrumental to the 
social good, whereas Rawls presents a fairness principle. (see Part IV) 
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procedures but nasty out- comes? Yes, we can have a system 
in which individual rights and entitlements are recognized, 
but in which people are starving and we can have prosperity 
in a dictatorial system. Therefore, in general it is difficult to 
judge any given utility distribution ignoring altogether the 
process that led to that distribution (attaching, for instance, 
no intrinsic importance to the facts whether it is caused by 
charity, taxation or exploitation).  
  The need to integrate procedural considerations in a 
consequential analysis is especially important in the field of 
rights and liberties. Lyons treats this question in an 
interesting way. He distinguishes ‘moral rights’ (not 
enforceable) from ‘legal rights’ (enforceable) and directs his 
attention to legal rights that also have a moral force (property 
rights). In general, institutions that promote the general 
welfare or economic efficiency are capable of conferring 
rights. "From a utilitarian standpoint it follows that an agent 
is fully justified in exercising her rights when and in a 
manner in which she can promote human welfare to the 
maximum degree possible. And others are fully justified in 
encroaching on the agent’s rights in the same sort of 
circumstances and for the same sort of reason". (Lyons, 1982, 
115) Thus the utilitarian ethics tolerates that legal rights be 
violated when some welfare enhancing goal can be promoted 
more effectively by departing from the legal rule. The legal 
impact of rules, does not automatically translate into moral 
force. Although there are often utilitarian reasons for 
respecting justified legal rights, these reasons are not 
equivalent to the moral force of such rights. (Lyons, 1982) 
Utilitarianism does not include the fulfillment of rights and 
obligations among the values social states embody. Of course, 
they are instrumentally valued, but their fulfillment or 
violation does not by itself make the state better or worse by 
utilitarian standards. Legal rules and rights simply enter the 
individual's decision-making calculus as alterations of the 
relative prices of alternative actions.  
  Sen has pointed out how social choice that accords with the 
Pareto principle can easily conflict with individual rights. It 
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appears to be very difficult to aggregate individual 
preferences, which include preferences that refer to 
libertarian rights in such a way that the Pareto principle is 
respected. 
  Libertarian values require that particular importance be 
attached to each person's desires over pairs that are personal 
to him, e.g., what he should read. It can be shown that such a 
condition of libertarianism can easily conflict with the weak 
Pareto principle. To illustrate this Sen used the example of the 
reading of a book, thought to be pornographic. The prude P 
disapproves this book, but the lewd L likes it. The states of 
affairs p, l and o differ from each other in this respect that in 
p the prude reads the book, that in l the lewd reads it and that 
in o nobody reads it. The ordering of preferences of P and L 
are: P (o, p, l) and L (p, l, o). P prefers that nobody reads it, 
but if someone should read it then he and not L. The lewd 
prefers that P reads it. An outcome that is both libertarian 
and satisfying weak Paretianism faces the following dilemma. 
Clearly o is better than p, because the prude does not want to 
read the book. Similarly, l is better than o, since the lewd 
desires to read the book. But on Paretian grounds p is better 
than l, because both the Prude and the Lewd prefer p above l. 
But this contradicts P's right not to read the book. (Sen, 1970) 
  A number of critics have argued that Sen's theorem rests on 
a misleading characterization of liberty. The preferences 
assumed by Sen are so peculiar that ordinary ideas about 
liberty do not apply. One way of putting this is to say that his 
example involves "meddlesome" individuals, persons who 
have preferences about matters that belong to other 
individuals' personal spheres. Individual liberty can be seen 
to require  -among other things- that each individual should 
have a recognized personal sphere in which his preference 
and his alone count.  Nozick finds that Sen's paradox arises 
"from treating an individuals’ right to choose among 
alternatives as the right to determine the relative ordering of 
these alternatives within a social ordering, (...) [while it 
should be clear] that rights operate upon a social ordering to 
constrain the choice it can yield". (Nozick, 1974, 165/166) Sen 
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grants Nozick's point, but adds that if a social ordering 
should take everything into account, then the ability to 
exercise these rights must enter into the social ordering after 
all. "Non-utility information relating to how "personal" 
choices are, what motivation the persons have behind their 
utility ranking, whether interdependence arises from liking 
or disliking the others' physical acts (in this case the reading 
of a book) or from the joys and sufferings of the others, etc., 
may well be found to be relevant in deciding which way to 
resolve the conflict." (Sen, 1979, 483) 
  Sen's original purpose was to show that the principle of 
respect for individual liberty, even in a minimal form as 
respect for a personal sphere, could conflict with the Pareto 
principle. Admitting situations in which individual 
preferences and personal rights can conflict, the moral of his 
impossibility theorem is that normative social policy cannot 
be based only on individual preferences (see Sen, 1983, for a 
reply to his critics). Someone might object and point at 
preferences for rights, but a preference-based attitude toward 
rights enforces an instrumental view of rights. Rights do not 
have any intrinsic value over and above the value reflected in 
the well-being of individuals, which means, and this is what 
it is about, that well-being generated by rights could be 
exchanged with well-being derived from other sources, and 
libertarian values would be subordinate to social utility. (see 
Lyons, 1982) 
 
7. Conclusion 
 
For a moral appraisal of the good of the state of society we 
need a social welfare function. But the utilitarian ethical 
doctrine persists that we derive it from individual 
preferences. The criticism raised at utilitarianism has direct 
consequences for the evaluation of the social welfare function 
as a device to evaluate social states. We encountered the 
narrow informational base of the social welfare function and 
the absence of information about distribution. All preferences 
count equally, there is no distinction between necessities and 
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luxuries, between preference-satisfaction with negative or 
with positive external effects.115 What really counts is the 
absence of paternalism, the safeguarding of free choice. But 
free choices are not necessarily proper choices. Not even 
when we have cleansed them in the way Harsanyi has 
proposed. And rights seem not to be side-constraints when 
violating them contributes to the common good. When it 
comes to decision-making procedures, we are facing 
impossibility theorems. Sen’s impossibility theorem shows 
how respect for individual liberties can conflict with the 
Pareto principle. Arrow’s impossibility theorem shows the 
dilemma of deriving a social preference from individual 
preferences. 
  The Hicks-Kaldor rule says that a certain policy increases 
the sum total of wealth when those who gain by the policy 
could compensate those who lose (without really 
compensating them). But when, for instance, a policy would 
make the rich so much richer that they could overcompensate 
the poor who were made poorer, then according to this logic 
the nation’s wealth has increased. But many people would 
doubt that this policy really increased the welfare of the 
community. Thus we are confronted with a welfare function 
that does not reveal essential information to evaluate the 
quality of life for its citizens in even an approximately correct 
way.  
  In Sen's view voting-based procedures are entirely natural 
for some kinds of social choice problems, such as elections, 
referendums, or committee decisions. They are, however, 
altogether unsuitable for many other problems of social 
choice. For welfare-economic evaluations voting exercises do 
not deliver important information. To lay the foundations of 
a constructive social choice theory we have to address, in 
Sen's opinion, the question: on what kind of information can 
we sensibly base interpersonal comparisons? The foremost 

                                                
115 What is taken for granted throughout this chapter is that preferences 
are revealed by choices. In fact this is only so under special circumstances 
(a complete ordering). 



 

 

152 

question to address is: interpersonal comparisons of what? 
The rejection of interpersonal comparisons was based on 
interpreting them entirely as comparisons of mental states. 
But Sen thinks that income, or commodity bundles, or 
resources more generally, are of interest in judging a person's 
advantage and not merely the mental states they help to 
generate. (see Sen, 1999) This can be supplemented by also 
taking into account the differences in converting these 
resources into the capability to live well.  
  Sen's suggestion bears some similarity with the suggestion 
of Cooter and Rappoport to return to the old material welfare 
school and reintroduce the distinction between needs and 
desires. This could be combined with a procedural theory of 
justice of initial endowments, which could serve as a point of 
reference for economic and social policy.   
  There is a remarkable analogy with the discussion about the 
cause and the consequences of the 'escape from psychology' 
in individual choice and the discussion about the cause and 
consequences of the impossibility of interpersonal utility 
comparisons in collective choice. In both discussions the 
'progressive' step is regretted afterwards and the proposed 
solution is the same: respectively to re-introduce mental states 
and to return to "the material definition of economics 
[welfare], an empiricist conception of method, and an 
interpersonal conception of utility." [i.e., to add non-
preference based information, jpr]. (Cooter and Rappoport, 
1984, 528) 
 
We have now reached the end of Part I. An appraisal of the 
preceding chapters will have to wait till I reach the end of 
Part II.  This first part dealt with several aspects of individual 
and collective decision theory, mainly from the point of view 
of individual agents (solely or in interaction).  
In Part II, I will analyze the decisions and actions of a 
plurality of agents and concentrate on the unintended 
consequences of intentional actions.  
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                                      INTRODUCTION 
 
 
 
 
 
Whereas in Part One I discussed theories about the intended 
consequences of rational choices, in this Part I discuss the 
unintended consequences of intentional actions. 
  It is obvious that I start with invisible hand explanations, for 
they explain the very intriguing question how the 
uncoordinated actions of millions of people can result in an 
orderly society and in an efficient allocation of resources. It is 
clear that the solution must be that in the course of time 
unplanned coordination devices emerged.  
  I discuss two kinds of invisible hand explanations: one in 
which the coordination of all actions is regulated by the 
market, or more precisely, by the price mechanism and one in 
which the coordination is regulated first of all by institutions.  
Invisible hand explanations explain how the actions of agents 
'produce' the macro level. The micro-macro relation can take 
two appearances depending on the question whether or not 
we assume that the micro- and macro level define separate 
domains. In the traditional approach (of general equilibrium 
theory) it is assumed that they do not define separate 
domains. All we need to know about the macro level is how 
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individual agents maximize utility and then aggregate the 
outcomes. When it is assumed that the macro and micro 
domain have a more or less independent existence, then we 
have a supervenience relation.  
  In chapter VIII I discuss how the price mechanism is 
regarded in economic science as the mechanism that 
coordinates the multiple actions of individual agents. We 
immediately encounter a paradox, for to let the process of 
supply and demand result in an equilibrium price an 
auctioneer has to be introduced as if the model that 
represents a market economy is a model of a planned 
economy. In the process of formalization the concept of 
equilibrium is radically transformed. Originally it referred to 
the balance of market forces or to a situation in which every 
agent was able to execute his intentions, but ultimately the 
equilibrium concept became the solution of a system of 
equations. Nevertheless, even the formal approach did not 
succeed in proving the existence of a unique and stable 
equilibrium. The basic limitation of reductive models is that 
individual agents interact solely through the autonomous 
forces of the market. As soon as this independence is 
restricted and individual behavior is made interdependent or 
relational, meaningful restrictions in the class of aggregated 
excess demand functions can be obtained. But then we have 
entered an institutional approach. 
  The supervenience approach is in a formal sense rather 
empty. The question is what the supervening base for macro 
phenomena is, i.e., on what facts about individuals do macro 
facts depend. This can only empirically be determined. When 
the supervenience approach is combined with the theory of 
emergent properties then we may assume that the macro level 
is a relatively independent domain. The macro domain is, to 
be sure, dependent on the micro entities but not reducible to 
them. The conclusion is that it is futile to search for a unique 
equilibrium by relying solely on the price mechanism. The 
first attempt to explain the invisible hand has failed. 
   In a second attempt I use micro-institutional theories, to 
deliver explanations for the coordination of individual 
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actions. The legal, political, social, cultural institutions 
embody rule-led behavior and this ensures that reciprocal 
expectations emerge which lead to the coordination of 
individual actions. Institutions do not replace the price 
mechanism or authority relations, but supplement them and 
make them viable.  
  Within the micro-institutional approaches I distinguish two 
schools of thought. The combination of the property rights 
theory and the theory of natural selection delivers the neo-
institutional theory. While the combination of transaction 
costs theory with the idea of the design of allocative and 
institutional arrangements delivers the new institutional 
theory. The neo-institutional theory remains close to neo-
classical theory. These theories limit their attention to those 
institutions that have a bearing on the safeguarding and the 
transfers of property rights. The new institutional school 
takes more distance from mainstream theories and is focused 
on the comparative analysis of 'governance' structures.  
A failing in both micro-institutional approaches is that the 
concept of institution is used indiscriminately. This is why I 
discuss the general nature and functions of institutions in 
chapter X. 
  Three features are central to the institutional theory that I 
present. First, institutional individualism that can be 
understood as a broad interpretation of methodological 
individualism, namely an interpretation in which events, 
states of affairs and so on, have to be explained with reference 
to the interaction of individuals and social structures. 
Institutional individualism accepts the existence of 
institutions as exogenous variables. This emphasizes the fact 
that institutions are both the product of human actions and 
constraints on human actions. The second feature is the 
distinction between constitutive and regulative rules, which 
makes the compliance problem easier to deal with. A third 
feature is a bargaining approach that combines the idea of the 
spontaneous development of institutions with the idea of the 
design of institutions. 
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A crucial feature of institutional individualism is that 
institutions are both conditions for and products of human 
action. Ther are two theories that try to give account of this 
phenomenon: Bhaskar's transcendental realism and 
Giddens's structuration theory. Both theories try to explain 
how individuals when they act unintentionally reproduce or 
transfrom institutions and social practices.  
   Bhaskar' s transcendental realism argues that social life is 
routine to a high degree and then asks the question: what 
must exist in order for such routine to be possible. The 
answer is rules, conceived as social structures. The primary 
focus of science is not the flux of events but the (hidden) 
generative structures that govern them. 
  The point of departure of structuration theory is the human 
capacity to intervene in the course of events. The making of 
history is the subject of analysis, not those who make it. The 
making has ontological priority; the analysis is focused on the 
mechanisms of social reproduction. Human activities are 
recursive, i.e., agents reproduce by their activities the 
conditions that made their activities possible. The recursive 
nature of social life is made possible by continuously 
repeated daily activities.  Routine is a basic element of these 
daily activities. The circular, positive feedback from instit-
utions to individuals and from individuals to institutions 
helps to enhance the durability of the institutional unit. 
  In Chapter XIII I compare transcendental realism and 
structuration theory. A deeply contested issue is whether 
social structures exist only in the activities they generate, i.e., 
do they only have a virtual existence or do they exist 
independent of individual agency. Whereas Giddens defends 
the inseparability thesis, Bhaskar argues on the one hand that 
social structures only exist in the activities they generate, but 
on the other hand he says that social structures are causal 
conditions for activities. Thus, social structures appear both 
to be internal to human activities and external. The idea that 
social structures are causally efficacious is based on the 
combined notions of emergent structures and downward 
causation.    
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In chapter XIV I summarize the main points of criticism that I 
raised in the Parts I and II, and present the main features of 
an institutional approach to rational choice theory. In doing 
this I distinguish two models of rational choice theory: the 
competitive and the comparative approach. The competitive 
model is a combination of property right theory, evolutionary 
(game) theory and neo-institutional theory. It is the model of 
generalized exchange and managed competition in non-
market settings. The comparative model is a combination of 
transaction costs theory, bargaining theory and new 
institutional theory. Its aim is a comparative analysis of 
governance structures. 
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                                            CHAPTER VII 
 
 
 
                                    THE INVISIBLE HAND 
 
 
 
1. Introduction 
 
After having introduced rational choice theory in which the 
attention was focused on agents trying to realize their 
preferences, I will now turn to unintended and unforeseen 
consequences that actions of numerous agents may have. 
How can we be sure that these unintended consequences are 
not harmful and do not have negative consequences for the 
well-being of people? 116 The most obvious way to tackle this 

                                                
116

 Few scientists have written about unintended consequences. Merton 
has written two seminal articles about it. In the first article he defined 
unintended consequences and in the second he wrote about their latent 
functions. (see Merton, 1936 and 1968). On more than one occasion 
Popper said that the main task of the social sciences would be to uncover 
and analyze the unintended and unforeseen consequences of individual 
intentional actions. However, in rational choice theory this task was 
never quite taken on. Neither in Popper’s nor in Harsanyi’s theoretical 
program did the analysis of unintended consequences occupy a 
prominent position. Actually, they did not write about it at all, though -as 
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question is to approach it as an invisible hand phenomenon.  
  In general, the concept of the invisible hand is composed of 
three logical steps. "The first is the observation that human 
action often leads to consequences that were unintended and 
unforeseen by the actors. The second step is the argument 
that the sum of these consequences over a large number of 
individuals and over a long period of time may (..) result in 
an order that is understandable to the human mind and 
appears as if it were the product of some intelligent planner. 
The third and final step is the judgment that the overall order 
is beneficial to the participants in the order (..)." (Vaughn, 
1989, 170) It is only with the acceptance of the idea that the 
independent actions of individual human beings can result in 
an orderly social process that the unintended consequences of 
human action become understandable and accessible to 
scientific investigation.  
  The third step is the least expected and most welcomed. It 
tells us that a system of laissez-faire leads to the common 
good. Economists have taken this up and upgraded it to The 
First Fundamental Theorem of Welfare Economics. This first 
theorem establishes that a competitive equilibrium is Pareto 
optimal.117 A state of affairs P is Pareto efficient or Pareto 
optimal iff no Pareto improvements are possible. Social state 
P is an equilibrium state. The state of equilibrium refers to a 
situation in which the actions of agents are mutually 
consistent. Each agent is able to carry out his intentions and 
no one can improve his/her position by engaging in new 

                                                                                                           
I said- Popper occasionally referred to it. 
117

 There is also a Second Fundamental Theorem of Welfare Economics, 
which states that every Pareto optimum can be obtained as a competitive 
general equilibrium given some distribution of initial endowments to 
economic agents. In both theorems externalities and public goods are 
absent, and there are no interdependencies, each agent acts as a solo 
performer. It should also be noted that laissez faire is immediately taken 
to refer to perfectly competitive markets instead to the absence of 
government control. For a thorough and critical discussion of these 
theorems see Blaug (2007). 
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transactions of exchange.
118

  In this situation the coordination 
of all individual plans is optimal, though each individual 
only cares about his own interests.

119

  

  This idea of a spontaneous evolving benevolent social order 
has become central to economic thought. Arrow and Hahn 
expressed the widely held view, on the first page of their 
General Competitive Analysis (1971), that “The notion that a 
social system moved by independent actions in pursuit of 
different values is consistent with a final coherent state of 
balance, and one in which the outcomes may be quite 
different from those intended by the agents, is surely the 
most important intellectual contribution that economic 
thought has made to the general understanding of social 
processes.” (Arrow and Hahn, 1971, 1)  
  Invisible hand explanations are rare in microeconomic 
theory because the unintended consequences of intentional 
actions are seldom studied. However, there are two major 
exceptions: the formal proof of General Equilibrium Theory 
that a system of interrelated markets can reach a stable 
equilibrium (see the two Theorems) and the theoretical study 
of the emergence of market institutions which is central to the 
Austrian program. None is based on empirical studies. In this 
chapter I shall investigate the different meanings that are 
attached to the notion of the invisible hand. 
 
 
 
                                                
118 This formulation though often used is nevertheless not correct. A 
Pareto-optimum is not a state of affairs in which nobody can improve his 
situation. The correct formulation is that nobody can improve his 
situation under the current conditions. The incorrect formulation 
wrongly suggests that a Pareto-optimum is optimal in the sense that it is 
the best state of affairs for everyone.  
119 Two concepts of equilibrium are a) the mutual consistency of plans, 
and b) the balancing of (opposing) forces. The description above refers to 
the first one. See also the concluding section of this chapter. 
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2. Invisible hand explanations 
 
In the opinion of several theorists the invisible hand is more 
interesting than it is important. (Rothschild, 1994; Grampp, 
2000) In saying this, they simply mean that it does not have a 
central place in The Wealth of Nations (WN). Smith was, like 
Condorcet, a political reformer, not a free marketer. Though 
he rejected a regulated economic order such as Mercantilism, 
he repeatedly stressed the need for government regulations 
to ensure the smooth workings of markets and to correct 
failures on crucial markets (like the corn market), when prices 
were not ‘reasonable’. 
 "In the WN, Smith writes of an invisible hand in the course of 
describing a particular condition that may or may not be 
present in a transaction on a competitive market. The 
condition is that in which a man who intends to benefit only 
himself in a particular way, in the act of procuring that 
benefit, produces a benefit of a different kind for everyone 
including himself. A merchant who instead of engaging in 
foreign trade  (..) engages in domestic trade contributes to the 
defense of the nation. He does so because he adds to domestic 
capital; it is a source of military power, and that power is a 
benefit to everyone including the merchant". (Grampp, 2000, 
443)  
  There is also an invisible hand in the Theory of Moral 
Sentiments (TMS) where it means something different, and 
there is another in the Essay on Astronomy where it has still 
another meaning. The idea of a ‘natural order’ occupies a 
large place in the TMS. "Here the invisible hand (..) is a 
component of the natural order and is not an idea superseded 
by it. As such it is a power for the good". (ib., 463) The 
invisible hand in TMS bears some resemblance with that in 
WN. In both books selfish agents are led to help others 
without any costs to themselves.  
  Usually, the invisible hand is associated with the 
spontaneous development of a social order. Spontaneous 
orders can be thought of in two related ways. "They can be 
described as a set of regularities in a social system that is self-
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organizing in some way within the context of a set of social 
rules (..). Alternatively, spontaneous orders can be thought of 
as evolved orders where the rules themselves are the 
unintended products of human actions. In Adam Smith’s 
writing both interpretations of spontaneous orders can be 
found". (Vaughn, 1989, 171)   
  The notion of a spontaneous order as a self-regulating 
system remained the foundation of economic science and 
especially equilibrium theory. The alternative view was 
developed by the Austrian school (Carl Menger) that 
considered the emergence of (economic) institutions as the 
unintended results of the actions of self-interested agents. 
These institutions are regarded as crucial to the 
understanding of self-regulating economic processes.  
  The orderly functioning of a social order requires both good 
institutions and individuals who pursue their interests within 
the rules of well-defined strategies, and not by seeking to 
influence institutions or rules. On one view these good 
institutions are the outcome of policies, which withdraws 
from the sphere of the pursuit of self-interest those options 
that do not harmonize with the public good. On another 
view, they are the outcome of custom: institutions are good if 
they are themselves the unintended consequence of 
individual interest.  
  Grampp notes that there are at least nine interpretations of 
the invisible hand in the literature. The most quoted is that 
every individual, acting solely in the pursuit of private gain is 
“led by an invisible hand to promote an end which was no 
part of his intention.” But Smith never actually said that a 
man who acts in his own interest is led by an invisible hand 
to act also in the interests of others. A second, also common, 
interpretation is that "the invisible hand is the price 
mechanism. A force that brings all markets together into a 
state of harmony, or general equilibrium, and directs the 
economy in a way that maximizes the wealth of nations". 
(Grampp, 2000, 445) However, in Smith’s writings the price-
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mechanism has nothing to do with the invisible hand.
120

  
  As we have noticed, it was the notion of the invisible hand 
that enabled Smith to develop the first comprehensive theory 
of the economy as an interrelated and self-regulating social 
system. Thus, in a way, it can be said that the invisible hand 
made social science itself possible. The underlying notion of 
an unintended order that the invisible hand captures was not 
new in Smith. The philosophers of the Scottish 
Enlightenment, of whom Smith was one, developed as a 
major theme of their writing the underlying idea that private 
actions can have unintended beneficial effects. Smith, like 
Ferguson and Hume, based his system on the observation 
that man is motivated by self-love. "To Smith, self-love was 
potentially an admirable human characteristic that reflected 
man’s concern for his honor as well for his material welfare". 
(Vaughn, 1989, 169) The beneficial nature of Smith’s system 
of ‘natural liberty’ depends not on the benevolence of 
individuals but upon the operation of self-love in 
combination with the propensity 'to truck, barter and 
exchange one thing for another. There are mutual gains to be 
earned from trade. “The invisible hand then is not an 
autonomous force. It is self-interest operating in particular 
circumstances. (...) [An individual] does not act in the public 
interest if acting in his own interest would be unprofitable.” ( 
Grampp, 2000, 460) 
  The appeal of the invisible hand is not that individual 
actions do have consequences that are not foreseen (which is 
a rather trivial proposition), but the claim that these 

                                                
120 Furthermore, there is the assertion that the invisible hand should be 
equated with (perfect) competition. But Smith did not in fact say this. 
And there is the no-nonsense view that the invisible hand is simply the 
mutual advantage there is in exchange.  Smith did say that exchange 
yields a benefit to both buyers and sellers, but he did not attribute the 
benefit to an invisible power. He attributed it to the wisdom that is 
common to men. (Grampp, 2000, 447) See Grampp for more 
interpretations.  
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consequences usually are positive for society at large. This is 
not always the case; in situations in which free riding is the 
rational strategy, the outcome of the interaction is just the 
opposite of the one just described by Adam Smith. Instead of 
spontaneously harmonizing in an efficient scheme, their 
interaction breaks down into non-optimal outcomes. The 
question is this: "either it is intuitively obvious that people 
can only cooperate if they are interested in their fellow’s well-
being and try intentionally not to harm them, in which case 
the invisible hand is a paradox and, [for example] the 
prisoners’ dilemma is not; or we are intuitively sure that 
people who are mainly led by their self-interest can 
(unintentionally) bring about a working social order [and in 
this case the prisoners’ dilemma is a paradox and the 
invisible hand is not]". (Andreozzi, 2004, 11) The problem 
indicates that probably there is no such thing as a shared 
common intuition concerning the way in which the metaphor 
of the invisible hand should be interpreted.  
  As one of the members of the Scottish school of 
Enlightenment, Smith was acquainted with the doctrine of 
‘natural rights’ and ‘natural order’. In this political-
philosophical tradition, it is assumed that a kind of 
hypothetical social contract evolves as a reaction to the 
Hobbesian natural order of war of all against all. This view 
later became the program of the Austrian school, which, 
because of its commitment to radical subjectivism, had to 
introduce institutions to explain the feasibility of an orderly 
society. Smith, however, wrote about the possibility of a self-
regulating order in a time in which government regulation 
was still a dominant and widely practiced doctrine. 
  The Wealth of Nations could be read as a plea for an 
economic order without interference by the government. 
Adam Smith, however, was not a free marketer, though some 
schools of thought have interpreted him as if he was one. 
Instead of taking as their point of departure the economic 
order as being social embedded and trying to explain its 
functioning, economists of these schools still felt the need to 
prove that departing from a natural order and self-interested 
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human beings, it could be shown that under fairly restrictive 
conditions an optimal allocation of resources judged in terms 
of Pareto optimality is possible. It is as if they perceived that 
for many people it is paradoxical that a market populated by 
greedy people could achieve a coordinated outcome. To 
persuade them of the viability of a self-regulating order these 
theorists used formal models in which they "postulated the 
limiting case of perfectly self-interested people living in an 
atomistic society and showed that there exists equilibrium in 
principle, so a fortiori real people in real society could 
coordinate in principle. The existence proof is a way of 
obtaining theoretical and political reassurance for the 
feasibility of a decentralized economic system". (Hoover, 
1995b, 732)121 Economists only had to admit that in the sphere 
of those public goods, which satisfied the criteria of non-
exclusion and non-rivalry, the invisible hand failed. 
  A drawback of these existence proofs is that they usually 
assume smooth functioning markets and thereby neglect or 
deny the possibility of coordination failures. Coordination 
failures can cause that more or less enduring states exists in 
which not all the agent can carry out their plans, as a result of 
which economic resources are not fully utilized. The 
presence/ absence of coordination failures was the main 
point of disagreement between the Keynesian and the 
neoclassical schools of thought.    
                               
3. Conclusion 
 
In economics the metaphor of the invisible hand was taken 
up as the search for the conditions of a stable equilibrium. In 
the next two chapters I shall discuss two ways in which the 
claim that the independent actions of self-regarding agents 
unintentionally serve the common good is adopted in 
economic science. The first equates the invisible hand with 

                                                
121“Typically, the rhetoric of equilibrium suggests images of order or 
balance, while its real content has concerned the properties of formalistic 
models.” (Lawson, 2005, 431) 
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the price mechanism in perfect competitive markets and 
claims that under these conditions economic processes 
spontaneously evolve toward an equilibrium state. As is a 
common usage in economic theories, this approach takes a 
(Hobbesian) natural state as point of departure, a state that is 
populated with selfish, atomistic people without relations 
and obligations that extend beyond the nuclear family. 
Consequently, price-taking anonymous buyers and sellers 
people markets. Because there is no society beyond the mere 
groupings of human beings, the only reality to be studied is 
that of individuals. This ontological claim is connected with 
the epistemological claim that all the phenomena economic 
science studies must be deduced from actions of individuals. 
Therefore I shall discuss this version of an invisible hand 
approach in combination with the micro-foundations’ debate. 
The image of equilibrium presented in this approach suggests 
a balance of forces, as if economics still deals with systemic 
forces, but in fact it deals with properties of formal models. 
The concept of equilibrium seems to denote the notion of the 
invisible hand, while in fact it is merely a solution concept 
relevant to a system of equations of a particular model. This 
transformation shall be discussed in the next chapter. 
  The second approach, which will be discussed in chapter IX, 
takes the view that institutions have emerged as the 
unintended consequences of the attempts of economic agents 
to regulate and coordinate their activities. The invisible hand 
has taken the guise of (economic) institutions and in this way 
it is attempted to prove that a spontaneous and efficient order 
is possible.         
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                                        CHAPTER VIII 
 
 
 
 
 
                       THE MICROFOUNDATION DEBATE 
 
 
 
1. Introduction 
 
When the unintended consequences of intentional actions are 
in general beneficial for society, then there must be some 
mechanism that coordinates the actions of the millions of 
agents. Usually (competitive) markets are seen as such 
coordination mechanisms. It is not too difficult to imagine 
that perfect markets fulfill this role, but then the question 
arises how the coordination in les than perfect markets and 
between markets, for instance between the goods market and 
the labor market, is organized. Unemployment could be seen 
as a consequence of coordination failures between these 
markets.  
  In this chapter I intend to specify the first notion of invisible 
hand processes namely, that market-processes tend 
automatically to Pareto-optimal equilibrium states.  Thus, I 
will discuss equilibrium theory, including the transformation 
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of the concept of equilibrium. 
122  

  In section 2 I discuss two options: the first is that macro-
phenomena can be directly deduced from micro-units; the 
second grants that micro and macro may refer to two distinct 
domains. Next I present some historical background about 
the transformation of the equilibrium concept. In section 4 I 
conclude that the idea that a system of interrelated markets 
will automatically tend towards a stable and unique 
equilibrium cannot be sustained and that the micro-
foundations project is a failure.  
  Therefore, I discuss an alternative approach that 
acknowledges that though the macro-level is more or less 
dependent on the micro-level, it cannot be reduced to it. The 
same macroeconomic state can be deduced from several 
microeconomic states. The macro-level is not reducible to the 
micro-level but supervenes upon it. In the sections 6 and 7, I 
discuss the supervenience approach and conclude that we 
should view the micro-macro relation as one of mutual 
dependency.  

                                                
122

 The term equilibrium theory does not always refer to the same thing. 
The Arrow-Debreu general equilibrium theory, which is a mathematical 
elaboration of Walras’ equilibrium theory is often taken as standard. 
However, the most discussed equilibrium theory today refers to the work 
of Phelps, Lucas, Sargent and others. Their assumptions about the world 
have much in common with the Arrow-Debreu model, but they are not 
exactly the same. They have worked on equilibrium models of the 
business cycle, in that, unlike Keynesian models, they assume perfectly 
competitive markets that are continuously in equilibrium.  
The former macroeconomic models were systems of equations that 
determined current outcomes given the values of predetermined 
variables, and values of any stochastic shocks. The prototype of such a 
macroeconomic model had a consumption function, an investment 
function, a money demand function and, sometimes, a Philips curve. The 
new classical approach uses models of general equilibrium with 
households maximizing utility, firms maximizing profits and markets 
that clear. Within this framework empirical knowledge is organized 
around preferences and technology, and preferences refer to the 
preference for income and leisure. (see Prescott, 2006)    
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2. Two micro-macro relations 
 
The micro-macro debate in economic science is first of all a 
consequence of the separation of economic science in a micro- 
and macro-theory, a separation that took place during the 
Keynesian revolution. 
  Traditionally economic science was divided into value and 
money theory. Ragnar Frisch introduced the term macro-
economics in 1933 and Keynes adopted this term. Keynes 
defined microeconomics as the study of the allocation of a 
given quantity of resources, whereas macroeconomics is the 
study of input and employment determinants. Classical and 
neoclassical theorists identified the study of individual 
households and firms next to the study of markets, but they 
did not regard this as separate theoretical domains. From the 
study of individual households and firms they deduced 
supply and demand curves, that is, aggregates. The micro- 
and the macro-level of the economy are integrated in general 
equilibrium theory. The micro-macro debate, therefore, 
started as a competition between rival schools of thought and 
the discussion about the micro-foundation of macro-
economics, that Phelps among others started, was a 
continuation of this competition.123 Theorists either wanted to 
restore or recover the unity of economic science and/or 
wanted to reconcile the fact that in many markets the price 
mechanism leads to (temporary) equilibria and the fact that 
unemployment may persist. (see for a short overview, 
Howitt, 1991). 
  A long time it was taken for granted that events at the macro 
level were the result of the total effects of events at the micro 
level. All the phenomena economic science studies should be 
deduced from the actions of individual agents. The doctrine 
                                                
123 Phelps called the book he edited in 1970 “Microeconomic foundations 
of Employment and Inflation Theory” as a statement against Keynesian 
theory. The new classical economists, like Lucas, reject the distinction 
between macro- and microeconomics. This illustrates that the micro-
foundation debate was closely tied up with the discussion between rival 
schools. 
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of methodological individualism mentions epistemological 
and ontological considerations to justify the search for micro-
foundations. The epistemological claim is that we can only 
know about social entities through our knowledge of 
individuals. Methodologically, this means that macro-
economic theory must not have exogenous variables that do 
not exist in microeconomic theory. Social facts may not be 
explained in terms of other social facts.  “The problem of 
micro-foundations is to show that necessarily the logical 
validity of any macroeconomic theory depends only on the 
logical validity of micro-economic principles.” (Boland, 1982, 
85) The ontological claim is that what really exists are not 
societies, or governments, but the individuals that comprise 
them. Social phenomena, therefore, are abstract objects that 
have no existence separate from the constituent individuals.124 

Of course, no one denies the existence of social organizations 
like firms and governments. But from this point of view they 
do not belong to the fundamental units that make up social 
and economic reality.  
  It seems, however, that, instead of one, we have two options 
to specify the micro-to-macro relation. (Nelson, 1984) The 
first is that we accept the traditional theories of 
microeconomics and the commonly used aggregation 
procedures and we create a macro-theory by carrying out 
these procedures. This option delivers "macroeconomics with 
micro-foundations by construction". (Nelson, 1984, 581) 
Hoover mentions two aggregation strategies in economics: 
aggregation by summation and aggregation by analogy. The 
former constructs a macro- economic entity by summing over 
micro entities.

125
 The latter treats the macro entity as if it were 

                                                
124 Methodological individualism will be considered in more depth in 
chapter X. 
125 Many economists have thought that a good way (and perhaps the only 
way) of establishing satisfactory micro-foundations would be to solve 
what is usually called ‘the problem of aggregation’. Hoover introduced a 
quite damaging argument against the option of constructing a macro-
theory by simple aggregation. He pointed to the need to distinguish two 
types of aggregates: natural aggregates and synthetic aggregates. The first 
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a micro entity. This strategy uses representative agent 
models. (Hoover, 1995a, 240) 
  In the alternative option, we assume that there are separate 
theories of micro-and of macroeconomics and then construct 
aggregates that are consistent with the two theories. The 
functional relations among macro-variables must be 
consistent with the functional relations among the micro-
variables.  
  Which of the two options is chosen depends on the way 
micro- and macroeconomics are defined. When micro- 
economics is considered to deal with single economic entities 
(as individuals, households or firms) and with the properties 
of specific markets, and when macroeconomics is the study of 
the combined effects of the choice behavior of these micro 
units, then, by definition it follows that there is no 
independent macroeconomic realm. There are only 
macroeconomic variables, which are obtained -coordination 
failures being absent- as the sum or as averages of micro- 
economic variables. However, when microeconomics, for 
example, is defined as the theory of choice behavior under 
conditions of a fixed output and macroeconomics as the 
theory of the output and employment determinants, then 
micro- and macroeconomics are recognized as separate 
domains of economic inquiry.  
 
The first approach leads straight away to (general) 
equilibrium theory. In the second approach micro-and 
                                                                                                           
one is simple sums of averages, which are measured in the same units 
(they have the same dimensionality) as the individual components they 
comprise (employment, for instance, is measured by the number of 
workers or the number of man/hours at both the level of a single firm 
and in aggregate). Synthetic aggregates are fabricated out of components 
in a way that alters the structure of the components. The nature of the 
synthesis is well illustrated by the general Price level. We cannot 
compose the general Price level from a simple addition of single prices. 
One cannot just add the price of apples and of Volvo’s. What is really 
wanted is an estimate of the price of money itself, and not the average 
price of goods. (Hoover, 1995a, 240) 
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macroeconomic theories are assumed to have a more or less 
independent existence. And it is the function of micro-
economics to provide for a functional relations among micro-
quantities and the business of macroeconomics is to do the 
same for macro-quantities; both under the condition that the 
functional relations are consistent with each other.   
 
3. The transformation of economic science 
                 
In the decades after WW II the economic discipline 
underwent a drastic transformation, known as the formalist 
revolution. Instead of dealing with market forces, the new 
image of economic science was to demonstrate the existence 
of equilibrium. Not its actual, empirical existence, but its 
conceivable logical existence. A formal model finds its 
justification in the proof of the absence of any internal 
inconsistency. The question of empirical truth is replaced by 
the question of consistency. 
  Samuelson restricted dynamic analysis to the limited task of 
the investigation of the stability properties of equilibrium, 
while abandoning the process through which the system 
converged to equilibrium. He simply negated the study of the 
out-of-equilibrium working of the economic system. The neo-
Walrasians finished the task of eliminating the impasse by 
not longer seeing equilibrium as a balance of economic forces 
but rather as a static fixed point. The main problem became 
the task of showing the existence of such a fixed point. 
  Arrow and others developed global stability analysis in a 
General Equilibrium framework. Their goal was an ambitious 
one, namely, to demonstrate that a competitive economy was 
global stable. This literature marked the definitive transition 
from the economic discourse of the balance of (market-) 
forces to the mathematical discourse of a system of relations. 
One of the key items was that if aggregate demand satisfies 
the weak axiom of revealed preference, the economic system 
is globally stable. The result called for the imposition of a 
strong consistency requirement on aggregate demand that 
made sense only if the economy was reduced to just a 
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representative individual. The key event of the neo-Walrasian 
approach was the Arrow and Debreu's existence proof. 
Debreu's Theory of Value was born and developed in 
axiomatic form, completely emptied of empirical references 
and logically entirely disconnected from economic practice. 
The gist of the new image of economics is that a model is a 
tool for conceptual explanation that aims at answering the 
question: is it possible that?  
  Hicks criticized the assumption that the economic system 
always tended to equilibrium as inadequate because it 
overlooked the fundamental forward-looking character of 
economic models. An equilibrium analysis allowing for the 
influence on behavior of future, as well as present prices, had 
to be developed. Consistency of the intentions of individual 
agents requires correct expectations of prices. Mutual 
consistency requires that individual agents have correct 
expectations regarding the expectations of other agents. The 
out-of-equilibrium working of the system could only be 
modeled in terms of the revision of expectations and plans of 
agents with only limited information and forecasting abilities; 
that is, in terms of learning.  
  Friedman, Phelps and Lucas accepting imperfect foresight, 
provided new micro-foundations for neoclassical economics 
by rationalizing expectations. Their challenge was to 
maintain the unity of economic science and to make sure that 
unrestrained individual choice behavior is compatible with 
an efficient allocation. Their models were no longer based on 
complete and costless information but on learn- and search 
processes. The question was: how should actions be modeled 
which are based on imperfect knowledge? Their 
contributions opened new grounds into the way information 
is acquired and processed, its impact on the formulation of 
expectations and how agents learn from mistakes. These 
search- and learning processes were meant to conquer 
coordination problems. We can formulate the theoretical 
challenge in another way: how should we model 
expectations? (see Dow, 1985) The concept of adaptive 
expectations was the first attempt to incorporate expectations 
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in microeconomic models. In this concept expectations are 
adapted on the basis of new information. In neo-classical 
equilibrium theory expectations are modeled as passive 
qualities, and agents react to external shocks. The process of 
adaptation is slow; an example is money illusion, the 
correction of the wage level for changes in the general price 
level. Money illusion plays a crucial role in the short run 
Phillips curve. Wrong information leads to temporary, 
unstable equilibria, until the agents’ actions are corrected. A 
stable equilibrium emerges when the expectations of inflation 
are adapted to the factual change in inflation. The 
incorporation of imperfect information in the form of 
adaptive expectations has led to the concept of temporary 
equilibria, which on the very long run tends to a stable and 
general equilibrium. But path dependency (or hysteresis) and 
the indeterminateness of the new equilibrium necessitated 
the analysis of dynamic disequilibrium.  
  Lucas and Friedman criticized the concept of adaptive 
expectations as being inconsistent with the behavior of 
rational agents. They claimed that rational agents make 
optimal use of all available information. Applied to the 
example of money illusion and the short run Phillips curve, 
they deny that both phenomena are real. Only the long run 

vertical Phillips curve is relevant.
126

 The concept of rational 
expectations takes it for granted that, when agents explore all 
options for action which are based on processed information 
                                                
126 This implies that there is no trade-off between inflation and 
employment and Keynesian policy, therefore, is an illusion. Lucas argued 
that large-scale econometric models, and more generally, empirically 
estimated aggregate relationships are likely to be unstable because they 
reflect the decisions made by economic agents in particular policy 
environments and those policy environments change. For example, the 
expectation-augmented Philips curve, which relates the unemployment 
rate to inflation rate would not remain stable if there was a change in 
monetary policy. Agents would integrate their knowledge of how policy 
was conducted into their expectations of future policy outcomes (e.g., 
knowledge of the money supply into knowledge of the future path of 
money supply), changing the relationship of unemployment to inflation 
with each shift in policy regimes. 
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they will reach a stable equilibrium for there are no 
unexploited chances left. The rational expectation hypothesis 
says that when individual agents make optimal use of all 
available information, then their expectations must be correct, 
i.e., there is a normal dispersion around the correct 

expectation.
127  This means that the (collective) expectations of 

all agents match with the probability distributions of 
predictions in an econometric model that makes use of the 
same information. On the short run expectations can deviate 
form the correct expectation due to shortcomings in 
information, but in the long run the only information that is 
not available takes the form of random shocks. Systematic 
shocks are incorporated in the expectations. The rational 
expectations hypothesis claims that the subjective 
distribution of probabilities of outcomes/ events 
(expectations) coincide with the objective distribution of 
probabilities of outcomes/ events as a result of which 
stochastic processes become stationary and the equilibrium 
permanent.128 
  The rational expectations hypothesis reduces uncertainty to 
risk. Vercelli (1991) denies the validity of the rational 
expectations hypothesis. Lucas believes that it is acceptable to 
talk about risks when the stochastic process that the 
individual agent faces is stationary and the agent is able to 
adapt himself completely. But Vercelli believes that this 
process assumes ergodicity, i.e., that it is a matter of 
reversible processes or recurrent situations. This requires 
dynamic stability (i.e., swift adaptation of prices) and a high 
degree of structural stability (i.e., stable long term 
expectations thanks to a stable environment). Only under 
these circumstances will agents be able to acquire knowledge 

                                                
127 Rational expectations are akin to self-fulfilling prophecies. They 
generate what they foresee, and they are generative as well as predictive. 
128 "Today, the idea that economic agents can be modeled as perfectly 
rational beings who know the relevant economic theory, reason as expert 
econometricians and can calculate al the model equilibriums is 
widespread in the literature." (Giocoli, 2003, 395) 
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about the systematic characteristics of the processes in the 
situation in which they have to take decisions.  Reasoned 
from the requirement of ergodicity the rational expectations 
hypotheses leads to the assumption that the future is 
predictable. Ergodicity requires that the long run average of a 
given (historical) situation must be equal to the average of all 
possible situations in the future. Or that history repeats itself. 
Both assumptions are evidently false.  
  The idea that the coordination problem could be prevented 
by the rise of forward looking mutual expectations is not 
warranted.  
 
4. The micro-foundations of equilibrium theory  

 
A modern economy represents millions of people, all 
pursuing their own interests. In equilibrium theory it is 
claimed that the interaction and coordination of all the 
activities of single agents can be represented in terms of 
equilibrium.  
  Kirman (1992) draws attention to the fact that contrary to 
what might be expected the macroeconomic models do not 
model the interactions between multiple heterogeneous 
transacting agents, but present the choice of a representative 
agent instead, thereby neglecting, or rather, evading 
coordination problems. The reduction of the behavior of a 
group of heterogeneous agents to one representative 
individual leads in his opinion to misleading and wrong 
conclusions. These models are unsuited to studying macro-
economic phenomena like business cycles, which could be 
viewed as coordination failures, or to study system effects 
such as the paradox of thrift. The assumption of a 
representative individual is far from innocent, “it is the 
fiction by which macroeconomists can justify equilibrium 
analysis and provide pseudo-micro-foundations.” (Kirman, 
1992, 125) The use of such an artificial device as the represen- 
tative individual is an attempt to construct a macro domain 
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by analogy.
129

  
  The micro-foundation approach is usually based on two 
assumptions: macro-phenomena must be reduced to micro 
principles, and this reduction must take place within the 
context of general equilibrium theory. (see Janssen, 1991; 
Rizvi, 1994). The question posed in general equilibrium 
theory (GET) is whether there is always a set of prices at 
which supply equals demand for every commodity and to 
explain the characteristics of such points. Thus, the thing to 
do is to specify the demand and supply functions for each 
agent, and to find a set of values or prices, which will bring 
about equilibrium such that excess supply in every market is 
zero. The obvious thing to do is to derive an aggregate excess 
demand function from the individual excess demand 
functions hoping that the aggregate excess demand function 
has similar restrictions as the individual excess demand 
functions. Why? Because aggregate demand is not as well 
behaved as individual demand. If the theoretical figure of the 
representative individual were used, there would be no 
problem. Unfortunately the aggregation problem is intrinsic 
and inescapable.  

                                                
129 There is also, as we have seen, the attempt to construct a macro theory 
by summing up individual utility functions. The aggregation of micro 
variables or utility functions in order to derive macro variables or a 
collective utility function makes demands with regard to the consistency 
and the representation of such an aggregation. 
The requirement of representation is that the behavior of the collectivity 
must be described in a manner that is analogous to the behavior of those 
individuals. Take the example of the relation between the income of 
households y(i) and the consumption of a specific commodity (j). The 
functional relationship between Y and Cj only is feasible when the 
explanatory variable Y contains all the information necessary to explain 
Cj. The implication is that the way in which the individual variables y(i) 
are distributed do not effect the value of Y. This means that the 
dispersion of the values of y(i) must be limited. In other words, the 
income of the households must be to a high degree identical. If one wants 
to determine Cj by the summation of c(i,j), then the marginal propensities 
to consume must be identical. These problems, of course, disappear with 
the construction of a representative agent 
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Theorists in the early 1970s faced the following problem. It 
was shown that in aggregating individual excess demand 
functions in aggregated excess demand functions (AED),

130

 
"three properties will carry over from the individual excess 
demand functions to the aggregated demand function: 
continuity; the value of total excess demand equals zero at all 
positive prices (Walras’ law); and that excess demand is 
homogeneous of degree zero (only relative prices count)". 
(Kirman, 1992, 122) The question was raised: do the AED’s 
belonging to a consistent model of GET have any additional 
properties beyond the three mentioned? No full-fledged 
investigation on these conditions was carried out until the 
advent of the SMD theory.

131  The conclusion of the SMD 
theory was that the answer to this question was no!  This 
meant that assumptions concerning the variables in GET do 
not put restrictions on the macro level manifestations of the 
model. But, in order to obtain uniqueness and stability of 
equilibria some restrictions have to be imposed, for else we 
would get arbitrary AED functions instead of a unique one.   
  The result of the SMD theory was criticized, among others, 
because it did not place any restrictions on the distribution of 
agent’s characteristics and this might be the reason why this 
result was obtained. Kirman separated the problem into two 
sets of restrictions: one on the distribution of preferences and 
one on the income distribution. The reason behind this is that 
a too large dispersion of characteristics allows for too many 

                                                
130 Individuals are characterized by indifference curves and bundles of 
goods (initial endowments). His/her indifference curves represent 
his/her tastes. From these tastes, in combination with the goods he owns, 
an individual demand curve can be derived and subtracting the initial 
endowments from the demand curve gives the excess demand curve for 
each individual. A market clearing equilibrium has the property that 
there is no commodity for which there is a positive aggregate excess 
demand. If all goods are desired (i.e., aggregate demand of a good is 
positive, if its price is zero) then no commodity can be in excess demand. 
131 The SMD theory is named after Sonnenschein, Mantel and Debreu 
who delivered seminal contributions into the investigation of the 
properties of aggregate excess demand functions.  
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degrees of freedom to allow results at a useful level of 
specificity. "If the distribution of characteristics were to be 
sufficiently concentrated  -or, to put it another way, if people 
were sufficiently similar to each other- then maybe the 
desired properties of stability and uniqueness could be 
recovered. Unfortunately, no matter how close individuals 
are to each other in terms of their characteristics, there is no 
hope in this direction. Even when all individuals have 
identical preferences the results of the SMD theory hold". (Ib., 
128)  When, on the other hand, the distribution of income is 
considered and the income distribution is chosen at random, 
except for complete uniformity, then it can also be proven 
that it is impossible to guarantee well-behaved excess 
aggregate demand functions.

132

 "Thus trying to squeeze the 
economy down to almost one kind of individual does not 
help generate the sort of equilibrium properties that 
macroeconomics would like to have". (Ib., 128)

133  
  Kirman then makes, what looks like, an unexpected turn. 
After he criticized the too wide dispersion of preferences and 

                                                
132 These restrictions on the distributions of agent’s characteristics usually 
are not made about agents individually, but about agents collectively (the 
shape of the distributions of something among a group). "This is a 
significant departure from the narrow micro-foundations view (..) since 
this approach makes some assumptions about the organization of society 
before it identifies other macroeconomic phenomena". (Rizvi, 1994, 370) 
This raises the question whether a pure micro-foundations approach to 
macro-level regularities is possible at all.  
133 “Whilst the idea that aggregate behavior will have desirable properties 
if the economy behaves as one representative individual is obviously 
correct, it is not very useful. Agents may be similar as desired, but the 
economy can still have a number of unstable equilibria.” (Kirman, 1992, 
129) It makes a difference whether we have an economy with one kind of 
agent or an economy with only one (representative) agent. Groups of 
people can display patterns of behavior that are not present in the 
behavior of the individual members. "From a mathematical point of view, 
there are too many dimensions of possible variation, too many degrees of 
freedom, to allow results at a useful level of specificity". (Ackerman, 2002, 
63) 
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income distribution, comprised it and concluded that this did 
not work; he starts wondering whether the answer is to be 
"seeking heterogeneity rather than avoiding it". (Ib., 129) 
Between uniformity and heterogeneity Kirman opts for 
heterogeneity to a plausible degree. Heterogeneity of agents 
may be useful in making aggregate behavior more regular. 
Unconventional and unexpected individual behavior may 
deliver the required smooth aggregate demand behavior, if 
individuals differ enough. But Kirman believes that it is not 
enough to introduce heterogeneity into standard general 
equilibrium models. The basic limitation for such models is 
that individuals interact solely through the autonomous 
forces of the market. The source of “[t]he problem seems to be 
embodied in what is an essential feature of a centuries-long 
tradition in economics, that of treating individuals as acting 
independently of each other”. (Ib., 137) In this tradition the 
demand behavior of individuals is completely independent of 
other individuals. "Economic theory effectively treats con-
sumers as particles in a space with one dimension per com-
modity. (...) This extremely high dimensional model of 
aggregate demand allows all manner of mathematical patho-
logies, such as the SMD theorem". (Ackerman, 2002, 63) 134 
  If nothing imaginable is excluded by mathematical analysis 
then almost any equilibrium is possible. The independence of 
individuals' behavior plays an essential role in the 
construction of economic models generating arbitrary excess 
demand functions. As soon as this independence is restricted 
the class of functions that can be generated is limited. "Thus 
making individual behaviour dependent or relational may open 
the way to obtain meaningful restrictions". (Kirman, 1992, 
138) We may well be forced to theorize in terms of groups 
who have collectively coherent patterns of behavior. This 
                                                
134 According to Ackerman the problematic assumption is the 
commodity-based utility. This assumption means that the representation 
of the utility or preference function requires a mathematical space with 
one dimension per commodity. Useful mathematical analysis of 
consumer behavior requires a more compact manageable structure. 
(Ackerman, 2002, 63)  
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holds in particular when social norms and institutions are 
seen as responsible for giving regularity to the actions of 
individuals taken collectively, where, logically speaking, 
myriad outcomes are possible. (see Rizvi, 1994, 372) 
  It is clear that making assumptions on the distribution of 
agents’ characteristics or on social rules amounts, in some 
way or another, to making assumptions about the 
organization of society. Thus a pure micro-foundations 
approach to macro-level regularities is not possible; 
systematic macro-phenomena have some intrinsically macro-
component. A next step would be to use macroeconomic 
models in which heterogeneous agents interact directly 
through trading, organizing and so on. However, most 
models neglect the dynamics of allocations and distributions, 
concentrating on the other hand on the convergence to stable 
aggregative states. To introduce dynamic behavior we must 
turn to game theory.  
 
5. Game theory to the rescue? 
 
In the last decades there have been many attempts to give 
general equilibrium theory a game-theoretic basis (see 
Janssen, 1990).  The market that played such a dominant role 
in Walrasian theory is pushed to the background in favor of 
the actions of interacting agents. Game theory employs 
mathematical models to analyze situations in which agents 
have common or conflicting interests. Therefore, there are 
cooperative and non-cooperative games. Cooperative game 
theory does not require that players take prices as given. 
They can negotiate but also re-negotiate contracts. One can 
imagine a process of proposals and counterproposals. 
Necessary for a game theoretic approach is the assumption of 
an exchange of information among the potential members of 
a coalition with which the ‘core’ can be reached. The most 
important results are that allocations that deliver equal shares 
of utility are always in the ‘core’ and that the ‘core’ shrinks 
when the number of negotiators increases, until, in the limit, 
the ‘core’ coincides with the competitive equilibrium. The 
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‘core’ is an equilibrium concept, for it is an allocation which 
once reached will not change, unless a coalition emerges that 
improves the existing allocation. 
  In non-cooperative game theory players do not bargain. The 
concept of the solution that is in the core of non-cooperative 
games is the Nash-equilibrium. A Nash-equilibrium is a 
strategic combination in which each player maximizes his 
share given the strategies of the other players. Applied to 
markets it can be shown that in a Nash-equilibrium the 
equilibrium price approaches the market clearing price and 
the equilibrium allocation approaches the market clearing 
allocation as the number of players increases. But why would 
rational players play Nash? Until recently the idea was that 
Nash-equilibrium was the natural solution for non-coope-
rative games. When each player beliefs that the other players 
play Nash, then each rational player will also play Nash for in 
this way he maximizes his share. But when a rational player 
does not expect the other players to play Nash, he wills not 
either. The Nash-equilibrium is not the natural consequence of 
individual rational action. There must be some kind of 
coordination to warrant that players play Nash.135 

                                                
135 How does a player maximize his pay off given the strategies 
independently chosen by his rivals? There is of course a best reply that a 
rational agent can play against the other players' strategies, however the 
player expects his rivals to do the same that is to play their best replies. 
The ensuing infinite regress can be broken only if there is a strategy s(i) 
for each agent i that satisfies what is considered to be the defining feature 
of NE , namely that is the best reply to the other players' best replies to 
itself. Giocoli argues that this argument highlights the fixed-point nature 
of NE. "The difficulty with this approach is that such an explanation is 
entirely static; (..) the equilibrium is simply imposed on the model 
without any reference to the process by which it is reached". (Giocoli, 
2003, 315) These difficulties "explain the success of an alternative 
approach that directly addresses the process through which NE is 
arrived: the eductive or epistemic approach". (Ib., 317) This approach is 
conducted with the tools of Bayesian game theory. The breakthrough of 
Bayesianism came when rationality considerations were extended to 
cover each player's beliefs about his rival's beliefs about himself. That is 
when players were modeled as capable of theorizing according to 
rationality criteria on the other players' thought processes.  
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Will the Nash-equilibrium come about when we portrait 
agents with rational expectations? It can be proven that a 
Nash-solution only will be realized when all the agents 
expect that the average price-expectation of the other agents 
equals the price-expectation of the rational expectation 
hypothesis. Individual rationality and knowledge of the 
model are not enough to justify the rational expectation 
hypothesis. All actors must expect that the average 
expectation conform to that of the rational expectation 
hypothesis. "In other words, to justify REH we have to make 
a stringent assumption about expectations of expectations". 
(Janssen, 1990, 124) 
  In normal form games, agents have to decide which strategy 
to adopt in ignorance of the strategies other agents actually 
choose to play. As a consequence agents choose strategies 
that are best responses to the expectations of the other agent 
‘s strategies. Only when agents already are in a state of 
general equilibrium can it be argued that the average 
expectations conform to rational price-expectation of the 
econometric model. Therefore, the hypotheses of rational 
expectations cannot be considered as securing the micro-
foundations of a general equilibrium, since it is only an 
equilibrium condition. 
  We can conclude that the attempts to deliver a game-
theoretic foundation of the equilibrium concept have failed. 
There is a lack of mechanisms that coordinate the actions of 
agents by providing them information about the intentions of 
other agents. This conclusion holds even when rational 
expectations are introduced. This means also that the first 
notion of invisible hand processes, namely that competitive 
markets, described in neo-classical terms, ensure a unique 
and Pareto optimal equilibrium, is not sustained. 
 
6. General equilibrium theory as political theory  
 
Modern economic theorizing is a very formalized activity. Its 
main objective is to formulate more mathematical precise 
proofs. Economic theoretical activity is mainly a series of 
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thought experiments, which start from some kind of 
constrained maximizing behavior and appeal to some kind of 
equilibrium. These experiments are to yield insights into the 
real world and to contribute to theoretical developments. 
These thought experiments use very stylized images of the 
world. It is a mistake to claim that in the thought experiment 
the world is described.  All of this is to test our 
‘understanding’ of both the theory and the world. Usually 
these models take a state of nature as point of departure, next 
postulate the existence of perfectly competitive markets, full 
information and rational, price-taking agents. But what 
parades as perfect competition is a model that has little to say 
about competition. This may be due to its intellectual origins 
in the 18th century debate between mercantilists and free 
traders. The debate was not about competition per se, but 
about the proper scope of government regulations in 
economic affairs. “What is modeled is not competition but 
extreme decentralization (..). The actors in this model 
maximize utility or wealth, and they do so in complete 
disregard of the decisions of others or, indeed, of even the 
existence of others. (..) If such impersonal maximizing 
behavior is competition, it is a very restricted variety. (..) No 
small amount of mischief has resulted from identifying this 
model with competition. Its appropriate name is perfect 
decentralization.” (Demsetz, 1993, 160) 
  Demsetz’ conclusion matches Rosenberg’s diagnosis that we 
should approach general equilibrium theory as social contract 
theory. Rosenberg concluded that neo- classical theory fails to 
show any predictive progress. Therefore, he thinks that we 
need to seek a rationale for the continuing commitment of 
economists to neoclassical microeconomics. He mentions two 
of such rationales. First, the idea that economics is fundamen- 
tally a normative discipline. Second, is the notion of 
economics as a branch of applied mathematics. Rosenberg 
thinks that economics is fundamentally part of a normative 
enterprise, and we should approach economics from the 
perspective of social contract theory. Rosenberg’s argument is 
that in recent years so many social scientists have adopted the 
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analytical framework of Walrasian general equilibrium 
theory that it now represents a contractarian argument for the 
adoption of the market structure. Thus economic theory has 
now become one important component in the research 
program of contractarian political theory. Therefore, when 
(general) equilibrium theory is meant as an invisible hand 
explanation it is better to see it as an exercise in political 
(institutional) economic theory.  
  Rosenberg doubts that most economists will be satisfied 
with this result. Therefore, he explores the possibility that 
economic theory is a branch of applied mathematics. If we 
give up the claim that economics has the ambition to become 
an empirical science of human behavior, we could view it as a 
branch of mathematics devoted to examining the formal 
properties of axioms that implicitly define a technical notion 
of ‘rationality’.  
  Rosenberg thinks that this abstract notion of rationality may 
have different interpretations, more than economists seem to 
realize (for instance in biology), but that it is not very relevant 
for the study of human behavior.  "Until an alternative theory 
turns up, we should not apply economic theory to justify 
policy beyond its generic power to prove how the actual is 
possible, and how the possible might be actual. (...) 
Accordingly, the laissez-faire economists were probably right, 
albeit for the wrong reasons".  (Rosenberg, 1994, 233) 
 
7. The supervenience relation 
 
I now turn to the second option concerning the micro-macro 
relation. In this approach macro and micro levels are more or 
less separate, but not completely independent, domains. This 
is the supervenience relation. I shall first introduce the main 
features of supervenience   
The initial conception of the supervenience relation can be 
found in moral philosophy; in the discussion that followed 
Moore's notion of a 'naturalistic fallacy' (see chapter XVI). 
Supervenience tells us that qualitative properties (such as 
'goodness') correspond with or depend on natural properties, 
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and that if objects or states of affairs are equivalent in natural 
properties they must be equivalent in qualitative properties.  
  Kim distinguishes two forms of supervenience: a weaker 
and a stronger form. The definition of weak supervenience is: 

  ‘A weakly supervenes on B iff necessarily for any x and y 
if x and y share all properties in B then x and y share all 
properties in A- that is, indiscernibility with respect to B 
entails indiscernibility with respect to   A.’ (Kim, 1984, 158)  

Kim calls A the supervenient family and B the supervenience 
base; properties in A are supervenient properties and those in 
B are the base properties. Any differences in A must be 
accounted for by some difference in B. To illustrate this, Kim 
takes the example of a good man and three traits that 
characteristically belong to a good man: those of courage, 
benevolence and honesty. Every good man must have some 
combination of these traits, but several combinations in the 
base family can ground a good man. Y can be honest and 
benevolent, whereas Z is honest and courageous. "Generally 
speaking, a supervenient property will have alternative 
supervenience bases". (Ib., 165) 
  Thus, in case of weak supervenience the base properties do 
not fix the supervenient properties. "Weak supervenience (...) 
only requires that any two things having the same natural 
properties must be either both good or both not good". (Ib., 
161) If two men share the properties of benevolence and 
honesty, but lack courage, then they must both be good or 
neither. Or, what is the same, if one is good but the other is 
not, there must be some property in B with respect to which 
they differ (say, the first is courageous, but the second is not). 
"This is surely not enough for saying that a thing being good 
“follows” from its having the natural properties it has; weak 
supervenience, therefore, cannot explicate the notion of 
dependence". (Ib., 161)  
The definition of strong supervenience is:    

 ‘A strongly supervenes on B just in case, necessarily, for 
each x and   each property F in A, if x has F, then there is a 
property G in B such that x has G, and necessarily if any 
y has G, it has F.’ (Ib., 165) 



 

 

191 

In case of strong supervenience there is a necessary coexten-
sion between a supervenient property and a base property. 
  The supervenience relation embraces two crucial ideas. First, 
supervenience is a relation of dependence, where that which 
is supervenient is dependent on what it supervenes. Second, 
in case of weak supervenience it is a non-reductive relation: 
supervenient dependency does not entail the reducibility of 
the supervenient to its supervening base.  
  In another article Kim summarizes the three desiderata of 
supervenience: (Kim, 1990, 9) 
1. covariance: supervenient properties covary with their 

subvenient or base properties. We distinguish strong and 
weak covariance.  

2. dependency: supervenient properties are dependent on, or 
determined by, their base properties. This relation is 
asymmetric. In cases of asymmetric dependence, the 
mental, for example, strongly co-varies with the physical, 
but the physical does not co-vary with the mental; we find 
similar relations between the evaluative and the 
descriptive. 

3. non-reducibility: the supervenient is irreducible to its base 
properties. This depends on the ‘condition of strong 
connectibility’.  

A theory is reducible to another when bridge laws are avai-
lable that connect terms of the reduced theory with those of 
the lower level theory to which it is reduced. These bridge 
laws only need to satisfy the “condition of strong connec-
tibility”. Weak covariance, obviously, does not entail strong 
connectibility.  
 
8. Supervenience and explanation 
 
The idea of strong supervenience helps us to understand the 
micro-foundation's claim that one domain can be reduced to, 
or defined or explained in terms of another through the 
discovery of interconnectedness. But weak supervenience 
rejects "all significant conceptual or epistemological 
relationships." (Kim, 1984, 176) 
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The point that matters in discussing all forms of reductionism 
in the social sciences is that either individuals exhaust the 
economic world and that once all the facts about individuals 
are set, so too are all other aggregate economic facts, or that 
the economy supervenes on the activities of individuals. The 
exhaustion principle is arguably false for the obvious reason 
that isolated individuals do not constitute a society, an 
economy, or an economic entity such as a corporation. A 
society also includes individual relations and social 
institutions that regulate these relations.  
  An altogether different issue concerns question: on what 
facts about individuals do the aggregate relations supervene? 
In other words, which individual variables suffice to 
determine for instance the income distribution? Are human 
capital variables sufficient? Or are such factors as race, sex, 
sector, and other more social variables involved? (see 
Kincaid, 1995, 381) 
  Another issue that needs to be considered is the specification 
of microeconomic facts. When we introduce economic agents 
but attribute to them institutional roles as 'banker' or 
'stockholder' or 'manager', then we cannot use these roles to 
explain macroeconomic events. Microeconomic theories that 
already make use of macroeconomic facts cannot be used to 
explain macroeconomic events.  
  In the final analysis, supervenience explanations must be 
judged case by case, according to whether any of the 
following holds: (Kincaid, 1988, 275) 
 
1. the relevant lower-level theory is unable to specify all 

supervenience bases, 
2. the supervenience base fixes multiple properties, 
3. the higher- and lower- level predicates only overlap, even 

in each specific application and 
4. lower-level descriptions of supervenience bases pre- 

suppose higher-level explanations.  
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Van den Berg and Gowdy argue that micro- and macro-
economic theories and models should be regarded as 
complementary. They can provide complementary 
descriptions of economics. A framework of interdependency, 
i.e., upward and downward impacts, or micro-levels 
influencing macro-levels and vice versa, provides a more 
acceptable approach to the study of macro- economics. (see 
Van den, Berg, and Gowdy, 2003, 79) 
  An interdependent framework combines the idea of weak 
supervenience with the theory of emergent properties. The 
notion of emergent properties is invoked to do justice to the 
following idea. Interactions between elements or entities 
identified at a lower level of description sometimes produce 
effects at a higher level of description that are novel and 
surprising (in the sense of unexpected) and cannot be 
deduced (or explained or predicted) from even a complete 
knowledge of the lower elements or entities.136 
  There are writers who think that the produced effects have 
causal repercussions for the subsequent behavior and 
interaction of the lower-level elements and entities. This is a 
more controversial intuition and therefore we distinguish a 
weaker and a stronger notion of emergent properties. The 
weaker notion only involves the claim that some 
configuration at a lower level of organization gives rise to 
surprising properties at a higher level of organization.  
  The stronger notion of emergent properties involves the 
reconstitutive downward causation claim that, once arisen, 
emergent properties have causal power of their own that 
change causal powers at the lower level of organization, the 
levels from which they emerged. The intuition seems to be 
that absent some emergent phenomena at a higher level of 
organization things at a lower level of organization would 
look and proceed differently.  
  The idea of weak emergence or ‘upward causation’ is widely 
accepted in the social and natural sciences: elements at a 

                                                
136 I thank Jack Vromen for attending me to the phenomenon of emergent 
properties. 
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lower ontological level somehow affect those at a higher 
level. Viruses cause illness and individuals can change 
institutions. Upward causation may be reconstitutive, 
because lower level changes may alter fundamentally a 
higher-level structure. ‘Downward causation’ occurs when 
higher cultural values have power to downwardly control the 
more immediate, inherent humanitarian traits. 137 
 
9. Conclusion  
 
In this chapter I discussed the first attempt to derive an 
invisible hand explanation by examining general equilibrium 
theory. GET employs a microeconomic orientation on 
epistemological and ontological grounds. It wants to 
reintroduce the individual decision maker against all 
functionalist's explanations (to "recover intentionality" as 
Hoover expressed it, Hoover, 1995a, 249) and claims that 
society is merely the sum of all individuals who constitute it. 
From this the micro-foundation approach follows 
automatically. 
  The micro-foundation project encounters severe theoretical 
and practical objections. In aggregating individual excess 
demand functions it appeared that no stable and unique 
aggregate excess demand function could be derived. Kirman 
concluded this was due to the individualistic approach, or, to 
put it differently, to the negligence of structure in individual 
relationships.  And there are practical problems. It is usually 
a practical impossibility to gather a sufficient amount of data 
for micro-variables, while macroeconomics often suffers from 
an embarrassment of riches when it comes to data. Therefore 
the available empirical data is almost invariably values for 
macro-variables. This requires that we have to formulate 
functions that enable us to determine a micro-quantity from a 
macro-quantity. And if we could transfer some well-
explained facts in the macro-domain to less clearly explained 

                                                
137 For more on emergent properties and downward causation see 
chapter XIII. 
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facts in the micro domain, then there is a strong sense in 
which macroeconomics is methodologically at least as sound 
as microeconomics. In this situation it seems that no 
foundations in microeconomics are required and that 
microeconomics may be in need of macro-foundations. (see 
Hoover, 1995a, b) Hoover concluded that "[t]he intentional 
character of economic behaviour, because it limits the 
precision of prediction and explanation at the individual 
level, demonstrates [that] the micro- foundations of 
macroeconomics (..) is impossible; macroeconomics is 
autonomous and must seek improvement through its own 
development." (Hoover, 1995b, 730)The micro-foundation 
project based on GET has reached a dead end. 
  The idea of a structured social reality in which structure 
represents the interdependencies between agents has induced 
the supervenience approach. Supervenience was introduced 
to argue that there could be dependence between the macro 
domain and the micro domain that does not entail that the 
macro domain is reducible to the micro domain. The concept 
of emergent properties, in its weak form, supports the weak 
supervenience approach.  
 
Since Adam Smith, economists have devoted themselves to 
formalizing their interpretation of his doctrine of the invisible 
hand: the coordination of the economic system by the price-
mechanism. As an existence proof of a system of extreme 
decentralization it has been quite influential.  
  Whereas Rosenberg does not (yet) see any viable alternative 
to neoclassical theory, he does not reject it but judges that the 
job it does is something different from what economists think 
it is. I believe that Rosenberg hits the mark. The micro-
foundation debate concerns the feasibility of an (extreme) 
decentralized design of society. By proving the existence, on 
the theoretical level, of an orderly, though extremely 
decentralized economy, the viability of an orderly market 
society is shown. Much of (mathematical) economics seems to 
involve the drawing blueprints for ideal political 
arrangements  -"the mathematisation of social contract 
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theory", as Hoover coined it. (Hoover, 1995b, 731)  
The micro-foundations debate was concerned with the choice 
of constraints (and not with choices within constraints). And 
in this debate general equilibrium theory displayed itself as 
political theory. 
 
In the discussion about micro foundations Kirman noticed 
that, in order to get relevant results, it might be necessary to 
put restrictions on human characteristics by making human 
behavior relational. We could translate this into the idea that 
we should impose structure on human relations and study 
the structural interdependencies of human agents. The 
agency-structure relation will be discussed in the chapters XI, 
XII and XIII after I have introduced institutional theory. 
  In the following chapter I discuss the second notion of the 
invisible hand. The unintended consequences of human 
actions are thought to come to light in the institutional 
framework of society. The concern of this view is not to prove 
the existence of a state of equilibrium, but to prove that 
evolved institutions warrant the existence of an orderly 
society.  
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                                          CHAPTER IX 
 
 
 
            
 
                      MICRO-INSTITUTIONAL THEORIES 
                    
 
 
1. Introduction 
 
The second approach to invisible hand theories emphasizes 
the role of social institutions to regulate, coordinate and 
facilitate transactions. These institutions are thought to have 
emerged and evolved spontaneously as the unintended 
consequences of repeated transactions between independent 
agents. Though they probably emerged spontaneously, once 
these institutions became accepted they were further 
articulated and formalized. Social institutions embody shared 
social rules which instantiate commonly held beliefs about 
the behavior of agents. By knowing and following social 
rules, agents can establish stable expectations about how the 
actions of agents in manifold situations.  
  The attempt to explain how a stable and efficient social 
order could emerge spontaneously has, after the demise of 
the old institutional theory, been undertaken by the new 
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micro-institutional school, whose founding father is Coase. 
The micro-institutional theory is seen by its adherents as 
more than a marginal note on general equilibrium theory, 
and is promoted as an alternative of it. But the varieties of 
micro-institutional theory remain, despite their criticism of 
neo-classical theory, within the neoclassical tradition. 
  The accomplishment of the micro-institutional theory is in 
my view not that it analyzes how economic activities are 
socially or institutionally embedded. As an institutional 
theory it is inadequate, because it uses the concept of 
institution indiscriminately. Its strength is that it offers an 
explanation for the observed pattern of coordination at the 
micro-level within the economic system, and, in particular, 
why certain activities are coordinated in different ways 
(especially, markets versus firms). For Coase, issues such as 
these are at the heart of economic analysis. 
  Coase also studied the problem of social costs. He pointed 
out that alternative mechanisms of coordination at the micro-
level entail different levels and patterns of costs. 
Understanding the import of these costs is central to 
understanding how and why coordination at the micro-level 
matters.  
  Coase laid the foundation for micro-institutional theories. 
Due to his pioneering work several schools have been 
established, such as the property rights school (Alchian and 
Demsetz) and transaction cost theory (Williamson) that are 
part of a collective effort to establish a Micro Institutional 
Theory in Economics and neighboring disciplines. Associated 
approaches are the school of Law and Economics (Posner) 
and Constitutional Theory (Buchanan). These schools have in 
common that they investigate the relation between allocative 
efficiency and ‘governance structures’ and employ concepts 
like property rights and transaction costs. In spite of the 
attempts to establish a new general institutional approach we 
can, however, observe that these schools have proceeded in 
different directions. The explanation of the emergence of two 
theoretical approaches, which have found their origin in the 
property rights school and transaction costs theory 
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respectively, will be an important subject of this chapter.  
  Another question I shall address is the definition of 
institutions in these micro-institutional theories. In the 
conclusion to this chapter I will raise the question whether 
the micro-institutional theories can be considered to be 
institutional theories at all.  
  I propose to start with the source where it all began. That is, 
to turn to Coase, who, with two seminal articles “The nature of 
the firm” in 1937 and “The problem of social cost” in 1960 laid 
the foundation for the micro institutional theories.

138

  

 
2. Transaction costs and externalities 
 
In “The nature of the firm” Coase poses the question: ‘Why 
do firms exist?” Why do rational actors enter into hierarchical 
relations and trust the coordination of their actions to a 
central authority? Why don’t they rely on free exchange and 
automatic coordination through the market?’  
  The distinctive characteristic of the firm, according to Coase, 
is that it replaces the market mechanism. In his opinion, 
allocation through the market and allocation within a firm are 
two alternative methods to coordinate production. What has 
to be explained, therefore, is why one integrating force (the 
entrepreneur) replaces the other integrating force (the price 
mechanism). The reason must be that costs are involved in 
using the price mechanism.

139

  

  To get an impression of these costs one must imagine that 
independent producers conduct all productive activities and 
that customers have to negotiate separately with each 
producer who manufactures components for the final 

                                                
138 These articles reappeared in Coase, 1988. Quotations refer to this book. 
139 Dahlman (1979) proposed the following categorization of transaction 
costs:  a) the costs connected with the search for and the acquisition of 
information concerning the quality of delivering goods and services; b) 
the costs connected with deciding and negotiating and c) the costs 
involved with the surveillance on the observance of contractual 
agreements.  
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product. Huge cuts on transaction costs can be realized were 
these producers to cooperate as a team under the leadership 
of an entrepreneur. Customers only need to negotiate with 
this single person who hires the factors of production and 
coordinates them. The producers, also, do not have to enter 
into contracts continuously. These contracts can be replaced 
by a single contract in which the producer: “(..), for a certain 
remuneration (..) agrees to obey the directions of an 
entrepreneur within certain limits.”(Coase, 1988, 39) Further 
economizing on transaction costs can be realized by closing 
contracts for a longer period, in which a general level of 
performance is agreed to. The details about specific 
performances are put in later. “A firm is likely, therefore, to 
emerge in those cases where a very short term contract would 
be unsatisfactory.” (Coase, 1988, 40) 
  Transaction costs are closely related to the costs of exchange. 
Not only the exchange of consumer goods, but also of 
intermediate goods, investment goods, raw materials etc. One 
can economize on the transaction costs by bringing all the 
activities needed to produce final goods (and services) 
together in a firm.  
  Coase argues strongly in favor of a comparative analysis in 
which the allocation by markets and by firms is compared on 
the basis of the transaction costs that are involved. On the 
level of the economic system the implication is that the ideal 
mix of firms and markets determines allocative efficiency. 
The allocative equilibrium is found at the lowest level of the 
inevitable transaction costs (given the institutional 
environment).

140

   
  As a result of this article a debate emerged about the precise 
nature of the firm. Is a firm indeed characterized by an 
authoritarian structure in which the entrepreneur coordinates 

                                                
140 This looks like a matter of fact, but what is efficient under the 
condition of one specific institutional environment, may have little of no 
bearing on what is efficient within a quite different institutional setting. 
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the activities of all members and the firm acts as a collective 
actor? Or is a firm a ‘legal fiction’, a vehicle for promoting the 
separate interests of the participants? In this case the 
distinction between markets and firms would become 
superficial. 
 
In “The problem of social cost” Coase analyzed the 
phenomenon of (negative) externalities. Coase was targeting 
the Pigovian approach that argued that the divergence 
between private and social costs could only be cured through 
appropriately specified taxes, subsidies or regulations. Coase 
showed that, under the standard neo-classical assumptions 
regarding the operation of markets, the Pigovian remedies 
are, in fact, unnecessary. The argument is that the more 
valuable activity will -if necessary- buy out the legal 
entitlements of the less valuable activity. He demonstrated in 
this way that frictionless markets (markets without trans-
action costs) will efficiently resolve externalities. Stigler 
coined this as the “Coase Theorem”, which he defined as: 
‘under perfect competition private and social costs are the 
same’. This theorem immediately attracted much attention, 
both positive and negative, due to its implications. The first is 
that an intervention of the government to solve conflicts 
about externalities is unnecessary. A simple assignment of 
rights suffices to solve the conflict in an efficient way through 
negotiations between the parties involved. What might 
traditionally be equated with market failures turns out to be a 
failure of the law to specify rights. A further implication is 
that no matter to whom rights are initially assigned, these 
externalities will be resolved. This conflicted with the 
prevalent view among legal scholars, who assumed that there 
is always an offender (e.g., a polluter) and a victim. (Medema, 
1999, 217) 
  The point of departure for Coase in judging external effects 
is that there are always two parties involved, both of which 
possess (property-) rights. The manufacturer whose firm 
pollutes the air, has the right to produce and should, when 
this right is redefined (production is allowed under the 
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proviso..), be compensated. The people who live in the 
neighborhood of the factory have the right that their health is 
not affected by some entrepreneur ‘s activities. The problem 
always is whether A may cause damage to B or whether B 
may cause damage to A. The solution is to avoid the most 
serious damage. Given the reciprocal nature of externalities, 
the efficient solution is not simply a matter of internalizing 
costs, but whether and how costs should be internalized. 
Coase’s opinion was that when rights to execute certain 
actions can be bought and sold, that person for whom they 
represent the highest value would acquire them. When actors 
are rational, the negotiations costless and when there are no 
legal barriers against negotiations, then these transactions 
will be carried through to the point at which further 
negotiations cannot improve the situation and an optimal 
allocation is achieved. Thus, the “Coase theorem” amounts to 
the assertion that the legal allocation of rights is not relevant, 
because the market will in the end determine the actual 
allocation, on the precondition that property rights are 
defined properly and can be traded freely.141  
  "But having argued that frictionless markets will efficiently 
resolve externalities, Coase proceeded to show the essential 
irrelevance of this result owing to the pervasiveness of 
transaction costs". (Medema, 1999, 212; my italics)  This 
renders the Coase Theorem completely devoid of real-world 
applicability. When there are transaction costs, it is relevant 
how responsibilities and rights are granted and transferred. 

                                                
141 In a recent article Halpin denies that the Coase Theorem, even under 
the condition of zero transaction costs, is valid. Coase's argument suffers 
from three defects, he argues, to wit: the case of no rents (a rent is the 
amount in which the value of the current activity exceeds the value of the 
next best alternative); the case of equal rents; and the general error that 
Coase takes only the factor rent into account and neglects the costs of the 
buy-out. This has consequences when the person with the greater 
amount of rent has to buy out all conflicting activity. "(..) the costs of the 
buy-out may well exceed the value of his own rents, and hence it will be 
rational for him to abandon his activity in favour of his next best 
alternative." (Halpin, 2007, 333) 
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And, therefore, institutions matter. Institutions protect 
property rights, they supervise the granting and the transfer 
of property rights, i.e., the content of contracts, the sanctions 
when contracts are violated etc.  
  In the end, the message of his article is that the essence of 
transactions is not the transfer of physical goods or 
immaterial services, but the transfer of property rights. By 
granting, specifying or changing property rights the 
internalization of external effects can be enhanced, and by 
that allocative efficiency can (indirectly) be increased. This 
element of Coase’ s article about the nature of social costs has 
become the core of property rights theory. 
 
Coase is critical of mainstream economics. He blames 
traditional economists for practicing “blackboard economics”, 
that is, armchair theorizing about a hypothetical world 
without empirical investigation or case studies. Demsetz 
called it the “Nirvana approach”, the procedure of comparing 
the actual economic situation to an ideal, unattainable 
situation rather than comparing two or more actual or 
attainable situations. (Demsetz, 1969) Coase criticized the 
narrowness of mainstream economics in the sense that it 
excludes from consideration factors in the social world that 
he thinks should be included in the analysis. Such as the 
characteristic features of firms and institutions and the costs 
of using the price-mechanism.

142

  By incorporating transaction 
costs into his account, Coase was able to incorporate 
institutional structures that were previously neglected in 
serious investigation. Without rules and without the 
institutional observance of rules, contracts for transactions 

                                                
142 Coase used the concept of transaction costs relatively late (in 1974). 
Usually he just spoke about the costs of using the price mechanism. Klaes 
traces the use of the concept back to Marschak ‘s (1950) general 
equilibrium analysis of a monetary economy. Marschak introduced 
transaction costs as the generalization of investment costs, based on the 
insight that exchange is a resource-consuming activity. Moreover, he 
defined the concept as an expression of market imperfections. (Klaes, 
2000) 
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would either not or barely be effected and the internalization 
of external effects would not be realized.    
  The normative interpretation of the Coase theorem, 
however, aroused hostility towards its supporters (the 
economics of law school). Several normative prescriptions 
seem to follow from this theorem, such as, that markets 
solutions are preferable to solutions imposed by the 
government. Or that, when transaction costs are extremely 
high rights should be assigned to those who are willing to 
pay most for them and thus value them most highly. In this 
case the result will be the same as that which would be 
obtained by private parties in the market. But the Coase 
theorem says none of this. "We should look upon it as simply 
a positive proposition, stating that under certain conditions a 
particular result will follow". (Medema, 1999, 210)

143

  
  The analysis of social costs raises another question, that is: to 
what extent should the institutional structure be considered 
as exogenous. At stake is the following issue. Transaction 
costs prevent an internalization of external effects when the 
costs of a reallocation of property rights outweigh the 
benefits. The implication is that the market cannot be blamed 
for the existence of all external effects and that not all external 
effects need to be eliminated. (see Furobotn and Pejovich, 
1972, 1142 ff) Neither may it be expected that the government 
will solve the problem.   
  We can make a distinction between Pareto relevant and 
Pareto irrelevant external effects.

144

 When, after negotiations 

                                                
143 Coase suggested other possibilities for dealing with externalities in 
addition to negotiating property rights. The first is the establishment, in 
the case of producer-producer externalities, of control under a single 
firm. Another is direct government regulation. And, finally, he suggested 
that the best solution could be to do nothing at all. The recognition that 
there are multiple policy options, along with the fact that none of them is 
optimal, led Coase to advocate a comparative institutional approach to 
the resolution of externality problems. 
144 The distinction between Pareto relevant and Pareto irrelevant external 
effects originates in an article of Buchanan and Stubblebine. They 
describe an external effect as potentially relevant when the aggrieved 
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between rational actors only Pareto irrelevant external effects 
remain, then the achieved allocation is optimal (efficient). The 
relevant question in this context is whether the presence of 
(inevitable) transaction costs is not a pretext to conclude that 
only Pareto-irrelevant external effects remain. (see Dahlman, 
1979) Because of this one should distinguish avoidable and 
unavoidable transaction costs. For, after all, when it is 
impossible to ascertain which transaction costs are 
unavoidable for all actors, then each allocation would be 
efficient. (Furubotn, 1990)  
  When discussing the question which transaction costs are 
inevitable, one immediately encounters the question whether 
the existing institutional arrangements are efficient. The 
response to this question is two-sided: either one trusts an 
autonomous selection process or one wants to intervene. In 
the first approach one assumes that the existing institutions 
under the given circumstances, referring to a process of 
natural selection, are the most effective. In the other case, one 
will want to find out whether an alternative institution could 
be designed, in which the transaction costs are reduced, for 
instance by adapting (property) rights. In both cases the 
distinction between avoidable and unavoidable transaction 
costs becomes defunct when there are no alternatives or an 
alternative is unimaginable. 
  How far has this brief restatement of Coase’s perceptions 
brought us? Departing from Coase, it can be established that 
micro institutional theory focuses on the problem of an 
efficient allocation, taking transaction costs (and institutions) 
into consideration. What is at stake is the existence of 
alternative, allocative arrangements (firms and markets), the 
existence of alternative institutional arrangements and the 
question whether institutions are ‘organic’ or ‘pragmatic’ or 
                                                                                                           
party A has the desire to change the behavior of the originator B by 
exchange, agreement, collective action and the like. An external effect 
that arouses no reaction is considered as irrelevant. (Buchanan and 
Stubblebine, 1962, 374) In the discussion above the existence of 
transaction costs may explain why the aggrieved party decides to forgo 
any action. 
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both, to use Menger’s distinction.
145

 Followers of Coase have 
elaborated his analysis about the existence of firms in two 
directions: a property rights approach and transaction cost 
theory. In the latter the discussion is concentrated on firms 
(hierarchies) and markets as two alternative modes of 
allocation, in the first the distinction between firms and 
markets is not seen as very relevant, since one can perceive a 
continuum of contractual arrangements. The last one judges 
the efficiency of allocative arrangements in terms of 
transaction costs, the first one in terms of incentives.

146

 
 
3. The property right school. 
 
A central element in property rights theory is that property 
rights provide incentives that influence the agent’s actions. A 
change in the structure of property rights results in a change 
in the system of (positive and negative) incentives and, 
thereby, influences the decisions people make. Property 
rights theory emphasizes that changing property rights can 
effect the internalization of external effects.  As Demsetz once 
put it: “ A primary function of property rights is that of 
guiding incentives to achieve a greater internalization of 
externalities.” (Demsetz, 1967, 248) 
  Alchian and Demsetz laid the foundations of the theory of 
property rights in an article in 1972. Like Adam Smith they 
explain the emergence of firms from the division of labor. 
Division of labor leads to standardization of production, 
specialization of activities and by this to an increase in labor 
productivity. The team generates a quasi-rent, i.e., a result 

                                                
145 Organic institutions are the result of the unintended consequences of 
human actions, whereas pragmatic institutions are the intended 
outcomes of human actions. 
146 The role of contracts is prominent in both transaction cost and 
property right theory. Williamson regularly describes firms as a “nexus 
of contract”, but he believes that what is typical for a firm is that 
authority regulates the coordination. (Williamson, 1991) In spite of the 
importance of contracts, transaction costs play some, but not a prominent 
role, in property rights theory.  
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that is better than the sum of the results that each member of 
the team would on its own realize on the market. Alchian and 
Demsetz do not deny that when transaction costs are high it 
is advantageous to organize the resources within a firm, but 
considerations related to teamwork and team-organization, 
considerations on which Coase is silent, are in their view 
important. 
  They contest the then dominant opinion that the essence of 
firms is its hierarchical structure, as a result of which conflicts 
and differences of opinion are more quickly resolved than 
when they manifest themselves on the market place. In their 
opinion there is not really a difference in the power relation 
between a grocer and his assistants or between the grocer and 
a customer. As it is the case with the customer and the grocer, 
the assistant and the grocer continuously (re-) negotiate the 
contracts, which are acceptable to both of them. Therefore, 
they conclude that: “long-term contracts between employee 
and employer are not the essence of the organization we call 
a firm”. (Alchian and Demsetz, 1972, 777)

147

  What is 
characteristic for a firm compared with independent working 
producers is that producers work as a team. The characteristic 
feature of teamwork is that the contributions of each single 
member cannot be measured. The only thing that can be 
measured is the effort of each member. When supervision is 
lacking and the efforts of the single members of a team are 
not controlled, there is the risk of shirking and team members 
may get involved in a free-riders problem. In order to 
measure their efforts, to determine the payments and to 
prevent shirking, it is efficient when one member of the team 
functions as a supervisor and controls the performances of 
the other members. The members of a team could fulfill this 
function at turns, but then the advantages of specialization 
are foregone. Therefore, a permanent supervisor is appointed. 

                                                
147 Alchian and Demsetz later on revised their opinion and acknowledged 
that long-term contracts can frequently be found. But they don’t put 
much weight on this point because contracts can be annulled at any time. 
(see Alchian and Woodward, 1988; Demsetz, 1993) 
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But then, the question becomes who supervises the super-
visor? The solution is to reward the supervisor with the 
residue that remains when all the other members of the team 
have received their payments. He has an incentive to discip-
line the other members of the team and to reduce shirking. In 
order to fulfil this task the supervisor must have the authority 
to negotiate the contracts of the individual members and to 
terminate them when this seems to him unavoidable.  
  A team is presented as a “coalition of resource owners”. 
Within the coalition the hierarchy is, in the view of Alchian 
and Demsetz, based on a relation of exchange. The relation 
between supervisor and members of the team is a result of the 
spontaneous behavior of rational actors. We could regard this 
as a kind of a social contract. Like the selfish individuals in a 
state of nature who appoint a sovereign, the members of a 
team choose a supervisor. Alchian and Demsetz want to 
demonstrate that it is possible to provide a rational 
explanation for the emergence of organizations. In the analysis 
of organizations two concepts play a dominant role: ‘adverse 
selection’ and ‘moral hazard’. (Moe, 1984) Averse selection 
and moral hazard are useful as theoretical concepts in 
situations with asymmetric information and in which one 
party tries to control the behavior of another party by means 
of material rewards, or in situations in which one tries to 
realize certain outcomes by structuring the behavior of 
others.

148

  Because the risk of adverse selection is negligible 
                                                
148 'Agency theory’ or ‘principal-agent theory’ offers a formal approach to 
a relation in which one party, the principal, considers a contractual 
agreement with another party, the agent, expecting that the agent will 
perform actions which deliver results which the principal desires. 
Principal-agent relations are for instance those between a client and a 
lawyer, between a patient and a doctor, between citizens and politicians 
or between employers and employees. The problem of the principal is 
that he has no guarantee that the agent, once hired, will really serve his 
interests and serve them efficiently. The agent has his own interests and 
will only serve the principal when the system of incentives makes it 
profitable for him to do so. The essential problem for the principal is to 
develop such a structure of incentives. (see Moe, 1984, 756) 
 



 

 

209 

when it concerns team-members, internal reallocation occurs 
frequently. The manager/ supervisor has all the relevant 
information about the productive talents of the teammem--
bers at his disposal. It is more efficient to use the talents and 
opportunities within the firm than to obtain these from the 
market. Because of this quality firms can be considered as “a 
privately owned market”. And that is why “(..), we could 
consider the firm and the ordinary market as competing types 
of markets, competition between private proprietary markets 
and (..) public markets.” (Alchian and Demsetz, 1972, 795).  
  The model of Alchian and Demsetz is expanded and tailored 
to specific issues by other authors. Jensen and Meckling 
(1976) applied it to the supervision of managers. They assume 
that the costs for supervision are smaller to the degree that 
the competition on the market for managers is stronger. Also 
fluctuations in the price indexes on the stock exchanges will 
discipline managers. In general terms their message is that 
competition on relevant markets contributes substantially to 
the discipline of the employees and managers of firms. The 
idea that markets function as mechanisms for discipline is 
further elaborated by Fama (1980).  
  The conclusion that is drawn from this model of the firm is 
that firms have no ends or objectives other than those of the 
individual members. A firm is just “a legal fiction’, in which 
the conflicting objectives of the participating individuals are 
kept in balance. “(..) the ‘behavior’ of the firm is like the 
‘behavior’ of the market; i.e., the outcome of a complex 
equilibrium process.” (Jensen and Meckling, 1976, 311)   
 
4. Transaction costs theory 
 
The alternative approach, transaction costs theory, is concer-
ned with an examination of the “comparative costs of plan-
ning, adapting and monitoring task completion under 
alternative governance structures.” (Williamson, 1985, 2) 
Williamson distinguishes three generic kinds of governance 
structures (or allocative arrangements): markets, hierarchies 
and hybrid forms (like long-term contracts, franchising, 
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regulation and the like). With regard to these governance 
structures he distinguishes three dimensions: the legal 
aspects of the contracts, the flexibility of the governance 
structures and the incentive- and control instruments. He 
predicts that: “... transactions which differ in their attributes, 
are aligned with governance structures, which differ in their 
costs and competences, in a discriminating  -mainly, trans-
action cost economizing- way.” (Williamson, 1993, 128)

149

 
  A central idea of the transaction costs approach is that it is 
impossible to concentrate the relevant negotiations in the ex 
ante stage of the making of a contract. Each contract that has 
to do with the deliverance of a good or service in the future is 
incomplete. No single contract can specify exactly which 
actions should be undertaken and which payments have to be 
done in all possible future circumstances. The reason is that 
the parties concerned cannot foresee the conditions that have 
a bearing on the costs of the performances or on the 
performances themselves. And even when the future 
conditions are to some extent predictable, it is better to wait 
and see until the moment is there, instead of arranging 
everything in advance. The consequence is that contracting 
parties agree on general performances and procedures for 
decisions in cases about which the contract is not explicit. 
Thus, the transaction cost theory emphasizes the implications 
of incomplete contracts with regard to the negotiations that 
have to be undertaken in the future.    
  The behavioral assumptions that Williamson takes as points 
of departure are bounded rationality

150

 and opportunism. 
Given bounded rationality it is impossible to take all relevant 
contractual aspects into consideration in advance. This would 
not be a problem, though, when the contracting parties were 
not opportunistic. When the parties could trust each other 

                                                
149 North and Wallis estimated the size of the transaction costs (or rather 
the size of the transactions sector in the economy) for the USA at 45% of 
GNP in 1986. (see North, 1990, 28) 
150 Bounded rationality is in this view the combined result of cognitive 
limitations and of uncertainty concerning future events 
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completely, all-embracing, but incomplete contracts would be 
feasible. 
  The most important dimensions in which contracts differ 
from each other are: the specificity of assets, uncertainty and 
frequency. As assets are more specific, the less employable 
they are for alternative uses. Considering uncertainty, 
Williamson does not refer to unforeseen future circumstances 
or to communication problems but to behavioral uncertainty 
(which springs from opportunism). This is in his view a 
crucial factor. (see Williamson, 1986, 181) Behavioral 
uncertainty is irrelevant when one does not depend on 
certain business partners. In such a situation one can always 
look for and find new ones. However, when one has entered 
in specific investments the continuity of commercial relations 
are crucial and one needs to agree on arrangements to settle 
disputes. Behavioral uncertainty promotes strategic behavior; 
in each decision that an agent makes he has to take into 
account the decisions that other agents are making. The 
frequency of transactions influences the degree to which one 
is prepared to submit to specific investments. The more 
numerous the frequency of transactions and as more specific 
investments are made, the sooner long term contracts will 
emerge (which invite more specific investments). To continue 
the relation mutual guarantees and arrangements to solve 
conflicts are required. Transactions which frequently recur 
and in which (at least one of) the commercial partners have 
(has) submitted to specific investments, take the form of 
bilateral transactions.  
  The transition from a situation with many suppliers to a 
bilateral negotiation position Williamson dubs as the “great 
transformation”. In bilateral negotiations the struggle about 
the distribution of the quasi-rent can generate negotiations 
inefficiencies. For these transactions specific governance 
structures will be designed. The transactions will be lifted 
from the market and be organized within firms (vertical 
integration). The advantages of firms compared to markets to 
harmonize bilateral transactions are that the incentives to 
suboptimal functioning are reduced and that conflicts of 
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opinion can more easily and cheaply be solved, because each 
has access to all information. (Williamson, 1981, 559)   
  It is Williamson’s firm belief that firms do not aim at market 
dominance. Characteristically they want to realize a more 
efficient organization.

151

 We can trace this view back in one of 
the most controversial elements of his analysis, namely his 
approach to vertical integration, or, more specifically, in his 
attitude towards anti-trust legislation.  
  The most important reason for vertical integration is that 
firms have made specific investments. Vertical integration is 
efficient with an eye to economizing on transaction costs, 
though it may increase market- concentration. Williamson 
beliefs that, in spite of opinions to the contrary, concentration 
is not a sufficient condition for reducing competition. As long 
as firms have free entry to the market, a monopolistic market 
structure does not necessarily have to invoke monopolistic 
behavior, for big profits will attract other firms.

152

  Thus, 
market concentration is not a consequence of a policy to gain 
market-power, but is the result of an ambition towards 
greater efficiency. Transaction cost theory contributes in this 
way to a greater unification of economic theory, for: “What 
has hitherto been regarded as a set of diverse and anomalous 
practices has been shown to be variations on a common 
theme: economizing on transaction costs.” (Williamson, 1986, 
199)

153

 Perrow, however, believes that Williamson’s view is 

                                                
151 Firms are, in the terminology of Williamson, ‘economizers’, not 
‘strategizers’. Power does not play any role in Williamson’s approach. In 
his view the concept of power is vague and diverse. 
152 In this Williams shows affinity with the theory of ‘contestable markets’ 
of Baumol. (Baumol, 1982) Baumol takes as a measure of a competitive 
market the degree in which free entry is possible. However, Williamson 
explicitly dismisses this theory because it does not take into account the 
firm-specific qualities of the employed inputs. (Williamson, 1985, 31n)  
Baumol’s theory, by the way, also fits closely with the property rights 

theory. 
153 It should be realized that vertical integration is an integral part of the 
decision to make or buy. The criticism is directed against vertical integra-
tion with the objective of acquiring market domination. 
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completely unfounded. Firms are taken over to gain control 
of the market and to expand the sources of profit. (see 
Perrow, 1986)154 
  Another criticism is that transaction cost theorists tends to 
see authority primarily as a remedy for opportunism, rather 
as a device that might be abused in an opportunistic fashion. 
Dow complains that Williamson treats the phenomenon of 
opportunistic action quite asymmetrically when comparing 
employees and managers. ”Systematic analysis of the ways in 
which authority relations may elicit novel forms of 
opportunism, qualitatively different from those found in 
direct bargaining is virtually absent.” (Dow, 1987, 20; see also 
Marginson, 1993)

155

 
  A further point of criticism that is mentioned is that trans-
action cost theory emphasizes exchange to the exclusion of 
production. In addition it underplays the role of technology 
as a factor in explaining organizational forms. This criticism 
probably is right, but the emphasis on exchange is perfectly 
justified in a theoretical framework in which the focus is on 
the transfer of property rights, a transfer in which transaction 
costs play such a crucial role. 156 
                                                
154 In a review article of research projects testing transactions costs 
theory, Lafontaine and Slade report, " the weight of the evidence is 
overwhelming. Indeed virtually all predictions from transaction costs 
analysis appear to be borne out by the data." (Lafontaine and Slade, 2007, 
658) They also conclude "under most circumstances, profit-maximizing 
vertical-integration decisions are efficient, not just from the firms' but 
also from the consumers' point of view." (Ib., 680)  
155  These are prophetic words, as we witnessed the scandals around Enron 
and other companies in 2001-2003, in which managers cheated their 
shareholders and employees and enriched themselves shamelessly to 
amounts of hundreds of millions of dollar. In 2008 we witness the financial 
crisis due to the greed of those responsible for the financial bubble. 
156 Langlois and Foss argue for a capability perspective, which 
conceptualizes the firm as a repository of productive knowledge. A key 
aspect of the critique of transaction costs theory is that it too strictly 
dichotomizes production and transaction costs and neglects the role that 
both play in determining the boundaries of the firm. Langlois and Foss 
emphasize the complementarity between the two perspectives and the 
need for integrative efforts. (Langlois and Foss, 1999)   
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5. Firms and markets 
 
What are the most outstanding differences between the two 
approaches? Property right theory emphasizes the costs and 
the supervision of existing contracts, assuming ex ante 
designed efficient institutions. In transaction cost theory the 
emphasis is laid on safeguarding agreed upon contracts, 
against the background of opportunistic behavior of 
commercial partners in combination with unexpected 
external events. Therefore it is more concerned with the 
negotiation- and decision costs related to ongoing contractual 
negotiations. (see Alchian and Woodward, 1988; Foss, 1994) 
The property rights school employs the discrete contract-
paradigm. i.e., it is directed towards market transactions 
which are frequent and in which the commercial partners do 
not make specific investments. The content of the contracts 
are laid down in established contractual standards and legal 
rules. Market alternatives are the main protection against 
opportunism.  
  The main lesson the transaction cost theory teaches, when 
moving from simple to complex contracts, is that all complex 
contracts are unavoidably incomplete. The move from simple 
to complex contracts is therefore attended by a whole series 
of features: the length of the contracts increases, penalties to 
deter breach are introduced, provision is made for added 
information disclosure and specialized dispute settlement 
mechanisms appear. (Williamson, 2000) Williamson defines 
the differences between hierarchies and markets as follows: 
“(...) under hierarchy, incentive intensity is less, 
administrative controls are made numerous and 
discretionary, and internal dispute resolution supplants court 
ordering. “ (Williamson, 2002, 180) But these differences seem 
rather to indicate a continuum of contractual relations, than a 
clear-cut distinction between firms and markets.  
  Coase referred to the employment relation as the defining 
feature of the firm. After all, one integrates productive 
activities within a firm to exercise control. Alchian and 
Demsetz assert that authority (the ‘visible hand’) is not a 
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relevant concept for the analysis of the firm. The main reason 
that they refuse to make a difference between the invisible 
hand in the market and the visible hand in the firm is that 
they assume that the members of a team are interchangeable 
with factor owners on the market. The exit-possibilities are 
numerous and the exit-costs negligible. This is why external 
markets function as disciplining mechanisms. Accordingly a 
firm is presented as a ‘nexus of contracts’. When the 
circumstances require this, the contracts can take all forms 
and from this point of view the differences between the 
contracts of partners in markets and those within firms are 
only minor. In fact it is a matter of a continuum of alternative 
contractual arrangements. (Cheung, 1983)

157

      
  To argue for the case that the firm is distinct from the 
market, it should be demonstrated that a firm functions ‘as if’ 
it is a ‘corporate actor’, an acting, deciding unit. Khalil argues 
that in order for the firm to be recognized as an individual, 
the firm should be considered to be a goal-directed agent. 
Essentially is that the goals of the firm are not based on 
mutual interests but are the product of organizational 
routines (which represent also the competences of the firm).

158

  
The individual interests within an organization only become 
manageable when the members submit themselves to an 
agreed upon goal, and this submission implies that they have 
agreed to give up some rights to the authority of the 
                                                
157 Vanberg proposes that we look upon the firm as a constitution. 
(Vanberg, 1992) The advantage of this paradigm, in his opinion, is that it 
clearly distinguishes itself from the contract paradigm for there is no 
analogy between the rules within a firm and the rules of the market. (see 
also Ouchi, 1980; Simon, 1991)  
158 Winter directs our attention to the fact that it is the firm, not the people 
who work within a firm, that is the bearer of the repository of productive 
knowledge. Firms and organizations know how to do things. Productive 
knowledge is preserved in firms while individuals come and go. (Winter, 
1991) Winter’s argument strengthens the idea of the capability 
perspective that much firm-specific knowledge is tacit and can be learned 
by doing and is not possessed by one single agent. 
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organization. (Khalil, 1997) Viewed in this way, the assertion 
that a firm is an acting unit boils down to the statement that 
the firm is a hierarchy.  
  In spite of the arguments of Alchian and Demsetz that 
authority is merely a surface phenomenon, the fact is that 
employers and employees are not legal equals. Coase 
understood the nature of the employment contract as one in 
which the employer will pay an agreed remuneration in 
exchange for the privilege of asserting authority over the 
employee. In “The nature of the firm” Coase says that: “We 
thus see that it is the fact of direction which is the essence of 
the legal concept of ‘employer’ and ‘employee’, just as it was 
in the economic concept, (.....). We can therefore conclude that 
the definition we have given is one which closely 
approximates the firm as it is considered in the real world.” 
(Coase, 1988, 54) The economic concept corresponds to a legal 
conception of the firm that is supposed to be as adequate 
about the firm as it is in the real world. 
  A further significant difference between market relations 
and relations within the firm is that the market relations are 
reversible. In markets a buyer can always become a seller. 
The reversibility of positions under traders does not exist 
within an authority structure (Ménard, 1995)  
  Whether or not these arguments are convincing (I think they 
are), and, thus, whether or not the firm is a hierarchy, there is 
one thing that is not under dispute and that is that there is a 
clear difference of opinion between adherents of property 
rights theory and the transaction cost theory concerning this 
issue.  
    
6. Selection and design 
 
In quite a lot of economic analyses it is assumed that existing 
allocative arrangement have proven their efficiency in 
competition with alternative arrangements. (for a comment, 
see Hodgson, 1993; Vromen, 1994) To substantiate this thesis 
reference is often made to a well-known article of Alchian 
from 1950 to which I referred in chapter II. In this article, 
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Alchian asserted that firms that are well adapted to the 
demands of the environment would be selected by the 
economic system to survive, while other firms will disappear. 
Successful, profit-making firms can dispose over more 
resources and will expand, while firms that do not succeed in 
adapting themselves to the demands of a changing 
environment shrink and ultimately disappear. Alchian wrote 
this article in response to the so-called “marginalism debate” 
which was concerned with the realism of the assumptions of 
marginal analysis.    Alchian argued that the assumption that 
firms are profit-maximizers is without basis when 
uncertainty prevails. He formulated an alternative approach 
in which the motives of the agents and their knowledge of the 
outcomes of alternative options are irrelevant. This model 
only assumes the presence of a varied population of firms. 
The environment selects the firms that are successful, that is, 
which make a profit.

159

  Neo-classical theory should not be 
understood, he emphasized, as a theory of individual 
behavior, but as a theory of (aggregated) market behavior. 
Irrespective of the considerations of single agents, natural 
selection will see that the tendencies predicted by neo-
classical theory prevail. Alchian extended the model of 
natural selection with adaptive behavior (especially, 
imitation). In this model, imitation, innovation and positive 
profits are the economic counterparts of genetic inheritance, 
mutation and natural selection of the biological model.    
  Natural selection explains states of affairs without entering 
into goal-oriented behavior on the micro level. Evolutionary 
developments emerge through the transfer of genetic changes 
that occur by sheer accidence. When applied to economic 
science one has to introduce irrational behavior (accidental 
behavior without objectives).

160

  When employers are unable 

                                                
159 Alchian makes it quite clear that his approach dispenses with profit-
maximization. The reason for this is uncertainty. The thesis that natural 
selection “produces” profit-maximizing firms is one to which he did not 
subscribe. (see also Kay, 1995)  
160 Becker (1962) has tried to show that actions of irrational agents, when 
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to do more then act on the basis of unreflective intuitions, 
then, of course, one can only explain the outcome by means 
of natural selection. But when they can do better than this, 
there is no reason to use the mechanism of natural selection 
(which would be of no use in such a situation anyway). 
(Lagueux, 1993) Given the various complications which arise 
when metaphors derived from biology are applied in the 
economic science, it seems more sensible to refrain from 
references to natural selection and to introduce an 
autonomous evolutionary mechanism, for instance adaptive 
learning (Vromen, 1994) or cultural evolution.161 
  The efficiency of allocative arrangements is also determined 
by the efficiency of supporting institutions. That a certain 
kind of selection accompanies the evolution of allocative 
arrangements is, given competition in markets not hard to 
believe. But what about institutions? Can we apply some 
kind of selection argument to the evolution of institutions? 
Hayek, who emphasized cultural evolution, took the view 
that institutions arise spontaneously as the unintended 
consequence of individual actions. A process of variation and 
selection insures that only those behavioral rules survive 
which are beneficial for the group in which they came into 
being. However, he does not indicate how, through which 
mechanism, those rules survive and are replicated.162 There is 
no ‘market’ for institutions and the chance that a spontaneous 
competitive process becomes operative can be excluded. 

                                                                                                           
aggregated, end in the same results as the actions of rational agents 
because everybody meets, in the end, some constraints (for instance a 
budget constraint). Kirzner criticized Becker because price changes are in 
Becker’s model exogenous. Should Becker have the intention to explain 
how a new equilibrium price came to be established, and then he should 
have to take duly into account that the agents act rationally. (Kirzner, 
1962)   
161 However, the comparison of human individuals with biological beings 
is a progressive step forward compared with the comparison with 
machines or automatons in general equilibrium theory. 
162 Hayek attached great value to the idea of a spontaneous order. In his 
view a spontaneous order is a precondition for a free order. A designed 
order, in contrast, is a planned order. (Hayek, 1960) (see also chapter XXV) 
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Indeed there are all kinds of economic and political interests 
and professional opinions. Thus there is more than one 
‘mechanism’ that is accountable for the selection of the 
‘fittest’ rules of behavior. There is no reason to assume that 
the economically most efficient one will be selected. Research 
by North (1990) indicates, moreover, that inefficient 
institutions can survive for a long time. Institutional change 
takes, in most cases, the appearance of marginal adaptations 
of a complex of rules, norms and laws that together constitute 
the institutional framework. Institutions are reproduced and 
transformed in the ongoing daily practices. 
  As a matter of fact, neither the efficiency of existing 
allocative arrangements nor the efficiency of existing 
institutions can be demonstrated by means of the natural 
selection argument. The natural selection argument is based 
on random variation and selection. There is no reason to 
believe that it has any relevance to allocative and institutional 
evolution. Nevertheless both property rights theory and 
transaction cost theory (in Williamsons' version) endorse the 
idea of natural selection with regard to contractual 
arrangements and ‘governance structures’, respectively.  
  The market process is often cited as the paradigm case of an 
evolutionary process. The evolutionary nature of the market 
process is grounded on the openness of the market for new 
variations and competitive selection among variants. This is 
compatible with the emphasis in property rights theory on 
the entry and exit opportunities for firms and associations on 
the market. In transaction costs theory the idea of the 
evolution of allocative arrangements is more associated with 
the capacity to create and disseminate novelty, which creates 
the coexistence of a variety of allocative arrangements. 
Variety is a crucial factor in explaining the dissemination 
process that make up the lion's share of observed 
evolutionary processes. But novelty in the context of 
allocative arrangements emerges from more or less actively 
pursued attempts to design improved arrangements. 
  Therefore, I believe that natural selection is more compatible 
with property right theory than with transaction cost theory. 
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Given this assumption I will argue that the combination of 
the property rights approach with the idea of the natural 
selection of allocative and institutional arrangements and the 
combination of the transaction cost theory with the idea of 
design of these arrangements results in two clearly distinctive 
schools of thought.

163

  They can respectively be named the 
neo-(classical) institutional theory and the new institutional 
theory. I compare this distinction with the one Eggertsson has 
proposed. 
  Eggertsson views the neo-institutional theory as an exten-
sion of neo-classical theory through the insertion of new 
constraints (transaction costs and property rights). (Eggerts-
son, 1990, 6)  The ‘hard core’ of neo-classical theory remains as 
it is, but with the insertion of new constraints the ‘protective 
belt’ is changed. New institutional theory, which he asso-
ciates with Williamson, rejects, in the view of Eggertsson, 
elements of the ‘hard core’ of neo-classical theory, for instance,  
the assumption of unbounded rationality. (Ib., 9) 164  What 
would an outline of the new institutional theory look like? 
We meet some problems here. Eggertsson does not provide 
one, except his remark about bounded rationality, and it 
looks like there is only an initial impetus to a new 
institutional theory. (see also Langlois, 1986; and chapter X, 
section 7)  
 
7. The neo-institutional theory 
 
Neo-classical institutional theory, as characterized by 
Eggertsson, satisfies my description of property rights theory. 

                                                
163 Foss (1994) also distinguishes these two theories. His view, however, is 
based on ontological arguments derived from transcendental realism. 
164 In chapter One I expressed my doubts that the introduction of 
bounded rationality really matters that much (an exception is the case in 
which the skills to process information are overcharged). By introducing 
information costs it is easy to argue that it can be rational (efficient) to use 
rules of thumb etc. I believe that the combined assumptions of 
opportunism and design are what distinguish Williamson’s approach 
from the orthodox neo-classical theory. 
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Referring to the distinction between markets and firms 
Eggertsson notices that it is not easy to define a firm and that: 
“In fact, the dichotomy of the firm versus the market is 
unlikely to be a helpful instrument in our search for [a] better 
understanding of exchange.” (Eggertsson, 1990, 48/9) Instead 
of trying to define ‘what is a firm’, it is more productive to 
study a number of contractual forms and arrangements. Neo 
(-classical) institutional theory is particularly interested in the 
question why one contractual form dominates another: 
“Central to neo-institutional theory is the concept of 
competition among contractual arrangements". (Eggertsson, 
1990, 53) Competition assures that the most efficient 
arrangements survive. Competition leads, in this view, to a 
process of natural selection. In the end this results in a 
situation of allocative equilibrium. The dominance of specific 
arrangements is considered to be a sign of an evolutionary 
stable equilibrium. 
  In neo-institutional theory the state fulfills an important 
function in maintaining property rights. The uncertainty 
about the (political) results of institutional change is a strong 
motive for institutional stability.  
Characteristic for neo-institutional theory are: 
1.  exchange is generalized and in this way utility maxim-

ization is extended to choices whether made by parents, 
by managers, or by civil servants. (see Furubotn and 
Pejovich,1972; De  Alessi,1983)   

2. property rights and transaction costs are admitted  among 
    the constraints that agents face and are  considered as data. 
3. natural selection assures that efficient arrangements 

survive. 
These characterizations do fit quite well with the market 
orientation of rational choice theory as incentive-led 
behavior. The behavior of organizations is explained by 
observing the behavior of the individuals within the 
organization. The organization itself is not a unit of analysis. 
In the utility function not only monetary rewards are 
admitted but also non-monetary ones. 
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The admittance of property rights and transaction costs has 
important consequences for the treatment of externalities 
when the constraints are conceived as data. The point of 
departure in the case of externalities is that the parties 
involved should try to solve the problem themselves by 
means of negotiations. When the costs of internalizing 
external effects outweigh the benefits, then the remaining 
external effects are Pareto-irrelevant. The equilibrium is, by 
definition, efficient. “If the constraints describe our world, 
then we must conclude that the world is optimal relative to 
our constraints.” (Dahlman, 1979, 154)  The view of De Alessi 
(1983), for instance, is that the efficiency of the economic 
system must be defined as efficiency given transaction costs 
and the system of property rights (and all the  -general and 
unavoidable- rules that follow). But this leaves the efficiency 
of the prevailing system of property rights, which is mainly 
dependent on the political system, out of account.  
 
8. The new institutional theory 
 
Both in neo-institutional theory as in new institutional theory 
the central question is the “make or buy” question. The 
attitude towards this question determines the distribution of 
economic activity between firms and market. Williamson 
supplements the model of the firm as a production function 
with the concept of the firm as a governance structure. In this 
way the focus moves from the technologically determined 
input-output relation to the question of organizational 
efficiency. Opportunism extends the classic notion of self-
interest to encompass ‘self-interest with guile’. And this 
makes allowance for strategic behavior.  
  In transaction costs economics, the transaction is made “the 
basic unit of analysis”. (Williamson, 1985, 18) Not the choice-
actions of isolated agents but the contractual relations 
between agents form the micro-foundation of new 
institutional theory.

165

  New institutional theory focuses on 
                                                
165 Williamson refers to Buchanan who once said: “(..), economics comes 
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the comparative analysis of institutional arrangements. In 
doing this, contractual and institutional arrangements 
between economic units are analyzed which can influence the 
way these units either cooperate or compete. (Williamson, 
1993) With regard to the efficiency of an arrangement he 
makes a similar reservation as is done with external effects in 
the neo-institutional school. A certain situation is only 
inefficient when there exists a feasible (and better) 
alternative.

166

    
  Instead of the concept of equilibrium the concept of 
economic evolution is used to account for the development of 
markets and firms in relation with institutional development. 
Concerning the evolution of governance structures 
Williamson says that “(...), the transaction cost approach 
relies (...) on the operation of natural selection forces.” 
(Williamson, 1981, 574) Natural selection makes governance 
structures which economize on transaction costs replace the 
more expensive governance structures in due time. 
Williamson presents as an example how the multi- divisional 
structure (the M-form) emerged. Firms with a functional 
structure (the U-form) experienced problems with regard to 
supervision and strategy determination. The U-form did not 
function very well and was replaced by the M-form. But 
Williamson errs here; this is not how natural selection 
operates. A natural selection argument would be that the 
arrival of the M-form would lead to the decline of the inferior 
U-form. The replacement of the U- form by the superior M-
form is more a matter of the imitation of a successful new 
organizational design. Williamson’s analysis is more 
Lamarckian than Darwian. (Kay, 1992)  
   
                                                                                                           
closer to being a “science of contract” than “a science of choice”.” 
(Buchanan, 1975, 229) 
166“The efficiency standard out of which transaction cost economics 
works further eschews Pareto-optimality in favor of a remediableness 
standard  - according to which an extant condition is held to be efficient 
unless a feasible alternative can be described and implemented with net 
gains.”  (Williamson, 1994, 33) 
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The idea of natural selection neither goes together with a 
theory in which the specificity of assets plays such a 
dominant role. Rather, it seems consistent with the approach 
of transaction cost theory to consider the market as a complex 
of networks. In these networks firms (suppliers and 
customers) develop enduring relations. They are able to 
decrease the costs of production and transaction due to these 
enduring relations in which they acquire knowledge about 
each other. Of course, they become more interdependent and 
this reciprocal dependency can be asymmetrical. But this 
interdependency strengthens the durability of the relation. A 
common language is developed with regard to technical 
details, contract rules and the standardizing of products and 
processes. The market is not characterized by “hit-and-run- 
competition" (Baumol), but by enduring relations within 
networks. Thus there is no reason to ground the new 
institutional approach on blind selection. More fundamental 
is the idea of adaptation and design.

167

  The design of 
governance structures must, of course, be supplemented by 
the design of new routines that are internal to the 
organization. Whether also ‘external’ institutions have to 
change is a question that cannot be answered with a simple 
yes or no. There is no one-to-one correspondence between the 
behavior of organizations, the functioning of markets and the 
institutional environment.  
  Williamson has lately distinguished four levels of social 
analysis. He may have taken this step in reaction to the 
criticism of Granovetter (see section 9). The top level is the 
social embeddedness level. This is where the norms, customs, 
traditions, etc, are located. This level is taken as given by 

                                                
167 Nelson and Winter present firms as repositories of productive 
knowledge, in which technology and organization are inseparable 
constituents of the ability to do things. We could infer from this that the 
firm is an amalgam of routines evolving through time.  Thus, we could 
envisage an evolutionary theory in which evolving routines make it 
possible for firms to adapt to a changing environment. Though the 
authors accept natural selection, they simultaneously view their theory as 
Lamarckian rather than Darwian. (Nelson and Winter, 1982, 11) 
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most institutional economists. It is assumed that many of the 
informal institutions at this level have mainly a spontaneous 
origin. The second level is defined as the institutional 
environment. The structures observed here are in part the 
product of evolutionary processes, but design opportunities 
are also posed. Going beyond the informal constraints of level 
one, here formal rules are introduced (such as laws and 
property rights). The third level is the level where the 
‘institutions’ (sic!) of governance are located. The governance 
of contractual relations becomes the focus of analysis. 
Governance is an effort to craft order, thereby to mitigate 
conflict and realize mutual gains.

168

 The fourth level is the 
level at which neoclassical analysis works. Optimality 
conditions, usually marginal analysis, are employed, and the 
firm is for these purposes typically described as a production 
function. (Williamson, 2000) He claims that when one moves 
through the levels, the time scale of persistence decreases and 
the role of calculative behavior increases. New institutional 
theory is predominantly concerned with the levels two and 
three. And it is within these levels that the idea of design of 
institutions is admitted. Therefore, and to conclude this 
section, we can maintain that the design of firms as well as of 
institutions is characteristic of new institutional theory.  
 
9. Conclusion 
 
In the preceding sections I have explained that the seminal 
ideas of Coase, together with those of his followers, provide 

                                                
168 The confusion about organizations and institutions can be illustrated 
with the definition of the third level. Williamson often talks about 
alternative governance structures as institutional arrangements when he 
refers to markets and firms. Here he talks about institutions of 
governance. He might mean to refer here to the rules, regulations or 
routines that are accepted to govern the contractual relations in which the 
firms are engaged. But he also distinguishes the institutional 
environment (level two) as the ‘rules of the game’ from the institutions of 
governance (level three) as the ‘play of the game’ (thus as markets and 
firms). 
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the foundation for two kinds of institutional theories. The 
basis for this dichotomy was the distinction between markets 
and firms (or the denial of the relevance of this distinction) on 
the one hand and the distinction between natural selection 
and design on the other. With regard to the distinction 
between firms and markets the difference between the two 
theories seems, on the surface, to be small. Both neo-
institutional as new institutional theory regard a firm as a 
complex of contracts. But there are relevant differences. 
Williamson emphasizes the juridical differences between 
contracts on the market and contracts within a firm.

169

   

  Characterizing a firm as a 'corporate actor', or hierarchy 
strengthens the distinction between markets and firms.

170

 

Property rights theory is focused on the efficient level of 
supervision and the like, given input, output and technology, 
while transaction costs theory is looking for the most efficient 
mix of governance structures.

171

  
  A controversial aspect of transaction costs theory is that 
vertical integration or mergers are only judged by efficiency 
standards. That a resulting corporation may have a turnover 
that is more than the GNP of a middle size welfare state is no 
reason to treat it in any way different from a local, small-

                                                
169 Moreover, we could distinguish transactions (at the market) from 
transfers (within firms). (Kay, 1992) And a distinction could also be made 
between transaction costs and the costs of managing. The first are the 
costs for organizing resources through the market, the second are the 
costs for organizing resources within firms.  When deciding to make or to 
buy (to integrate or not), one should look at the lowest average costs. All 
costs should be taken into account, i.e., transaction costs, managing costs 
and production costs. (Demsetz, 1993)  

170 To see the firm as a corporate actor is for many a troublesome notion 
because it conflicts with methodological individualism. But the dogma of 
methodological individualism is based on the concept of the individual, 
as a ‘homo clausus’ that also is a troublesome notion. 
171 Product- and process innovation, the creation of markets, the creation 
of expertise within firms, all issues which bear immediately on the 
functioning of firms are, however, hardly mentioned. The ‘contractual’, 
‘constitutional’ firm is not a strategic unit but a reactive, economizing 
one. (Foss, 1993) 
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sized company or even a local shop. But size matters and to 
overlook this is not a minor incident. 
  In spite of the correspondences, the central perspectives of 
the neo- and the new institutional theory do differ strongly. 
The neo-institutional theory is a combination of property 
rights theory and evolutionary (game) theory and is strictly 
market-oriented. It does not acknowledge an analytical 
distinction between a market and a household. The new 
institutional theory is a combination of transaction costs 
theory and ideas about bargaining and cultural evolution. It 
sees firms as social embedded and thereby it does make a 
strict distinction between markets and society.172 
 
What has been the contribution of these micro-institutional 
theories to the understanding of the way the metaphor of the 
invisible hand should be interpreted? In order to be able to 
answer this question, another question has to be answered 
first. This is the question whether these theories can be 
characterized as institutional theories at all?  
  In the ‘old’ institutional theory (connected with the ideas of 
Veblen, Commons, and Ayres), institutions occupy the 
regulatory role of markets in neoclassical theory. The 
difference between an institutional approach and a market 
approach was, therefore, easy to see. Things are different in 
the comparison between these micro-institutional theories 
and neoclassical theories. Whereas the ‘old’ institutionalists 
aspired to replace neoclassical theory, micro-institutional 
theories show a marked affinity with the body of ideas of 
neoclassical theory, as all make the question of allocative 
efficiency central and embrace methodological individualism. 
This is particularly evident in the case of neo-institutional 
theory.  

                                                
172 Looking back at the two approaches of rational choice theory that I 
mentioned in the Preface it should be clear that the neo-institutional and 
the new institutional theory lay the foundations of respectively a market 
oriented incentive led approach and a comparative, transaction costs 
based approach.  
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One wonders whether these micro-institutional theories 
should indeed be characterized as institutional theories; all 
the more because the concept of an institution is not always 
used precisely. (see Khalil, 1995; Ménard, 1995). Usually 
institutions are defined as rules of behavior or as behavioral 
regularities. In the economic sphere their use is restricted to 
refer to those formal and informal rules that are related to 
transactions and contracts. Many of these rules refer to (the 
transfer and protection of) property rights and to sanctions in 
those cases in which contracts are not fulfilled. But in these 
micro-economic institutional theories markets and 
organizations are sometimes also called institutions.

173

  This is 
very confusing. Organizations are acting units (as are 
households) and we should keep the players and rules apart 
(see also North, 1994). Organizations, as households or firms 
can be treated ‘as if’ they pursue a particular set of goals. 
Rules of behavior function either as constraints on actions or 
are enabling for pursuing specific actions. A market can be 
described as an ‘organic’ structure for the coordination of 
economic actions by means of the price mechanism. The 
market is a context for action, not a rule for actions. Of 
course, there are connections between institutions, markets 
and organizations, because the latter two function within an 
institutionalized environment. One source of the confusion is 
that institutions are made operational through organizations 
(institutes) whose role is to monitor, enforce and manage the 
set of rules of those institutions.

174

  
   

                                                
173 Williamson called governance structures institutions (see note 168) 
and Coase defined markets as “institutions that exist to facilitate 
exchange, (..)” (Coase, 1988, 7) Institutions are not simple organizational 
structures. They are normative patterns that define what are felt to be the 
proper, legitimate or expected modes of behavior.  
174 Following North many authors distinguish the institutional 
environment, which comprises the institutions defined as behavioral 
rules and patterns, from institutional arrangements, as markets and firms 
are called. I think this usage rather than solving the confusion, 
strengthens it. 
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Let us now return to the initial question: how have the micro-
institutional theories made the invisible hand ‘visible’? Both 
theories have explained the coordination of economic 
activities by referring to both formal and informal rules, 
which protect, support and facilitate market exchange 
(institutions that define property rights, protect contracts 
etc.). What is more, new institutional theory has replaced 
anonymous markets by markets structured by firms. In this 
way the invisible hand is partly replaced by a visible hand at 
the micro level. In addition new institutional theory 
emphasizes the role of institutions in reducing transactions 
costs and in coordinating activities.   
 Williamson has come to acknowledge the “embeddeness 
thesis”, the view that governance structures are embedded in 
a whole configuration of social institutions. But he takes these 
(first level) institutions as given and in his view they have no 
explanatory function in new institutional theory.

175

 
Granovetter formulated the embeddedness thesis by way of 
complement to Williamson’s analysis.

176

  He stressed the role 

                                                
175 Coase did adopt a notion of the whole complex of social institutions. 
In his view the costs of exchange depended on the legal system, the 
political system, the social system, the educational and cultural systems, 
and so on. “In effect it is the institutions that govern the performance of 
an economy, and it is this that gives the “new institutional economics” its 
importance for economists." (Coase, 1998, 73) We witnessed the 
importance of the basic institutional structure when the “shock therapy” 
in the former Soviet Union failed.   
176 Granovetter’s article is frequently cited but it is rarely acknowledged 
that it was written as a comment on Williamson’s “The Economic 
Institutions of Capitalism”. Granovetter argued that there is evidence 
that business relations are mixed up with social ones. Among top 
managers it is very unusual to speak about legal rights or to threaten to 
sue. Trust is an asset and the settlement of disputes is eased by the 
embeddedness of business relations in social ones. 
Williamson’s appeal to hierarchical relations (within firms) to tame 
opportunism and shirking is a consequence of a perception of the market 
with asymmetrical information as imperfectly competitive markets, 
characterized by sunk costs and specific human capital. These imperfect 
competitive markets almost seem to reflect Hobbes’s state of nature and a 
hierarchy seems the obvious solution. But Granovetter asserts that there 
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of concrete personal relations and structures (or networks) of 
these relations in generating trust and discouraging 
malfeasance.  
  Hierarchies and institutions that structure markets and 
coordinate the actions of individual agents replace the 
invisible hand. Of course, this does not deny that markets, 
firms and institutions initially developed unintentionally, but 
when they matured they were consciously adapted and 
transformed. In the long run they stabilized and routine 
behavior established and reproduced a set of rules, and 
norms, ‘fixed’ by habits and conventions, tacit or legally 
supported through social acceptance and conformity. They 
help agents to develop (normative) expectations concerning 
the actions of other agents.  
  This second version of the invisible hand better explains 
how a market society without a central authority can function 
in a benevolent way than the first version. Rule-based 
behavior helps to solve coordination problems by creating 
reciprocal normative expectations. The unintended 
consequences of intentional actions result in the reproduction 
and development of institutions.  
  Though new institutional theory offers more than general 
equilibrium theory, it still offers not enough. In the first place 
its view of institutions is not quite adequate. Therefore, I will 
proceed by describing some characteristics of an institutional 
theory in the next chapter. Second, it has not solved the 
problem of how institutions can be both products of and 
conditions for human action. I discuss this problem in the 
chapters XI and XII and then supplement the characterization 
of institutional theory with a theory about the relation 
between agency and structure in chapter XIII 

                                                                                                           
is sufficient ‘social cement’, as witnessed by the social and political 
institutions, which not only provide legal rules against malfeasance, but 
also commercial customs and norms, and normative expectations outside 
and within firms. (Granovetter, 1985) 
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                                           CHAPTER X 
 
 
 
 
 
                            INSTITUTIONS AND ACTIONS 
 
 
 
1. Introduction 
 
In this chapter I try to formulate an outline of an institutional 
approach to human action. This approach is based on three 
foundations. The first is the replacement of methodological 
individualism by institutional individualism. As a 
consequence, not the explanation of the spontaneous 
emergence of institutions is at the forefront, but the 
continuous reproduction and transformation of existing 
institutions. The second is the distinction between rules that 
justify a practice and rules justifying an action falling under 
it. This is the distinction between constitutive and regulative 
rules. In the case of rules that are constitutive of practices 
agents do not have the liberty to deliberate whether they will 
apply these rules or ignore them. Many discussions about 
social rules that focus on the reasons to comply with rules are 
dealing with regulative rules. The third is a bargaining 
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approach to the establishment and transformation of 
institutions. 
  I shall present my arguments in the following way. In 
section 2 I will present a discussion about the distinction 
between methodological individualism and institutional 
individualism. In section 3 I present some definitions of 
institutions and discuss their functions. In the section that 
follows I introduce the distinction between regulative and 
constitutive rules. Thereafter, I discuss a bargaining approach 
to the selection of rules. In section 6 the question to be 
answered is whether rule following must or can be 
considered to be a special case of rational action.  
  This exposition of an institutional approach will be followed 
up with chapters about human agency and social structures.  
 
2. Institutional individualism 
 
The key methodological obstacle for standard rational choice 
theory is the specification of an appropriate conception of the 
relation between institutions and individuals. On the one 
hand, social institutions are the consequences of decisions 
made by two or more individuals. On the other hand, 
individual decision-makers are constrained (or assisted) by 
existing institutions. If any given institution is the result of 
actions of individuals, can it ever be an exogenous variable? 
That is, can institutions really be constraints (or facilities)?  
This is one of the central problems in social science: how 
rational actors intentionally or unintentionally bring about 
the institutions that form the normative framework for their 
actions. The co-presence of both consequence and cause 
creates a process of endless regression and ultimately forces 
one to start the analysis of institutional evolution by 
returning to some pre-institutional, 'natural' state (see also 
Rutherford, 1989; Hodgson, 1986). On basis of the writings of 
Agassi (1960, 1975) and Rutherford (1994), I will try to for- 
mulate an alternative.   
  From Agassi 's point of view the problem is the combination 
of methodological individualism and classical liberalism that 
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has led to psychological individualism. This is the doctrine 
that says that a theory should reduce phenomena to its 
essentials, and that the essence of human phenomena is 
human nature. The implication of adhering to a psychological 
individualist' version of neoclassical theory means that 
everything or every variable which cannot be reduced either 
to someone's psychological state or to a natural given must be 
explained somewhere outside the theory. Methodological 
Individualism (MI) can be summarized in three propositions: 
(see Rutherford, 1994, 31/2) 
1. only individuals have goals and interests. 
2. the social system and the changes in it are the result of 

actions by individuals. 
3. a theory must uncover the essence of the phenomena  that 

it wants to explain and for social phenomena this means 
that they have to be explained in terms of theories that 
refer to individuals only.  

The first proposition says nothing about the way those 
individual goals and interests are established. There is no 
indication of social conditioning, but that would not be a 
contradiction. The second proposition declares that 
institutions emerge and change as intended or unintended 
consequences of individual actions. The third proposition 
falls apart in two assertions: first that social theories should 
be reduced to theories about individuals and second, that in 
order to explain social phenomena one should refer to the 
preferences, inclinations etc. of individuals. This third 
proposition is a programmatic proposition that does not 
follow irrevocably from the first two. This third proposition is 
criticized for several reasons. The important ones are that 
some social phenomena cannot be reduced to individual 
characteristics (for instance a bureaucracy); that individual 
behavior is sometimes only intelligible by referring to social 
practices and roles (a doctor, a teacher, a judge etc) and that 
in many situations the behavior of people can only be 
explained by referring to social rules, that is to social 
institutions.  
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Methodological Holism (MH) can also be summarized in 
three propositions: (Rutherford, 1994, 28) 
1. society (the whole) is more than the sum of its constituting 

parts (individuals). 
2. the social context influences individual behavior. 
3. the behavior of individuals should be deduced from social 

'laws' which are 'sui generis', and which apply to the social 
system as a whole, and from the positions and roles that 
individuals fulfill within that system. 

The first proposition says that a society is more than an 
aggregate of individuals. A society possesses cohesion and 
has structure. The second proposition says that the objectives 
of individuals can be influenced by the objectives of other 
individuals and that individuals internalize norms and obeys 
norms without external sanctions. The third proposition, 
again, is a programmatic proposition, which says that a social 
system cannot be explained by referring to the intended and 
unintended consequences of individual actions. This third 
proposition is, of course, severely attacked by the proponents 
of methodological individualism. 
  Of all these propositions the programmatic ones clearly 
oppose each other. But that is not the case with the other 
ones. The challenge is to combine them in order to formulate 
a new programmatic proposition. Agassi undertook this task. 
He argues in favor of a program that he calls institutional 
individualism. The purpose of this program is: "..neither to 
assume the existence of all co-ordinations nor to explain all of 
them, but rather to assume the existence of some co-ordination 
in order to explain the existence of some other co-ordinations. 
It is an error to assume that the only satisfactory explanation 
of institutions is by assumptions which say nothing about 
institutions." (Agassi, 1960, 263)  Agassi 's formulation offers 
a solution to escape the dilemma of explaining institutions by 
referring to individual actions and to explain actions by 
referring to institutions. He argues that social phenomena are 
not just the product of individual objectives and material 
resources, but also of existing interpersonal means of 
coordination and cooperation (institutions) and the capability 
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of individuals to use, reform or abandon them. Institutions 
are to be included among the explanatory variables of actions 
along with the aims of individuals. Thus institutions must be 
included in the set of permissible exogenous variables. The 
really important thing that Agassi brings to the foreground is 
the impossibility of endogenizing all institutions. Each theory 
that tries to explain the development of certain institutions 
has to accept the existence of some other institutions as 
exogenous variables (as part of the situation).  
  
Recently, the ontological and epistemological characteristics 
of methodological individualism have been reconsidered. 
There are writers who claim that methodological 
individualism comes in different guises. (see Hodgson, 2007; 
Zwirn, 2007) They emphasize the difference between 
methodological individualism and methodological atomism. 
Methodological atomism is a specific version of methodo-
logical individualism that adopts an atomistic ontology. "The 
distinction is important because the fairly widespread 
practice of interpreting methodological individualism as 
methodological atomism often leads to the erroneous 
conclusion that methodological individualism is not 
compatible with an organicist conception of social reality." 
(Zwirn, 2007, 76) The main difference between 
methodological atomism and methodological individualism 
is whether social phenomena should be entirely explained in 
terms of individuals alone; or in terms of individuals plus 
relations between individuals. In the latter case " social 
phenomena should be explained in terms of individuals and 
social structures." (Hodgson, 2007, 220) 
  From the point of view of these authors Agassi's institu- 
tional individualism should be seen as (a version) of 
methodological individualism, namely as individualism plus 
social relations between individuals.177 To avoid confusion, I 
suggest to read methodological individualism as methodo-

                                                
177 There are analogies with Popper's situational logic, analogies that 
explain why Popper called it an example of institutional individualism. 
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logical atomism and to use the term institutional indivi-
dualism for the broad definition of methodological 
individualism.178 
 
3. Definition and functions of institutions  
 
In chapter VIII, in which I discussed micro-institutional 
theories, I complained that many authors are rather careless 
in their definitions of institutions. Often they confuse the 
concepts of organizations and institutions.

179

  Organizations 
are productive units, whereas institutions refer to behavioral 
regularities or rules of behavior. To repeat, we should 
distinguish institutions, as the rules of the game, from the 
game itself. Organizations such as households or firms are 
typified by the set of goals they pursue. In the pursuit of its 
goals an organization can rely on institutions. “ So, the term 
‘institution’ basically denotes some of the means employed in 
the pursuit of ends, while the term ‘organization’ signifies the 
agent who makes decisions about the end which is worth 
pursuing.” (Khalil, 1999, 62) Institutions facilitate or constrain 

                                                
178 Economists usually interpret methodological individualism as 
methodological atomism. See the discussion in the former chapter about 
the lack of structure in human interactions. There are exceptions, for 
instance Arrow, who concludes, "that social variables, not attached to 
particular individuals, are essential in studying the economy or any other 
social system (…)." (Arrow, 1994, 8)  
179

 To present another example how this is set in one’s habits, I cite a 
recent article by Hodgson: “Institutions are durable systems of 
established and embedded social rules and conventions that structure 
social interaction. Language, money, laws, systems of weight and 
measure, table manners, firms (and other organizations) are all institutions.” 
(Hodgson, 2003, 103, my emphasis) Hodgson’s argument is that 
organizations have internal systems of rules and hence, by implication 
organizations are a special type of institutions (Hodgson, 2006). Of 
course, organizations develop work routines, they can accommodate, 
sometimes conflicting, rules of behavior, but organizations do not 
coincide with systems of rules.  
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activities rather than produce a certain outcome. They are 
rules or set of rules that govern (organized) patterns of 
behavior. An institution does not refer to some concrete 
agency as for instance the Roman Catholic Church, or a Bank, 
a Court, a House of Parliament, etc. In these cases we talk 
about organizations. Organizations are the embodiment of 
regulated behavior, they are a context for action. An 
institution is neither to be equated with concrete laws, 
conventions, norms or values, but rather be regarded as a 
form of habitual behavior. Heiner defined institutions as ".. 
regularities in the interaction between agents. " (Heiner, 1983, 
573) Knight mentions institutions as "(..) a set of rules that 
structure social interaction in particular ways." (Knight, 1992, 
2) Hence, we can conceive of institutions as either behavioral 
regularities or as rules of conduct. Like Mäki (1993) I assume 
that these two definitions more or less coincide.   
  The common explanation of the function of social rules is 
that they reduce uncertainty and that they furthermore solve 
coordination- and cooperation problems to the benefit of all.  
The argument about the reduction of uncertainty emphasizes 
the way institutions support the acquisition and processing of 
information and in general the complexity-reducing functions 
of institutions. When agents are unable to fathom the decision 
situation and therefore are unable to predict with a certain 
precision the outcome of action alternatives, then they will 
limit their behavioral flexibility and reduce their behavioral 
repertoire. (Heiner, 1983; 1990) That is why under conditions 
of uncertainty the predictability of behavior will increase. The 
risk of making errors delivers an incentive to surround 
choices with rules and procedures. Gradually rules and 
procedures will be selected and be applied mutually.  
  Uncertainty can also arise when property rights are not 
secured and contracts are not observed. Institutions can 
regulate the making and the observance of contracts, validate 
contracts and property rights and thus reduce uncertainty 
and lower transaction costs. "Institutions reduce uncertainty 
by providing a structure to everyday life. They are a guide to 
human interaction." (North, 1990, 3) 
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Complexities arise from the interaction between agents, 
especially in strategic interactions when people have to 
wonder the other agents will do. Institutions can reduce 
uncertainty about the actions of other agents that enables 
everyone to form expectations about the future behavior of 
other agents. " ..[I]nstitutions and routines, other than acting 
simply as rigidities and constraints, play an enabling role, by 
providing more-or-less reliable information regarding the 
likely actions of others." (Hodgson, 1988,132)180    
  Most authors (implicitly) mention one or both functions. 
Heiner (1983) emphasizes the function of uncertainty 
reduction; Knight (1992) refers to the function ' to structure 
social interactions'; Bates (1988) says that institutions 'bridge 
the gap between individual and collective rationality' and 
Coleman (1990) likewise says that they help 'to realize 
collective optimal results' and 'to internalize external effects'.  
  I furthermore distinguish two types of institutions. On the 
one hand, those institutions that are the unintended result 
from regularities in social interactions. These embody social 
rules that are the consequence of the repeated confrontation 
with a similar kind of social problems. Conventions are the 
prototype of this kind of rules. On the other hand, institutions 
embody rules that are constitutive for the practices in which 
agents are involved and that are, at least partly, the result of 
design. Together, these institutions constitute the complex of 
rules which enables and constrains individual actions and 
which defines social outcomes as the result of these actions.181 
 

                                                
180 Since institutions are repertoires of habitual behavior it does not make 
sense to talk about institutions and routines as Hodgson does. What could 
routines be else than habitual behavior? 
181 Aoki (2007) makes a distinction between an exogenous view of 
institutions, which he relates to North and Williamson, and an 
endogenous view of institutions, which he relates to Hayek. But this 
distinction is based on the fact that Aoki, contrary to North, does not 
make a distinction between an institution and an organization. Taking 
this into consideration, I fail to see any distinction between both 
approaches.     
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4. Constitutive and regulative rules 
 
The core of institutional individualism is that human 
activities are recursive, i.e., agents reproduce by their 
activities the conditions that made these activities possible. 
The reproduction of the conditions of actions is made 
possible by the reproduction of rules, which either constitute 
these activities or make them possible. 
  In this context it is important to introduce Rawls’s 
distinction between rules that justify a practice and rules 
justifying a particular action falling under it. We have rules 
that allow "the option to consider particular cases on general 
rational and moral grounds, whereas there is another 
conception that does not admit of such discretion except 
insofar as the rules themselves authorize it". (Rawls, 1955, 29) 
This is the distinction between regulative rules and 
constitutive rules. 182 
  Rawls refers to constitutive rules as rules that define 
practices. These rules of practice have a different status from 
those rules that are merely maxims or are based on voluntary 
agreements. Rawls suggests, first, that these rules are 
logically prior to the cases to which they apply and, second, 
that those who participate in the practice are not at liberty to 
decide for themselves on the propriety of following the rule 
in a particular case. For, under the conception of rules as 
constitutive of practices, a particular action falling under the 
rule would not be described as that sort of action unless there 
was the practice. "It follows that, if a person is engaged in a 
practice and if he is asked why he does what he does, or if he 
is asked to defend what he does, then his explanation or 
defense lies in (referring to) the practice". (Ib., 27) On this 
conception, then, rules are not generalizations from the 
decisions of individuals. On the contrary, rules define 
practices. They are logically prior to the forms of actions they 

                                                
182 Constitutive rules are rules that are constitutive of a game and cannot 
be changed at will. Regulative rules are rules how the game is best 
played, fairly played, and so on.  
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specify. "If one questions these rules, the practice undergoes a 
fundamental change". (Ib., 24)183  Rawls's concept of a practice 
is shaped by appealing to the rules of a game. The more 
codified the rules in question, the more relevant the 
constitutive conception of rules. It is easier to apply them to 
legal and legal-like arguments than to the more complex sort 
of moral arguments. But less formal rules also arouse the 
kind of normative expectations that accompany formal and 
codified rules. Therefore, what he has to say about the 
priority of practice rules makes sense to any form of activity 
in which choice is understood to be rule-guided rather than 
(purely) discretionary.    
  In the case of applying rational and moral rules directly and 
smoothly, case-by-case, rules are interpreted as 'maxims', as 
'rules of thumb'. The point of having these kind of rules is, as 
Rawls stipulates, that one can decide cases more quickly if 
one records past decisions in the form of rules. They are use-
ful as guidelines for decision making in particular cases.  One 
has in principle the option to use or to disregard them. 184 
 
5. A bargaining approach of institutions 
 
The current approach toward institutions is based on Hayek's 
theory that they are the result of a spontaneous process of 
cultural evolution. Hayek did not believe that institutions 
originate in purposeful design (in contrast to Menger who 
distinguished both ‘organic’ and ‘pragmatic’ institutions). He 
thought that social rules develop in a process of variation and 

                                                
183 For Searle constitutive rules form the backbone of institutions. "The 
institutional ontology of human civilization (..) is a matter of status 
functions imposed according to constitutive rules and procedures." 
(Searle, 2005, 9) He also underlines that rules only become 
institutionalized when they are collectively accepted. Like Aoki he thinks 
that the embeddeness thesis and an institutional approach, therefore, go 
hand in hand.  
184 The mechanism of the invisible hand is much more dependent on 
effective and innovative constitutive rules than on the compliance with 
regulative rules. 
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selection. Hayek explicitly distinguished cultural evolution 
from natural selection. He emphasized the innovative 
(variation) and imitative (selection) activities of individuals. 
To prove that the selected rules and the institutions that 
embody these rules are beneficial for the group, we can either 
assume that individuals acknowledging the beneficial aspects 
of certain rules take (individual and collective) action to 
warrant that these rules become directive for the whole group 
or that those institutions that are beneficial are selected in a 
spontaneous process of competition. In the first case rules 
emerge as if they are conventions, in the second case a func-
tionalist evolutionary argument is used. Hayek appeals to the 
second argument. But rational choice theory is at odds with 
functional explanation and we should seek a better explan-
ation. There is much to say in favor of seeing the evolution of 
institutions as an interaction of both spontaneous develop-
ment and design-processes. (see also Rutherford, 1994)        
  The theoretical context that does justice to such a kind of 
interaction is a bargaining approach. (Knight, 1992) To 
become a behavioral norm, a rule of behavior that has 
emerged spontaneously must win support of most members 
of society. For several reasons it is unlikely that this will 
always happen without negotiations. When there is more 
than one institutional solution (when there are several 
equilibria in terms of game theory) a choice has to be made. 
When the actors have conflicting preferences, because they 
have conflicting interests, then negotiations are inevitable; 
unless a certain rule (convention) is supported by a majority 
of the relevant population. When rules appear to have 
distributional consequences, it is also more natural to assume 
that they are negotiated than to assume that they are accepted 
spontaneously. 
  A bargaining theory pictures institutions as the result of 
struggles between social actors to establish equilibrium 
solutions that they favor most (see Knight, 1992, 126).185 The 

                                                
185 This does, of course, not exclude that rules have evolved spon-
taneously. Not all rules are of have been contested.  
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collective benefits are byproducts of personal benefits.  
  By emphasizing negotiations and struggles, a concept of 
power is introduced into the analysis. Power is the ability to 
influence the action alternatives of the other actors in such a 
way that they choose an alternative that they would rather 
not have chosen. This does not imply that the chosen 
alternative has no merits, but rather that they opted for an 
alternative that promised them more. The element of power 
seems to be in conflict with the voluntary character of the 
agreed solution. But the fact that the actors accept a solution 
is not due to the fact that they favor this solution, but due to 
the fact that they have little or no choice. The idea that the 
voluntary character of an action excludes the use of power is 
due to the habit of equating power and violence. 
  The basic elements of Knight's bargaining model are: 
a) there exists a possibility for a mutually beneficial solution 

to a cooperation problem, 
b) there is a conflict of interest about the precise interpreta-

tion,  
c)  an agreement is only possible when everyone assents  to it, 
d) the actors involved are parties in a continuous relation, 
e) there is an asymmetric division of resources. 
In this model the parties are thrown together, they cannot 
change partners. They have an interest in finding a solution, 
but don't agree about the terms/ conditions. Each party has 
the ambition to make that rule valid that delivers her 
particular advantages. To that end the strategic possibilities 
of the other parties have to be curtailed. Given the 
interdependent character of the strategic choices this means 
that the expectations concerning each other's actions have to 
be influenced. Evidence shows that the degree of success in 
negotiations is partly due to the division of resources and 
partly due to the credibility of the self-imposed alternative 
solution and the degree of risk-taking. The first step to 
influence the expectations that the other parties cherish is to 
commit oneself to a specific strategy. The challenge is to 
convey to the other parties the impression that one is 
determined to do what one suggests one shall do. Very 
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important are the resources that one has at one's disposal in 
situations where the negotiations demand a lot of time. Those 
who are able to use delaying tactics and who have less to lose 
will take more risk and can ultimately compel the other 
parties to accept a specific solution. But the winning party 
cannot push to hard to impose a solution. The proposed 
solution must gain legitimacy in society as a whole. It is an 
aspect of the power one has that one is able to legitimize the 
offered solution to third parties. In due time a stable pattern 
of institutionalized solutions will develop which will be 
acknowledged as informal rules of behavior.  (Knight, 1992, 
132ff) 
  In this bargaining theory power expresses the capacity of an 
actor or actors to impose an equilibrium solution on the rest 
of the actors. When these equilibrium solutions are 
institutionalized, they appear for a younger generation as 
established normative expectations into which they are   
socialized. Usually the alternative solutions that were 
excluded by the prevailing solution are no longer part of the 
collective memory. These institutionalized solutions still 
embody power relations, but these relations are latent. (see 
also Lukes, 1974) 
 
5. Social rules and rational action  
 
Given that there are social rules, can action based on these 
rules be explained within the context of rational choice 
theory? Should we make a distinction between rational action 
and rule-led (or institutionalized) action, or can they be 
mixed up? I shall discuss this question only in the context of 
regulative rules, or rules that one can decline.   
  The reason why, on balance, it is rational to follow rules, has 
to do with decision-making costs, with uncertainty and with 
the complexity of the decision problem, which overstretches 
the computational capabilities of the agents. Social rules can 
also be viewed as providing solutions to recurrent interactive 
problems, i.e., to choice problems individuals jointly face. It is 
the presence or absence of relevant external effects that will 
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determine whether or not a rule concerning those activities 
takes on a more private or social character.  
  Does rule following really preclude a maximizing choice? 
Binmore and Samuelson do not see a fundamental difference 
between the two: "In using a social norm in a situation to 
which it is well adapted, homo sociologicus behaves as though 
he were optimizing. Similarly, when optimizing homo 
economicus behaves as though he were employing a social 
norm that is well adapted to his problem."(Binmore and 
Samuelson, 1994, 61)186 
There are two arguments that explain to what extent rule 
following differs from rational decision-making. The first is 
that rule following is not a maximizing choice; this is the 
argument of Vanberg. The second is the argument that 
agents, contrary to what rational choice theory predicts, will 
cooperate to realize goals that are beneficial for all. Vanberg’s 
point of reference for a maximizing choice is the case-by-case 
comparison of all feasible alternatives. He presents the 
following arguments concerning maximizing choice and rule 
following. 
  The essence of the economic model of rational choice lies in 
the assumption that in any given situation an actor chooses 
from among potential alternative courses of action the one 
that he expects serves his interests best. From this perspective 
it seems to be natural to interpret human behavior as a 
continuous sequence of singular choices. The disposition to 
abide by rules is, on the contrary, relatively independent of 
the specifics of particular situational constraints. Rule 
following invokes, in Vanberg ‘s view, "the idea of a kind of 
pre-programmed behavior, for which, in some sense, the very 
absence of choice seems to be constitutive". (Vanberg, 1994, 
15) Rules are typically looked at as choice-constraining 
factors. Rule following behavior reflects the fact that the actor 
does not choose on a case-by-case basis, but is predisposed to 

                                                
186 Akerlof writes about the use of norms in decision making as the 
"missing motivation". He applies norms in a maximizing framework. 
(Akerlof, 2007) 
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act in a certain way in certain types of situations. "According 
to the model of case-by-case situational choices, rule-
following behavior should be observed only to the extent that 
over a sequence of recurrent choice situations the relevant 
incentive structure is stable enough so that rule compliance is 
in each and every case the preferable alternative". (Ib., 15) The 
logic of rule following is that behavioral regularities are due 
to a specific kind of disposition on the part of the acting 
agent. Rule following is not obeyed because the agent upon 
separate assessment of each situation believes that following 
the rule selects the most promising alternative, but because 
he identifies the situations as belonging in the class of 
situations in which rule-following is the best strategy. 
(Vanberg, 1993, 175/6) 
  How can a consistent concept of rule following behavior be 
defined? The simple extension of rational choice from the 
level of actions to the level of rules of action clearly does not 
provide an adequate solution to this problem. The essence of 
following a rule is not to calculate in every single case, but to 
be unresponsive, to some extent, to the changing 
particularities of individual choice situations. Vanberg argues 
that we need a shift of perspective from a theory of rational 
choice to a theory of behavioral adaptation. The essence of 
rule-following behavior is the way in which we learn about 
our world. It is the process in which people built a behavioral 
repertoire, that is, a disposition to respond to certain kinds of 
situations by certain kinds of behavior. This is the gist of an 
evolutionary theory of rational, behavioral adaptation.   
  Both this generalized evolutionary paradigm of rule 
following and the rational maximization paradigm aim at an 
explanation of how adaptability or efficiency comes about. 
Yet, their explanatory logic is fundamentally different. 
Evolutionary adaptability is not a matter of forward-looking 
optimization. It is 'driven from behind' and it reflects what in 
the past has proven to be relatively more successful than 
other tried-out alternatives. A rational choice presupposes a 
prospective adaptability to the particular contingencies of a 
current choice situation. (see also Vanberg, 1994, 36) The 
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notion of maximizing does not seem meaningful in this case, 
Vanberg thinks, because there is no attempt to determine a 
finite set of alternative rules from which the best is chosen.  
  Regarding the notion of maximizing Vanberg, in my 
opinion, confuses the issue. He seems to equate a maximizing 
choice with a choice under the condition of complete 
information, in the absence of all conditions that make rule-
following the rational option. When uncertainty reigns, for 
example, it is perfectly rational to adopt a rule that has 
proven its worth in the past. A rule is not an optimizing 
device, but the rationale for rule following is based on a 
comparison of alternative patterns of behavior. An agent 
selects a rule with an eye on reaching the best result. When an 
agent declines precise calculations because he expects that the 
costs of acquiring and processing more information exceed 
the extra benefits, he behaves as if he is maximizing. When an 
agent employs a rule because he has observed the recurrent 
patterns in separate situations and he does not regard these 
separate situations as unique events, he acts as if he is 
maximizing. Only when agents employ rules in the decision-
making process in order to reduce risks (see Heiner) or 
because of the complexities of the decision situation, does 
rule following deviate from a rational choice in the sense that 
their choice is not based on maximizing the outcome but on 
minimizing risks. But even this behavior can very well be 
explained as a rational choice. There is no a priori conflict 
between rule-led choice and rational choice.  

 
7. Conclusion 
 
In this chapter I have discussed some general features of an 
institutional approach as a correction on the description of 
the institutional theories that I presented in the previous 
chapter. In order to avoid being engaged in an endless 
regression with regard to the fact that institutions are both 
the result of human action and constrains on human action, I 
introduced institutional individualism. This methodological 
program was proposed by Agassi, and can be viewed as a 
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broad interpretation of methodological individualism in 
which phenomena should be explained in terms of 
individuals and the relations between individuals. 
Particularly it is assumed that institutions are reproduced or 
transformed in daily practices.187 The distinction between 
constitutive and regulative rules serves to mitigate the 
compliance problem. People cannot participate in practices 
when they do not observe the rules that are constitutive of 
these practices. Bargaining theory was introduced to solve the 
question whether institutions have emerged spontaneously 
or were deliberately designed. When rules -especially 
constitutive rules- do not serve alike the interests of those 
who are involved and when conflicts of interests arise, then 
the natural way to solve the conflict is bargaining.  
  Let us compare these features with the outline of a ‘Program 
for New Institutional Economics’ that Langlois has 
formulated. He mentions four main themes: 

1. Use the method of situational analysis. This is to assume that 
the agent is rational in the sense that he acts appropriately 
to or reasonably in his or her situation. This should be seen 
as a kind of bounded rationality assumption. 

2. Pay attention to the existence of social institutions of various 
kinds as bounds to and definitions of the agent’s situation. 

3. Practice careful invisible hand explanations.  
4. Use this program not only to explain the phenomena of price 

theory but also the nature and origin of social institutions. 
(Langlois, 1986, 252) 

Langlois writes that he follows the Popper-Hayek program in 
which "the aim of social science is to explain the unintended 
or undesigned results of the actions of many men." (Langlois, 
1986, 236) If this and not individual behavior is the 
explanandum of theory, then it follows that we need not 
know more about the psychology and the rationality of the 

                                                
187 “(..) it is not the case that actors create social systems; they reproduce 
and transform them, remaking what is already made in the continuity of 
praxis.” (Giddens, 1984, 171) 
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agent than is implied in the notion of adapting to the logic of 
one's situation. "Rationality, in the limited sense of the 
method of situational analysis, is necessary for a coherent 
story; but it is also sufficient for deriving the important 
theorems of economics." (Langlois, 1986, 239/40) Langlois 
uses institutional individualism in a Popperian way; 
institutions define to a large extent the logic of the situation. 
As Langlois often refers to natural selection (Alchian), 
situational constraints and neoclassical theory, I conclude that 
the outline he presented is an outline for a Neo-institutional 
Economics. The new institutional theory that is built on the 
institutional theory that I have presented in this chapter is an 
alternative for the neo-institutional theory. 188 

 
Essential for institutional individualism is the recursive 
character of human action. Another aspect of institutional 
individualism is that some institutions are exogenous. As a 
consequence institutions appear both as conditions for action 
and as consequences of actions. This dual role of institutions 
is taken as point of departure in two theories that I present in 
the next chapters, the theories of Bhaskar and Giddens. 
Though Bhaskar and Giddens share some common ground, 
their approaches are very different. As we will see, the main 
issue dividing Bhaskar and Giddens is whether social 
structures should be seen as internally or as externally related 
to human action. Apparently, institutional theory is 
compatible with quite different views concerning the agency-
structure phenomenon. 
 
 
 
 
                                                
188 It looks as if we have two full-blown theories of rational choice. One is 
the model of situational logic combined with the neo-institutional variant 
of rational choice; the other is the model of belief and desire combined 
with the new institutional variant of rational choice. I call them 
respectively the competitive and the comparative model of rational 
choice theory. (see also chapter II and chapter XIV) 
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                                         CHAPTER XI                                 
 
 
 
 
 
                          TRANSCENDENTAL REALISM 
 
 
 
1. Introduction 
 
In this and the following chapter I discuss the question how 
we should proceed with institutional individualism and in 
particular how we should conceptualize the fact that 
institutions are both the products of human actions and the 
conditions for human action. Bhaskar and Giddens have both 
formulated answers to this issue, but from very different 
points of view. Bhaskar defends naturalism, i.e., he endorses 
epistemological monism.

189
 In contrast Giddens tries to 

                                                
189 Naturalism is used here in quite a different meaning than I shall use 
the term in Part III. Naturalism in this chapter refers to the unity of 
method for the natural and social sciences. The discussion about 
naturalism in Part III concerns the relation between the ‘natural’ qualities 
of goods or states of affairs and their value. (see  chapter XVI) 
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reconcile the social system and the social action perspectives.   
In this chapter my focus is on Bhaskar's theory of 
transcendental realism. Since Lawson has used the approach 
of Bhaskar to formulate a strong criticism of economic 
mainstream theory, the exposition of Bhaskar’s approach 
inevitably introduces a discussion about economic science.  
  The constituting argument of Bhaskar is that social sciences 
face a reality similar as the natural sciences (i.e., a layered 
reality) and have the same task (i.e., to identify generative 
structures). The object of science, in this view, is to identify 
generative structures and causal mechanisms. Transcendental 
realism assumes that reality is layered and that the existence 
of these layers can be deduced from the phenomena they 
regulate. Transcendental realism takes as its point of 
departure that social life is highly a matter of routine, and 
then asks the question: what must exist in order for such 
routine to be possible? The answer is: (configurations of) 
rules, related to positions-practices, which take the form of ‘if 
X, do Y in circumstances Z'. Transcendental realism sees 
social structures both as medium and as unintended products 
of human agency. A strongly contested issue is whether 
social structures only exist in the activities they generate, i.e., 
do they have only a virtual existence. In other words, are 
social structures and human agency merely internally related 
to each other or do they have an external relationship. The 
troublesome aspect of transcendental realism is that it seems 
to defend both positions. 
  I start with a description of the main features of Bhaskar 
general theory -transcendental realism- that is followed by an 
exposition of its application in the social sciences. Here the 
structure-agency relation will be discussed. Section 4 is 
devoted to a comparison between traditional methodology in 
economics and transcendental realism. I will use this 
comparison to launch some criticism of transcendental 
realism. 
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2. Transcendental realism 
 
The question whether the objects of the natural and the social 
sciences are sufficiently homogeneous to justify a similar 
epistemology has led to fierce debates within the social 
sciences (“Die Methodenstreit”). The proponents of the unity 
of science joined the side of naturalism. Their opponents, the 
anti-naturalists, thought that the naturalist ’project within the 
social sciences (logical empiricism) is not only unfeasible but 
also undesirable given the nature of the object of the social 
sciences. Social reality is burdened with meaning and this 
meaning must be elucidated, and made intelligible 
(“Verstehen”). As opposed to positivism they embraced 
hermeneutics. 
  Transcendental realism

190

 is the philosophical position in 
which it is believed that the naturalism project within the 
social sciences is not only possible, but also inevitable.

191  This 
position is based on ontological considerations from which 
epistemological recommendations follow. Transcendental 
realism strongly criticizes positivism, or logical empiricism, 
that defines reality, in terms of experiences (empiricism). A 
certain phenomenon is explained by means of an empirical 
generalization. The phenomenon to be explained must 
appear to be a case of a general regularity. There is no need 
for theory as such. Explaining is primarily a syntactic 
question, essentially a question of deduction.  
  Hume, one of the founding fathers of empiricism, argued 
that we have no knowledge of 'causal power' because we 

                                                
190 Transcendental realism is the term for Bhaskar’s general philosophical 
position, while critical realism is the term used for the application of that 
program in the social sciences. There are two levels of methodological 
prescriptions: first, those arising from the transcendental realist approach 
to science and second, modifications arising form the transposition of 
these ideals to the social realm. 
191 The claim is epistemological not methodological monism. There is no 
dispute that social sciences cannot employ the same methods as the 
natural sciences. But in both the natural and the social sciences the 
challenge is to uncover generative mechanisms. 
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have no direct experience of it. All we can observe is the 
spatial and temporal continuity of events. The posibility of 
general knowledge rests upon the constant conjunction of 
events as they are experienced, i.e., upon regularities of the 
type 'when event x then event y'. "The idea of a necessary 
connection cannot be drawn from our observation of the 
external world but must instead be a projection onto it, 
originating from our repeated experience of the regular 
associations of events." (Pratten, 1993, 405) 
  Transcendental realism reacts against the Humean theory of 
causality. Bhaskar believes that although the objects of the 
natural and the social sciences differ enormously, the idea of 
a transcendental reality is relevant for both domains. 
Knowledge of this transcendental reality is in both domains a 
pre-condition for acquiring knowledge through experience. 
Laws are not tied to constant conjunctions of events. The 
primary focus of science is not the flux of events at all but the 
generative structures that lie behind and govern them. 
(Bhaskar, 1979, 9)192 The essence of scientific activity is the 
transition from the identification of invariance to the 
classification of mechanisms and structures that produce 
them. In the natural sciences we can think about energy, 
magnetic fields, etc. In the social sciences we can think of 
‘roles’, ‘institutions’, ‘social structures’ and so on. This is not a 
question of induction or deduction, but of abduction (or, 
retroduction). Retroduction is the deduction of generative 
structures from manifest phenomena. (Lawson, 1997a, 24; 
Bhaskar, ib., 12)  
  Transcendental realism assumes that reality is layered. 
Three separate domains are distinguished: the real (made up 
of mechanisms, structures, powers and tendencies that 
produce the events and the states of affairs at the actual 
level); the actual (made up of events and states of affairs), and 
the empirical (made up of experiences and impressions). 
(Lawson, ib, 21) The existence of those layers, which cannot 
be observed directly, must be deduced from the phenomena 

                                                
192 References are to the third edition, published in 1998. 
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they regulate. The Humean notion of causality limits the 
concept of causality to the description and/or prediction of 
observable phenomena. An explanation, however, should go 
beyond the establishment of empirical regularities. Science 
cannot confine itself to a search for empirical regularities and 
to the deductive-nomological forms of argumentation and 
verification. Science should have the ambition to model 
hypothetical mechanisms whose raison d’être is deduced 
from their effects. A scientific analysis, therefore, must be 
executed in three phases: first there is a phenomenon or a 
complex of phenomena that is to be identified and described 
(when possible by means of experimental research), next a 
hypothetical mechanism (i.e., a generative mechanism) is 
postulated and finally this mechanism must be explained. 
(Bhaskar, ib, 12) The use of metaphors, analogues and models 
is inherent to realism, because the scientist moves constantly 
form the level of the observable to the level of the 
unobservable and hypothetical units as structures, systems 
and powers. People think about these hypothetical units in 
terms of what they already know and for this reason 
metaphors and analogues take the place of concrete 
descriptions. (Lloyd, 1989) 
  The anti-naturalist argument is that natural reality can be 
observed but not understood, while social reality can be 
understood but not observed. Social reality is full of meaning, 
and is a human creation; to describe her is to interpret her. 
The interpretations of the world by scientists and laymen are 
intertwined, and reinforce each other; this is the hermeneutic 
circle. Because of this, the social world cannot be approached 
in the same way as the natural world.  
  Opposing this view, Bhaskar believes that the search for 
generative mechanisms is the common element in the 
methods of both social and the natural sciences. "The human 
sciences can be sciences in exactly the same sense, though not 
in exactly the same way, as the natural sciences". (Bhaskar, ib, 
159)193 Of course, there are distinctions, on the level of the 

                                                
193 Bhaskar acknowledges, for instance, that the results of social science 
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object of research as well as on the level of the methods of 
research. Analyzing society is by necessity a theoretical 
exercise. Society cannot be observed as a whole and it cannot 
be identified empirically independently of the effects of this 
empirical research. The natural sciences also wrestle with the 
problem that many objects are not observable, but the natural 
world exists whether or not it is identified. (Bhaskar, ib, 21)  
Another difference is that empirical social research always 
takes place in open systems, as a consequence of which 
invariant empirical regularities are absent. Decisive tests are 
withheld in the social sciences. The criteria for rational 
theoretical development must be extracted from the 
explanatory potential of theories, not from their predictive 
potential. Precision in rational explanation takes the place of 
measuring in the natural sciences.   
  Explanation involves the re-description of the explananda. 
Objects of empirical descriptions are described as something 
else, as manifestations of a system of ‘deeper’ entities.

194

 
(Mäki, 1990). An explanation is primarily an attempt to reveal 
the essential characteristics of the real world. It is only by 
means of the conceptual resources of a theory that empirical 
facts can be re-described. An explanation is essentially a 
matter of disposing over a valid theory, a theory with 
references to representations of the real reasons for events. 
Only through the conceptual power of theories can empirical 
facts be rewritten in such a way that it becomes clear what 
these facts amount to. Theories should refer to real existing, 
though not necessarily observable, entities and express them. 
In this approach the ontological framework plays an essential 

                                                                                                           
research have the potential to influence the very objects of such enquiries. 
This introduces a hermeneutic moment in the social sciences that is 
lacking in the natural sciences.   
194 To clarify the idea of explanations as re-description Mäki introduces 
the notion of identification. We identify an explanandum (the object of 
empirical description) with the object of its theoretical re-description by 
means of a declaration of identity: for instance water = H2O. 
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role. "Not merely the derivational properties, but, most 
importantly the ontological properties of theories are 
essential for scientific explanation." (Mäki, 1990, 322)  
  As a consequence, theoretical propositions are transfactual or 
normic statements. Such statements are not arrived at by 
intuition or on an a priori basis but by an a posteriori process of 
retroduction. Whereas a standard statement says that A would 
Ø ‚ in appropriate circumstances, a normic statement says 
that A really is Øing, whether or not its actual (or 
perceivable) effects are counteracted. "They are not 
counterfactuals, but transfactuals; they take us to the level at 
which things are really going on irrespective of the actual 
outcome. (..) Now in this account, to talk about factors having 
effects that may not be manifest (to make transfactual 
statements) presupposes that the world must be stratified".(C. 
Lawson, 1999, 53)  Retroduction involves the stipulation of a 
mechanism at a ‘deep’ (non-actual) real level.  
  But if the naturalism of transcendental realism is to be 
upheld, then it must be possible to identify causal 
mechanisms, structures or powers in the social realm 
analogous to those in the natural realm. One of these 
mechanisms so identified is social structure. A social 
structure is first of all a configuration of social rules, which 
are related to the routine patterns of social life. Social life is 
highly rule governed, but it by no means follows that all rules 
are available or apply to everyone. To the contrary, society is 
highly segmented in terms of obligations and prerogatives. 
Therefore, we should relate social rules to social positions 
and define social structures (also) as comparatively durable 
configurations of social relations. Transcendental realism 
introduces causality in the social sciences also in another 
form, namely as human action, which is intentional under 
some description, and where reasons are (sufficient) causes in 
so far as human doings are caused by reasons. 
Transcendental realism thus claims that both social structures 
and human agency are causal mechanisms.  
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3. Critical realism 
 
In sociology one can distinguish two main schools of thought 
that are associated with Durkheim and Weber respectively. 
The Durheimean School believes that people are ‘products’ of 
social structure; while the other maintains that social 
structures are the products of human actions. Bhaskar rejects 
this contrast, for he believes that: "Society is both the ever-
present condition (..) and the continually reproduced outcome 
of human agency. And praxis is both work, that is conscious 
production, and (normally unconscious) reproduction of the 
conditions of production, that is society. One could refer to 
the former as the duality of structure, and to the latter as the 
duality of praxis." (Bhaskar, 1979, 34/5)195  
  Society creates the necessary conditions for intentional 
action and these actions are the necessary condition for the 
continuation of society; the one cannot be reduced to the 
other. "(...) people do not create society. For it always pre-
exists them and is a necessary condition for their activities. 
Rather society must be regarded as an ensemble of structures, 
practices and conventions that individuals reproduce or 
transform, but which would not exist unless they did so. 
Society does not exist independently of human activity (the 
error of reïfication). But it is not the product of it (the error of 
voluntarism)." (Bhaskar, 1979, 36) 
  From Bhaskar’s point of view society is a composition of 
relatively independent generative mechanisms, which he 
calls social structures. Social structures are products of 
human actions. They only exist by the favor of the activities 
they generate. Social structures are continuously 
reproduced/ transformed and simultaneously they regulate 
human practices. This interaction requires a system of 
mediating concepts that relates human dynamism and social 
structures. Such a mediating system is the system of 

                                                
195 For Giddens the duality of structure refers to the dual feature of social 
structure that is both condition and consequence of action 
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practices-positions. Society is constituted by a set of positions, 
each associated with obligations, rights and duties. The 
practices are oriented towards other individuals, thus the 
obligations, rights and duties are relational. The picture that 
emerges is a network of positions characterized by the rules 
and the practices associated with them. Bhaskar calls this 
mediating system the position-practice system. (Ib., 41) Thus  
“ (...) a social system is best conceived of as a structured 
process of interaction, (...)”. (Lawson, 1997a, 165)196 
  The conception of human agency that emerges is very much 
one of a situated sort. At any given point in time each 
individual is situated in a range of positions, with associated, 
perhaps contradictory interests and motives. The advantage 
of such an approach is that it draws attention to the 
distribution of the structural conditions for action; the 
distribution of resources over agents. And it emphasizes the 
importance of conflicts of interests and the problem of social 
order.  
  The central themes of the critical realist position with respect 
to the nature of social structure and the connection between 
society and people can be elaborated by outlining what 
Bhaskar calls the Transformational Model of Social Activity. 
In this model human agency is the power to effect changes in 
the world. It depends on the ability to evaluate and 
intentionally control one’s motivations and actions and then 
make choices accordingly. Human agency carries with it the 
idea that people have a real choice in deciding which course 
of action to engage in from a number of alternative courses of 
action. Thus people are agents who work in and on the 
society they compose, reproducing it or transforming it. 
However, they do not create society from scratch. They 
transform/reproduce an already existing society using means 
present in that society. They do so largely unintentionally in 
performing work with intended effects at another level (e.g., 
material production).  

                                                
196 There is some lack of clarity here. It looks as if position-practices are 
called social structures by Bhaskar and social systems by Lawson. 
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Closely associated with this model of human agency is a 
stress on the relational character of the subject matter of the 
social sciences. All social forms depend on or presuppose 
social relations. Social relations are here understood as more 
or less enduring relations in which agents find themselves 
and through which they (inter-) act. Such relations are 
usually unacknowledged and unintentionally reproduced in 
the course of human productions, practices etc., but they are 
material conditions of activity; they make a difference and 
thus are real.  The effects of the structure of social relations on 
individuals are manifested in the interests, resources, powers, 
constraints and obligations built into each position by the 
web of relationships. Structures and ‘agency’ are to be seen as 
interdependent.

197

  
  The ontology adopted by critical realism is not only layered 
but also transformational. Similar to Giddens’ notion of the  

‘duality of structure’, the transformational theory of Bhaskar 
sees structures both as medium and as unintended products 
of people’s agency. The transformational principle centers on 
the mechanisms and structures that are the ever-present 
conditions, and the continually reproduced and/or 
transformed outcome of human agency. Operating with a 
layered and transformational ontology, the emphasis of 
investigation necessarily switches from the domains of the 
empirical and actual, to the domain of the real and the deep 
structures that govern these actions.    
 
At this point I want to address some ambiguities in Bhaskar’s 
argument. The first refers to the definition of social 
structures; the second concerns the nature of social structures. 
Bhaskar argues that the existence of (unobservable) social 

                                                
197 It is important to note that, while social structures are necessary for 
actions, i.e., they facilitate or causally govern actions they do not 
determine them. By using this conception, critical realism is able to 
maintain an active role for human agency whilst at the same time 
avoiding the error of voluntarism and retaining constraining (and 
enabling) structures. 
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structures can be deduced from their effects. These effects are 
the routines of social life. Social practices support rules that 
generate these routines. These rules (connected to rights, 
obligations, duties, prerogatives) produce the social practices 
and are reproduced and transformed in return by these 
practices Social structures, therefore, seem to be 
configurations of rules that produce the collective routines 
and are reproduced or transformed in return. But there is a 
second definition of social structures in which they are 
understood as more or less enduring relations in which 
agents find themselves and through which they act 
purposefully. These social relations are pictured as relations 
between position practices, i.e., as relational configurations of 
social practices.  
  The second question is whether social structures are agent-
dependent. The first answer is yes: they are agent-dependent 
and only have a virtual existence, as both Bhaskar and 
Lawson have argued.

198

. The second answer is no: social 
structures are 'emergent properties' of social systems. The 
concept of ‘emergent properties’ is used to justify the 
existence of social structures as generative mechanisms, i.e., 
as causal mechanisms that explain the routinization and 
stratification of social life. As generative structures they 
belong to the real layer of reality as opposed to 

                                                
198 "Social structures (..) do not exist independently of the activities they 
govern.". (Bhaskar, 1979, 38)  “If natural and social realms are similar in 
that both are characterized by structures underlying the events of 
experience, they are dissimilar in that social, unlike natural, structures 
depend for their existence on human agency. Neither can be reduced to, 
identified with, or explained completely in terms of, for each requires, the 
other. The point of relevance here, of course, is that because social 
structure is human dependent it is only ever manifest in human activity.” 
(Lawson, 1995, 18) But both admit that social structures may not depend 
upon any specific activity currently undertaken. The reason is that there 
are many social structures and quite a lot are internally related. The 
interrelatedness causes a certain independence of specific social 
structures and activities directly related to it. (Bhaskar, ib., 174; Lawson, 
1997a, 157-72) 
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actions/practices that belong to the actual layer.
199

 It looks as 
if Bhaskar under the guise of emergence is still committed to 
a dualistic social ontology of individual and society. (see 
King, 1999, 274)  
I postpone the discussion about critical realism and its con-
cepts of social structure until I have discussed Giddens' struc-
turation theory. I proceed to discuss the ontological logic of 
transcendental realism by means of Lawson’s confrontation 
with economic science.  
 
4. Transcendental realism versus empirical realism 
 
Transcendental realism starts with the ontological distinction 
between the underlying causal laws (generative structures, 
capacities, causal powers, mechanisms etc.) and the 
observable patterns of events (empirical regularities). Causal 
laws are tendencies that may or may not exhibit themselves 
empirically in any particular situation. 
  From Lawson’s point of view, realism is necessary both to 
accommodate an understanding of underlying mechanisms 
and to explain why contemporary economics fails. Only by 
adopting a realist perspective and looking ‘beneath’ the 
irregularity of phenomenal relations, can economics begin to 
make progress. Lawson’s central thesis, that economics 
should be a search for the structures and mechanisms that 
generate the typically irregular data that economics gathers, 
is accompanied by a strong criticism of the methodological 
position of mainstream economics, which he occasionally 
calls empirical realism. Lawson claims that the problems of 
mainstream economics are a consequence of its methodology, 

                                                
199 The notion of emergence (and of emergent properties) is primarily of 
ontological importance. It would be difficult to justify the relative 
autonomy of the different levels without it. I shall postpone a further 
discussion of ‘emergent properties’ until chapter XIII, because it is a 
complicated concept and it plays a crucial role in the distinction between 
transcendental realism and Giddens’ structuration theory.   
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its positivist approach, built on Humean notions of causality. 
A wholesale reconstruction of economics according to critical 
realist principles provides the only way to resolve these 
problems. Empirical realism makes the objects of scientific 
investigation the same as the objects of sense experience. 
Since those things that can be observed are most often 
empirical event regularities, event regularities become the 
objects (the only objects) of scientific inquiry. But scientists 
should look for the underlying, hidden, causal mechanisms 
that generate the empirical regularities they observe, and 
consider these underlying causes, not the empirical 
regularities themselves, to be the proper objects of scientific 
inquiry.     
  The advantage of transcendental realism, according to 
Lawson, is that it provides the resources to make sense of 
what happens outside controlled situations. This should not 
be taken to imply that transcendental realism claims that 
‘science is not concerned with event regularities at all’. Rather 
the claim is that in the transcendental realist interpretation 
"science is no longer confined to or even dependent upon the 
seeking out of constant event conjunctions, but aims at 
identifying and illuminating the structures and mechanisms, 
powers and tendencies that govern or facilitate the course of 
events". (Lawson, 1997a, 23)    
  From a realistic point of view, a constant relation of events 
will only occur under specific conditions, that is, when the 
operation of a causal mechanism can be effectively isolated 
from the operation of (an) other causal mechanism(s), i.e., 
only under the conditions of a closed system. Only in 
exceptional cases will this condition be met.

200

 This fact does 
not undermine the effectiveness of realistic analysis, for the 

                                                
200 Under normal conditions any causal claim needs a counterfactual 
analysis, otherwise one is not able to keep pseudo-causes apart from real 
causes. Mere counterfactual reasoning does not give insight into the 
ontological structure which gives rise to the relevant counterfactuals. 
Therefore, critical realism requires that causal generalizations be based 
on the knowledge of the underlying mechanisms. 
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analysis is directed to the identification of the real 
mechanisms/generative structures that bring the observed 
phenomena about. The generative capacity of mechanisms 
usually will not result in a regular flow of events, for the 
influence of each causal mechanism is counter-acted by the 
effects of other mechanisms. The capacity of a structure/ 
mechanism can be called a tendency. (Lawson, 1989a) Thanks 
to these tendencies phenomena can exhibit a certain kind of 
connection or uniformity. The conceptualization of this kind 
of uniformities can bring forward ‘stylized facts’ which can 
serve as point of departure for the analysis of tendencies.201 
Lawson’s argument is basically grounded on two assertions:  
First, traditional methodology is inadequate and has to be 
replaced, and second, a transcendental realist approach will 
succeed where empirical realism failed.  
  These assertions have raised a number of critical reactions, 
especially concerning Lawson’s judgment of empirical 
realism; the possibility of naturalism (the question whether a 
layered social reality is plausible) and the question whether 
transcendental realism meets traditional scientific standards. 
  Hands criticized Lawson’s assertion that the philosophical 
underpinning of modern neoclassical economics is empirical 
realism. He notes that Lawson refers especially to general 
equilibrium theory as a paradigmatic example of what he 
means by mainstream economics. But the hypothesis of 
general equilibrium is not based on empirical regularities.

202  
                                                
201 Whereas Lawson first used the notion of ‘stylized facts’, later on he 
introduced the concept of demi-regs (demi-regularities). Demi-regs are 
regularities actually observed. They can inspire theorizing about possible 
underlying mechanisms. More specifically, it is the ‘contrastive’ demi-reg 
that should provide the starting point for explanation. (see Lawson, 
1997a, 206 ff) An answer to a contrastive question as, why does an object 
have property P instead of Q, will provide information about the features 
that actually differentiate the actual causal history from an unactualized 
alternative. (Bouwel van, 2003) 
202 Hands argues that when we have a look at the canonical text of the 
genre, the book by Arrow and Hahn (1971), then what we see are 
“existence proofs”. Such proofs provide a kind of theoretical assurance 
that laws of economic phenomena exist. Existence proofs provide us with 
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"The history of methodological discourse not only 
demonstrates that radical empiricism has played very little 
role in the development of economic thought, it also 
demonstrates that the Millian tendency law view that Lawson 
advocates has played a rather significant role. The argument 
that economics is a separate science that cannot be conducted 
in strict compliance with the empiricist’s method of natural 
science has been an influential perspective in the history of 
economic methodology". (Hands, 1999, 179) 
  Parsons (1999) and Summers (1991) also deny that empirical 
realism has played or still plays a significant role in modern 
neoclassical theory. All argue that formalistic economic 
modeling should not be interpreted as exemplifying 
empirical realism. Many of the axioms commonly invoked in 
economic theory seem to be posited on an a priori basis and 
then retained even in the face of empirical evidence that 
contradict them (see the independence axiom in expected 
utility theory). 
  Baert (1996) takes a step further and argues that the picture 
of contemporary social science by transcendental realists is 
blatantly false. Most contemporary researchers go far beyond 
the immediately accessible level of empirical reality. A 
multivariate analysis is nothing but a search for deeper 
structures or mechanisms. Or take rational choice theory. 
Rational choice theory does not merely refer to surface 

                                                                                                           
some assurance that we are on the right track. But we do not find 
empirical regularities in Arrow and Hahn, we only know that there could 
be causes of economic phenomena that would be consistent with the kind 
of coordinated activity that seems to prevail in a market economy. All 
that is demonstrated by the equilibrium analysis is that a set of variable 
values can be determined which renders the equations of a system 
mutually consistent; the system as a whole is shown to possess a 
particular formal property. Just about the only challenge is whether such 
a solution can be provided. Hands adds that such existence proofs 
demonstrate that economists know the laws of the ‘greater causes’ of 
economic phenomena. (Hands, 1999, 176) But that misrepresents the 
exercise in Lawson’s view. Lawson simply denies that the goal of 
explaining coordinated market activity is a concern of the formalistic 
modeling project. (see also Rosenberg’s comment in chapter VIII) 
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phenomena; it refers also to unobservables like preferences 
and beliefs.  
  Lawson argues in defense that Hands’ criticism largely 
derives from one basic misunderstanding. The crux of it is 
that Hands interprets him as claiming that all mainstream 
economists are empirical realists. But, Lawson stresses that 
his central claim is that they are deductivists, they employ a 
mode of explanation which involves deducing the 
explanandum from a set of initial conditions plus regularities 
that take the form ‘whenever this event/state of affair, then 
that event/state of affairs’. And what he takes as essential to 
a deductive explanation is the structure of explanatory 
claims, not their empirical adequacy. If knowable reality is 
restricted to atomistic events given in experience, as is done 
in the positivists' tradition, then the only conceivable 
generalities are correlations, or regularities in the connection 
and succession, of these events. (Lawson, 1999, 224 ff)

203

   
  The second question to be discussed concerns the possibility 
of naturalism. The causal explanation that critical realism 
proposes may often involve reference to unobservable but 
possibly real variables and this raises a difficulty for 
restricting the number of possible explanations. The appeal to 
a layered ontology is insufficient to bypass the mapping from 
the observational evidence to the unobserved powers and 
structures. The confidence of critical realists in the existence 
of underlying (hidden) powers and mechanisms amounts, in 
the view of some critics, to an ungrounded assertion that 
ironically echoes the claims of earlier positivists about the 
truth content of observed reality. “Indeed it might be argued 
that critical realism is rather more positivist about what we 
cannot observe than many supposed positivists are about 
what we can.” (Walters & Young, 2001, 500) They also think 

                                                
203 Lawson view is incorrect, Hausman remarks, because he conflates 
laws and regularities. (Hausman, 1999) 
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that a particularly noticeable feature of critical realist 
accounts involves some allusion to a form of essentialism. 
Bhaskar argues that such objections to essentialism reflect an 
‘epistemological fallacy’: essences are an ontological category 
while the objections involve epistemological difficulties. The 
reply of Walter and Young is that if this is the case they are 
entitled to ask what this conception of essence amounts to. "If 
by ‘essence’ critical realism simply means ‘defining 
characteristics’ - essential properties are those properties of 
an object or mechanism that it must have to be an object or 
mechanism of that kind- then in a trivial sense it might be 
true that this use of the term is not vulnerable to the criticism 
we have just noted". (Ib., 499)   
  The third, and last theme, to be discussed is whether 
transcendental realism is able to meet the standards of a 
scientific enterprise. Baert, in particular, challenges the realist 
perspective. In his view, the realist attempt to establish 
yardsticks by which to judge scientific theories is 
unconvincing. These attempts centre around three notions: 
explanatory power, empirical testability, and stylized facts. 
"The realist notion of explanatory power seems to leave the 
door wide open for some non-falsifiable (or hardly refutable) 
theories to enter the realm of science.(..) Whereas verification 
and falsification are, partly owing to the nature of open 
systems, dismissed on meta-theoretical grounds, they are 
brought back (..) once the issue of empirical testability is 
introduced. But one cannot have it both ways. Either 
empirical corroborations or refutations count, or they do not. 
(..) Realists draw upon stylized facts to infer generative 
mechanisms, but by doing so they face problems traditionally 
associated with inductivism. Ever since Hume the logical 
flaws in generalizing from observable phenomena have been 
exposed". (Baert, 1996, 518) 
  Lawson defended his position against these charges. He 
once again stipulates that by a transcendental enquiry he 
refers to sub-species of retroductive argument, i.e., the move 
from a description of some phenomenon to an account of 
something by which it is produced or otherwise conditioned. 
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Transcendental realism makes an ontological distinction 
between causal laws and patterns of events. In open systems 
causal laws should be analyzed as expressing not event 
regularities, but tendencies of things that may be actually 
unrealized because of the action of countervailing powers. A 
law refers to the transfactual activity of mechanisms, which is 
to their activity as such, and is not a claim about the actual 
outcome that in general will be co-determined by numerous 
mechanisms. (Lawson, 1999, 210-215) But this leave quite 
open the question what criteria transcendental realism would 
accept to refute a theory.  
 
6. Conclusion 
 
Transcendental realism holds the view that an explanation 
must be based on objective grounds. An explanation must 
primarily be an attempt to penetrate into the essential 
features of the world that surrounds us. And this explanation 
must be based on a theory with clear references to real 
grounds for events. In this way one can try to make events 
intelligible. 
  The objective of economic analysis is the identification of 
structures which facilitate economic activities: "(..), that is, 
identifying and understanding the unacknowledged 
conditions of these practices, their unconscious motivations, 
the tacit skills drawn upon, and the unintended 
consequences." (Lawson, 1995, 27)  
 Transcendental (or critical) realism has transformed the 
question how institutions can both be conditions for and 
consequences of human actions, to the question how the 
perseverance of routine can be explained. The solution it 
offers is that social structures as rules connected to social 
practices generate these practices and are simultaneously 
reproduced or transformed by these practices. But it has also 
raised two concerns: the definition and the nature of social 
structures. These two issues are the ones that are relevant for 
discussing the agent-structure relationship and for the further 
dvelopment of an institutional theory of rational choice. I will 
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return to this subject in chapter XIII, after discussing 
Giddens’ structuration theory 
 The central claim of transcendental realism is ontological. 
Because the levels of reality are conceived as being out of 
phase, surface experience, in general, does not reveal the non-
actual world of powers, mechanisms and generative 
structures.  
  The methodological prescriptions of the realist approach are 
relatively straightforward. The objective of social science is 
the revelation of the underlying mechanisms and powers that 
govern our social world.204 These mechanisms and powers are 
hidden by a constantly changing open system that disallows 
experimentation and vitiates methods that attempt to proceed 
by picking out surface correlations. This means that the 
elucidation of the causal structure of the world is exclusively 
explanatory. The key question this account raises is whether 
such an approach will ever have the epistemological power to 
provide a prescriptive model of scientific activity.      
  To conclude: it cannot be denied that transcendental realism 
is based on some interesting observations concerning the 
traditional, deductive-nomological approach in human 
sciences. But the message that Lawson sends to social 
scientists is embedded in a controversial metaphysics, which, 
as Hausman (1998) suggests, distracts readers from his main 
concern.  
 
 

                                                
204 In itself, this is scarcely something new. Every serious researcher 
wonders whether there is some inner principle or system behind the 
observable entities, which could explain them. (see Bottomore, 1975) 
Already in 1962 G. Gurvitch emphasized that “social structures are at the 
same time the producers and the products of cultural activities”, see 
Gurvitch. G (ed.) “Traité de Sociologie”, Paris: Presses Universitaires de 
France, vol. I, chapters IV and V (cited in Bottomore, 1975). The peculiar 
view of transcendental realism is that it does not try to uncover an inner 
principle but causal powers. 
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                                         CHAPTER XII 
 
 
 
 
 
                              STRUCTURATION THEORY 
 
 
 
1. Introduction 
 
To explain Giddens’ background I shall describe two main 
approaches in sociological theory, the system approach and 
the social action approach. Giddens conception of social 
structure is an attempt to unite these approaches by replacing 
all kinds of dualisms (as between voluntarism and 
determinism or between individual and society) by dualities. 
After describing this background in sociological theory, I 
provide an overview of his structuration theory in section 3. 
In the following section I explain the ‘duality of structure’. In 
section 5, I summarize the criticism of structuration theory. 
Section 6 draws attention to empirical research and section 7 
concludes this chapter with an appraisal of Giddens’s 
structuration theory.   
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2. Two sociologies 
 
Within the science of sociology two perspectives stand out: 
the perspective of ‘man in Society’ and the perspective of 
‘Man in society’. The first is the social system approach that 
emphasizes the social factors that condition individuals. The 
second is the social action approach that emphasizes the 
active role of man in constructing his environment. It is a 
remarkable thing that two of the founding fathers of (macro) 
sociology who both departed from the action perspective, 
ultimately ended up at the system perspective. The social 
action perspective was by that left to the micro-oriented 
approaches within sociology. (Dawe, 1971; 1978) 
  Weber and Parsons both departed from the social action 
perspective to end up by the system perspective, but they got 
there by quite different routes. Weber’s intellectual work was 
directed at the modernization of western society. He believed 
that the dominance of instrumentally rational thought would 
further the emergence of large-scale bureaucracies in all 
spheres of human existence. The acting agent therefore looses 
control over the environment and is constrained by all kinds 
of bureaucratic institutions and organizations that are part of 
a society characterized by control, conflict and classes. 
  The well-known American sociologist Parsons originally 
developed a theory of voluntary action. The human agent 
was in his opinion an active, creative being that acted to 
shape his environment in accordance with his goals, plans 
and ideals. But Parsons also came to undertake another task. 
He wanted to solve the “utilitarian dilemma”, the dilemma to 
combine the activities of selfish agents with social order. 
Utilitarianism reproduced, in his view, the Hobbesian 
problem by its instrumental view of the human subject. A 
society in which human action is seen as merely 
instrumentally rational (solely characterized by means-ends 
calculations) will end in chaos. In the absence of external 
constraints the pursuit of self-interest must inevitably end in 
a war of all against all. That is why society must define social 
relations and the social actions by means of a central value 
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system, as the ultimate source of moral authority. Central 
values define functional specific norms, and they structure 
the roles and institutions that are necessary for the 
reproduction of society.  
  The priority of a central value system means that the agent is 
confronted with a pre-given world of meaning. By means of 
socialization the central values, and the norms and ends that 
are derived from them, become internalized.

205

 The intentions 
of agents are derived from the central value system and do 
not need to be explained. The only thing that needs 
explanation is the process of internalization.

206

 But this is easy 
to explain, because people seek approval and avoid 
disapproval in accordance with standards derived from the 
central value system. Actors just become role-playing 
creatures, eagerly or anxiously responding to the expectations 
of other role players in the multiple group settings in which 
they find themselves. (see Wrong, 1961)  
  Along these lines Parsons developed a model of functional 
social integration, which is characterized by consensus, status 
and socialization. Parsons is the founding father of structural 
functionalism. An essential characteristic is that the existence 
of social phenomena is explained by their functional 
contribution to the system to which they belong. All 
functional needs are to be explained from the instinct for 
survival. Social phenomena that contribute to the chances of 
survival are reinforced, and dysfunctional phenomena are 
eliminated. The system perspective has dominated (macro) 
sociology for a long time.  
 

                                                
205 Parsons developed the view that social norms are constitutive rather 
than merely regulative of human nature before he was influenced by 
psychoanalytic theory. Freud’s theory of the superego became the source 
and model for the conceptualization of the internalization of social norms 
in structural functionalism. (Wrong, 1961, 186) 
206 When a norm is said to be “internalized”, what is frequently meant is 
that a person habitually affirms it and conforms to it in his conduct. The 
presence of inner conflict drops out of the picture. 
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The action perspective is reencountered in ‘actor centered’ 
approaches such as phenomenology, ethnomethodology and 
symbolic interactionism. These currents revive Weber’s 
‘Verstehende’ or interpretative approach of social action. A 
common point of departure is that human agents are 
constantly trying to mold and construe their social world in 
interaction with others and that a special method has to be 
applied to study and understand these processes. The 
constructions of social scientists are, in terms of Schutz (1971), 
‘constructions of a second order’, i.e., constructions of the 
constructions of the social actors. Two issues are paramount: 
insight into the (intersubjective) construction (knowledge) of 
daily life and/or insight into the motives and the ends of the 
acting actor and the connection which actors make between 
means and ends. The scientist is only able to explain the 
actions of people when he knows their motives, ends, choices 
and plans in connection with biographically induced 
circumstances. To prevent researchers projecting their own 
subjective ambitions onto the acting agent, it is necessary that 
“ The scientific constructs formed at the second level, (..) are 
objective ideal typical constructs..” (Schutz, 1971, 498) In 
contrast to functionalism in which it is taken for granted that 
ends and motives are more or less individually invariant 
because people are bearers of roles which are functional 
within the given social system, these micro-sociological 
schools assume that social roles are not ready made but are 
continuously created and negotiated. Society is not a 
structure but a process. Some theorists conclude from this 
that reality is a social construction. The social construction 
approach requires that social reality must  -in contrast to 
Schutz’ recommendation- be pictured as reality as people 
experience it, as a subjective and expressive entity.  
  Human beings are knowledgeable actors, with a profound 
practical knowledge of daily life. This knowledge is based on 
socialization processes and on learning by doing. The transfer 
of knowledge presupposes a certain kind of stability in daily 
activities, i.e., a certain routine. Each activity is tied to routine. 
Each activity that is repeated often enough will be cast in 
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patterns. Habituation precedes institutionalization. Habitu-
ation leads to role-formation; institutionalization emerges 
when agents mutually regulate their patterns of roles. 
Institutions are externalizations of human routines. 
  The advantage of an institutionalization of activities is that 
one does not need to define situations once again and that the 
behavior of other agents becomes predictable. For new 
generations these institutions appear as given, as objective 
realities. These institutions must be explained and justified, 
but above all what must be transferred to them is practical 
knowledge, knowledge about the way they operate, which 
behavioral rules are expected, which sanctions are applied. In 
this process of socialization knowledge about social reality is 
internalized. Thus, we can perceive of society as a continuous 
process of externalization, objectification and internalization. 
“Knowledge about society is thus a realization in the double 
sense of the word, in the sense of apprehending the 
objectivated social reality, and in the sense of ongoing 
producing this reality.” (Berger and Luckman, 1981, 84)  
  These micro-sociological approaches pay much attention to 
analyses of micro-situations (face to face contacts) and to the 
role of symbolic systems (language and rituals). The 
emphasis is on processes of social integration. As a 
consequence conflicts of power only manifest themselves at 
the symbolic and cultural level. Moreover, there is some 
functionalistic flavor. Deviance is often denoted as having the 
(latent) function to reconfirm central values.  
 
3. Giddens’ structuration theory 
 
Giddens’ structuration theory is characterized by the rejection 
of three dualisms, those between: 1e determinism and volun-
tarism, 2e subject and object, and 3e synchrony and dia-
chrony. Structuration theory is concerned with dualities 
instead of dualisms. The notion of duality of structure must 
convey the message that structure must not be conceptua-
lized as simply placing constraints upon human agency, but 
as enabling it at the same time. (Archer, 1982, 456/7) 
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The dualism between determinism and voluntarism refers to 
two viewpoints regarding social structures: as causes of 
actions (determinism) and as embodiments of actions 
(voluntarism). The statement that structures are the medium 
as well as the outcome of reproductive activities is Giddens’ 
way of declaring how this dualism can be bridged. What he 
wants to show is that the active creation of social 
circumstances is inevitably conditioned by the necessity to 
use structural factors in the process. Giddens advances the 
proposition that when actors produce social practices they 
necessarily draw upon basic structural properties, these 
essential factors being viewed as a matrix of rules and 
resources. 
  The contradistinction between object and subject is the well-
known problem concerning the relation between social reality 
as-it-is and our consciousness about it. The mediating concept 
is “practice”. Practice as the transformation of nature and the 
reproduction of material life, i.e., practice as intentional 
activity. In his rejection of the dualism of object and subject, 
Giddens main aim is to bring together the development of the 
individual as a social being and the making (the reproduction 
and transformation) of societies within one single theoretical 
framework.  
  The concept of structuration also breaks with the 
static/dynamic dichotomy. This dichotomy is often 
associated with the short or long period respectively and with 
the irreversible respectively the variable. Giddens, on the 
contrary, wants to emphasize the occurrence of change in the 
short period. Structuration theory denies the existence of 
stability and durability. "Structuration itself is always a 
process and never a product." (Archer, 1982, 457) 
  Structuration theory goes against two central ideas of the 
orthodox consensus: the postulate of naturalism and the 
thesis of functionalism.207 In the past it was argued in defense 
of naturalism that when it was appropriate to apply concepts 

                                                
207 This is not the kind of naturalism that is defended by Bhaskar, but the 
naturalism that fuelled structural functionalism.  
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of the natural sciences in the social sciences, then one could 
best consult biology. The concept of function was borrowed 
from biology. By analogy first with biology and later on with 
cybernetics, functionalism assumes that social systems tend 
to equilibrium, i.e., a certain degree of structural stability. 
  The central problem in a functionalistic analysis is the 
problem of social order, the tension between individual and 
collectivity. Functionalism tried to solve this problem by 
assuming that the values that shape the "consensus universel" 
are internalized in the socialization process and become 
motivating norms for action. Order is equated with moral 
consensus and the problem of order with the lack of social 
control. (about functionalism, see Giddens 1976) 
  The interpretative schools of thought were for a long time 
the main rivals of functionalism. In these approaches the 
social actor is a kind of social scientist who routinely 
interprets his own and other peoples’ behavior. The social 
sciences cope with a pre-inter-preted world, a reality in which 
meaning is created and reproduced. Action is a kind of 
meaning giving. The study of social behavior implies the use 
of concepts that allow the researcher to attribute meaning to 
the observed activities. Winch thought that what creates 
meaning is rule-led behavior. He showed how Wittgenstein’s 
analysis of the use of language as rule-led behavior could be 
applied to all kinds of human interactions. Thus, it is not 
implied that agents deliberately follow rules, but that they 
know the distinction between the right and the wrong way of 
doing things. 
  It has been suggested that the functional and the 
interpretative approaches could supplement each other, and 
that, in fact, there was a kind of division of labor between 
macro-social structural approaches and micro interpretative 
ones. But Giddens' ambition is to show that this idea is 
obsolete. Functionalism portrays agents as passive receptors 
of values and is unable to show how social life evolves and is 
transformed. Interpretative approaches do not pay sufficient 
attention to the intended and unintended consequences of 
actions. They restrict the attention to symbolic aspects of 



 

 

276 

actions. Giddens’ alternative is that society continues to exist 
through the production of social practices under conditions 
that often are unknown or scarcely known to human agents. 
Research into the structuration of social practices must: 
"..seek to explain how it comes about that structure is 
constituted through action, and reciprocally how action is 
constituted structurally." (Giddens, 1993 (1976), 169). 
  The point of departure of structuration theory is the human 
capacity to intervene in the course of events. The making of 
history is the subject of analysis, not those who make it. The 
making has ontological priority, and the analysis is focused 
on the mechanisms of social reproduction. This focus is 
accompanied by a decentring of the acting subject. In contrast 
to the system approach in which human action is constrained 
by forces which human beings neither completely control nor 
fathom, structuration theory emphasizes the active and 
reflexive character of human nature. Human agents have the 
capacity of learning by doing. Human beings are 
knowledgeable creatures. Their competence is part of their 
practical consciousness. Of course the competence of human 
actors is always restricted. Sometimes unconscious motives 
play a role, and the unintended consequences of action are 
simultaneously the unknown conditions of action. But these 
consequences and conditions should always be understood as 
products of intentional action.  
  Human activities are recursive, i.e., agents reproduce by 
their activities the conditions that made their activities 
possible. It is in particular the possibility of reflection that is 
involved in the recursive ordering of social practices, though 
routine is a basic element of daily practices. The recursive 
nature of social life is made possible by continuous repeated 
daily activities.      The main concepts of structuration theory 
are the concepts of structure, system and duality of structure. 
Structure is often employed in an‘explanatory way’, i.e., 
underlying or ‘deep’ structures are held to explain surface 
phenomena. In biology ‘structure’ refers to anatomical 
patterns, ‘functions’ to how those patterns operate and 
‘system’ refers to the former two taken conjointly. Now, the 
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use of structure as anatomy can be defended in biology 
where organs are visible independently of their functioning. 
But this does not in fact apply at all to social life, where 
patterns exist only insofar as they are constantly produced 
and reproduced in human action. 
  In structuration theory, the concept of structure is used at 
different levels. Giddens makes a distinction between societal 
totalities, systems and (networks of) actors or collectivities. 
Societal totalities are characterized by structural principles as 
comprehensive principles of organizations (Giddens refers to 
such mechanisms as the market mechanism, the budget 
mechanism or the plan mechanism). These comprehensive 
structural principles determine the general institutional 
connectedness of societies. 
  Social systems comprise concrete patterns of interaction, i.e., 
connected and institutionalized social practices. Social 
systems are not structures, but they have structural features. 
Social structures are qualities of social systems. Social 
structures refer to rules and resources that are involved in the 
reproduction and transformation of social systems. In order 
to be able to reproduce social practices the actors involved 
need to have knowledge about rules and to have access to 
resources. Giddens distinguishes two aspects of rules: the 
semantic or expressive aspects and the regulative aspects. 
The first aspects refer to the execution of intentions in the 
form of practices and the interpretation of these practices; the 
second refer to the proper way to execute practices (by means 
of knowledge of expectations, duties and rights). Actors do 
not need to have knowledge of the formal definitions of rules 
to know how to apply them. Just as syntactic rules these 
structurating elements lead a virtual existence. They exist 
only at the moment that they are actualized in practices. 
Resources are divided in allocative and authoritative 
resources. Structures as coherent configurations of generic 
rules and resources connect the production of social practices 
with the reproduction of social systems: this is what the 
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duality of structures implies. 208 
  Giddens’ interpretation of social systems gives a clear 
indication that he assumes that they refer to an empirical 
reality, but that they do not coincide with it. The concept of a 
social structure is meant as an explanatory construction that 
should be helpful to fathom the logic behind social reality. 
Three structural dimensions represent the structural qualities 
of social systems: dominance (the disposition over resources), 
signification (generative rules), and legitimation (regulating 
rules). These structural qualities form the institutionalized 
features of social systems. Structures of signification are 
included in institutions of symbolic order; structures of 
legitimation are to be found in institutions of legislation and 
law enforcement, while institutions of dominance are 
included in economic and political institutions. These 
structural dimensions can be distinguished only analytically. 
The extent of institutional differentiation and the way in 
which they are interwoven gives expression to the structural 
features of social systems. For brevity’s sake I shall define 
social structures just as rules and resources.  
  The way in which Giddens uses the terms ‘structure’ and 
‘system’ requires the concept of structuration to connect the 
two. The process of structuration shows how systems, 
through the application of rules and resources, are produced 
and reproduced in social interaction. 
 
4. The duality of action and structure  
  
Structuration theory assumes a recursive reality, i.e., a reality 
that is reproduced by the actions that it makes possible. Social 
practices that once were original are repeated continuously 
and in the end become routines.  
Social structures as sets of rules and resources being the chief 
properties of social systems are activated when agents draw 
upon them as stocks of knowledge and means. Agents draw 

                                                
208 "The structural properties of social systems are both medium and 
outcome of the practices they recursively organize". (Giddens, 1984, 25) 
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upon social structures to reproduce sets of specific practices 
that in turn contribute to the total constitution of society. The 
duality of action and structure has to be related to the 
concepts of unintended consequences and unacknowledged 
conditions. Individual agents are not always aware, certainly 
not discursively or self-consciously so, of the structures they 
draw upon. Agents draw upon existing structures as typically 
unacknowledged conditions for action. And social structures 
are typically unintentionally reproduced through the actions 
of many interdependent agents. The unintended 
consequences are often the unacknowledged conditions in the 
following period. 
  For interaction to make sense, we must assume 'mutual 
knowledge'. This mutual knowledge is background know-
ledge, which means that it is taken for granted. It is ‘tacit’ 
knowledge and exists on the level of practical consciousness 
(Taylor, 1993) It concerns apparently trivial codes that normal 
people have mastered  -without effort it seems- and use in the 
same way as we can talk without being able to formulate the 
rules of grammar. Next to the discursive level and the level of 
practical consciousness, Giddens distinguishes a third level of 
subjectivity namely the level of unconsciousness. Uncon-
scious motives urge agents to habitual action, for routine is 
known and reduces uncertainty. The unconscious level is the 
source of the basic need for security. 
  To act is a way to realize objectives by employing means. 
Power refers to the capacity of an actor to mobilize resources 
that deliver him the adequate means. In the view of Giddens 
the notion of action is logically related to that of power.209 In 
order to relate structure and action (social practices) we need 
to introduce some mediating concepts. Thrift suggests using  
 

                                                
209 Giddens makes a distinction between power as a transformative 
capacity and power as a relational concept (power as dominance). The 
first refers to the capacity of agents to intervene in the course of events; 
the second refers to the capacity to secure outcomes whose realization 
depends on the actions of other agents. 
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the concepts of system and institution (Thrift, 1983, fig. 1)
210

, 
but I prefer to use the concepts of social practice and social 
system, because in social practices rules and resources are 
 
                                      social system 
                                             |    

                                                | 
                                      social structure 
                                                 

                                     social practices 
                                             |                           
                                                                           
                                     human actions         
                                        
                                           figure 1 
 
employed (see figure 1). Institutions together with social 
practices make up social systems and form the main link 
between the structural reproduction of agency and the 
agent’s reproduction of structure. It is through institutions 
(collective routines) that social systems are integrated.  The 
daily activities of agents are very important for the 
reproduction of institutionalized practices. But this does not 
imply that the daily activities construct, as it were, the micro-
foundations of the macro-aspects of social life. Micro-macro 
relations can better be approached from the relation between 
social and system integration. (Giddens, 1984, 139ff) Social 
integration concerns the integration within systems of 
interaction, whereas system integration concerns the 
integration between systems of interaction. Integration 
should not be thought of as equivalent to ‘cohesion’, but 
should be used to indicate the degree to which each part of a 
social system has direct or indirect ties or interchange with 
every other part. In structural functionalism integration 
referred to the internalization of basic values, while in 

                                                
210 In Bhaskar ‘s theory the mediating concept is a position-practice 
system. 
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structuration theory social integration refers to the reciprocal 
character of practices of direct interacting agents. System 
integration refers to the degree in which practices of agents 
are tied up beyond the context of direct interaction.211 The fact 
that societies are clusters of institutions does not guarantee 
that it is a matter of integrated systems. There can be lots of 
contradictions and contrasts. Contradictions are defined in 
terms of the conditions of the reproduction of societies, and 
emerge when societies are based on multiple principles of 
organizations (structural principles). It is, for instance, 
possible that there is a certain tension between the market 
principle and the budget principle. 
  Structuration theory shows more affinity with the analysis 
of Weber than with that of Parsons. Power, social inequality, 
contradictions and conflicts are important concepts. Power 
does not denote a kind of behavior but is inherent in all 
behavior. Resources and rules are the medium through which 
power can be exercised. Power does not necessarily indicate 
conflict in terms of conflicts of interests and struggle; and 
power is not necessarily oppressive. Power does not always 
hold emancipation back; it is as much a medium to further 
emancipation. But there is no doubt that many social conflicts 
can be seen as conflicts of power. These conflicts often have to 
do with attempts to redistribute resources, which create 
modalities of control within social systems. All social systems 
are to a certain degree characterized by an unequal division 
of resources and thus by social inequality. Sometimes there 
even is exploitation. But exploitation does not necessarily end 
in struggle and confrontation. 
 
 
 
 

                                                
211 Societal totalities (or societies) can be identified by means of the 
configuration of structural features (the structures of signification, 
domination and legitimation) or by means of the configuration of 
institutional orders (the symbolic, political, economic and legal order). 
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5. Comment on Giddens’ structuration theory 
 
The criticism concentrates on three points: 
1. the idea that structures only exist in the activities they 

generate 
2. the idea of the duality of action and structure 
3. the definition of structure as rules and resources212 
The question is posed whether structuration theory still has a 
place for the kind of structural constraints that follow from 
the fact that institutions exist before new generations of 
individuals are born. Giddens believes that this completely 
accords with structuration theory, since it says that social 
systems are not created but reproduced. Also the fact that the 
structural qualities of social systems are given to the agent 
does not create a problem for structuration theory, as long as 
it is accepted that they have a virtual existence until they are 
activated. The emphasis on the constraining effects of social 
structures creates the impression that social structures are 
like natural forces, but this is complete nonsense. Structural 
constraints follow from the contextuality of actions. (Giddens, 
1984, 169 ff) Structural constraints define the feasible set of 
alternatives, and form and channel the system reproduction. 
  Great objections have been raised to the abandonment of the 
dualism of action and structure and its replacement by the 
duality of structure. In the opinion of Mouzelis (1989; 1995) 
one is justified to assume the duality of structure when the 
actors only need to have practical knowledge of the rules that 
are implied by the structure. Only in this case are rules (and 
resources) continuously reproduced by way of routine. When 
the orientation is not practical but strategic or theoretic, then 
rules become the object of interactions instead of mere means 
for interactions, and the scheme of the duality of structure no 
longer applies. For, when some rules become the object of 
interaction, this means that they are negotiated and could, as 

                                                
212 An accompanying criticism is the observation that Giddens has not 
conducted empirical research and merely on the basis of an argument 
disregards dualism. 
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a consequence, be transformed or even abandoned. Giddens' 
response is that in structuration theory two types of 
methodological bracketing are possible. In institutional 
analysis structural properties are treated as chronologically 
reproduced features of social systems. In the analysis of 
strategic conduct the focus is placed upon modes in which 
actors draw upon structural properties in the constitution of 
social relations. (Giddens, 1989, 288)  
  The definition of structures as rules and resources is also 
criticized (see Callinicos, 1985; Urry, 1982; Thompson, 1989; 
Porpora, 1989). Callinicos, for instance, blames Giddens for 
generalizing a linguistic theory to the social domain. But 
Giddens pointed out that language is recursively implied in 
common practices and that the phenomenon of recursiveness 
and its theoretical consequences interests him and not 
language as such. (Giddens, 1985) Thompson believes that 
Giddens only creates confusion by defining structures as 
rules and resources. The approach of Giddens leads to 
equating social structures with institutions, whereas 
Thompson wants to maintain a distinction between them. 
Institutions are characterized by rules and one can imagine 
how, in social interactions, institutions are reproduced and 
transformed. But it requires a lot of imagination to believe 
that the same holds for structures, as for instance a mode of 
production. In reply, Giddens explains that in Thompson's 
view social structures are constructed around particular 
historical forms of organization of production, whereas social 
structures in structuration theory are the structural features 
of social systems. Thompson refers to the structural principles 
of societal totalities, whereas Giddens discusses structural 
properties of social systems. Giddens adds that he wants to 
avoid the term social structure as much as possible, because it 
seems to be something that is external to human action. But 
"..,structure is what gives form and shape to social life, but is 
not itself that form and shape - nor should 'give' be 
understood in an active sense here, because structure exists in 
and through the activities of human agents.” (Giddens, 1989, 
256) The reality of social structure is virtual not actual, for 
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only social practices are real as structuring forces. 
  Whereas Giddens explains that much of the criticism 
directed at his concept of social structure misses the point 
because his critics confuse his concept of social structure with 
his concept of social system, Mouzelis calls on him to explain 
the connection between structure on the one hand and system 
with structural features on the other hand much better than 
he has done so far.  
  Porpora ’s criticism of Giddens’ conception of structure is 
essentially that what it identifies is cultural structuring rather 
than social structuring. It refers to the structuring of our 
behavior by culture as opposed to social relations. (Porpora, 
1989, 209) Giddens’ rules are regulative rules, not the 
constitutive rules of society. And since social phenomena 
retain their identity under regulative rule violation, 
Giddens’s structuration theory only explains the 
reproduction of existing structures, not their transformation, 
and therefore, it cannot explain social change. Again, the 
accusation of Porpora is based on the confusion regarding 
Giddens' concepts of social structure and social system. 
  This kind of criticism is also connected with Giddens’ 
emphasis on the importance of routine. Routine is in Giddens 
oeuvre a master key. It provides the ground for practical 
consciousness to develop. And it is the basis of the 
institutionalized features of social systems. Some critics think 
that the net result of Giddens’s stress on routine is that 
structuration theory comes close to a reproduction theory, 
one in which routine freezes social relations. (Thrift, 1985, 
620) Archer complains that the combined accentuation of 
actors’ knowledgeability and the under-emphasis of how 
institutions work ‘behind our back’ produce a 
complementary neglect of institutional characteristics in their 
own right. "The voluntaristic bias means that institutions are 
what people produce, not what they confront.(..) For 
Giddens, institutional recursiveness never reflects the 
durability of constraint: it always represents the continuity of 
reproduction". (Archer, 1982, 463) 
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6. Structuration theory and empirical research 
 
Giddens did not undertake any empirical research himself. 
The reason that he offers is that structuration theory offers an 
ontological framework, and is not meant to be a testable 
theory. Its concepts should be viewed as ‘sensitizing devices’. 
Structuration theory does not suggest ready-made concepts 
which can be transferred into an empirical setting and which 
can be modified in the course of such work. Instead it 
sensitizes empirical work to ontological concerns, by 
developing ontological arguments through illustration.213 (see 
also Gregson, 1989).  
  In chapter VI of “The Constitution of Society” Giddens does 
refer to empirical research undertaken by other researchers, 
research which illustrates structuration theory. He refers for 
instance to the well-known study of Paul Willis, “Learning to 
Labour” (Willis, 1977). But Willis’ research project was not 
based on structuration theory, and also the other research 
projects were not informed by structuration theory. This 
suggests that the concepts applied in structuration theory are 
so general that they are compatible with several social 
theories.  
  In research that was undertaken in the spirit of structuration 
theory, it appeared to require a consideable degree of 
ingenuity and originality to transform the ontological 
arguments into empirical concepts and relations. Layder 
(et.al.) performed a research project on the transition from 
school to work in which they tried to test structuration theory 
and more in particular the thesis of the duality of structure by 
distinguishing structural variables (such as the situation in 
the labor market, region, class, sex) and individual variables 
(education, search activity and the like). The results of their 
                                                
213 “The concepts of structuration theory, as with any competing 
theoretical perspective, should for many research purposes be regarded 
as sensitizing devices, nothing more. That is to say, they should be useful 
for thinking about research problems and the interpretation of research 
results.” (Giddens, 1984, 326/7).  
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research confirmed that agency and structure are mutually 
implicated. But Layder (c.s) also emphasize that though 
structures are instantiated in activity, they also form part of 
the institutional fabric that provides the ever-present 
backdrop to social activities. In the construction of their 
variables they distinguished between the ‘interactional’ 
aspects of rules and resources and the ‘distributional’ effects. 
In so doing they restored to the notion of rules and resources 
some sense of their implication in the pre-established, 
reproduced social relations that confront human agents in 
their everyday activities. They treated structural factors as 
separable from and thus as external to those activities of 
individuals that continuously intermesh with and reproduce 
them over time. In this way they wanted to avoid the 
conflation of structure with situated activity, which has the 
effect of dissolving the external and objectively constituted 
elements of social structure into the continuous flow of 
situated activity. (Layder et. al., 1991, 449)  The consequence 
is that, after all, in this research it is not the duality of 
structure that is demonstrated but the interaction of structure 
and agency. This does not need to be seen as a falsification of 
the thesis of the duality of structure, but it indicates how 
difficult it is in an empirical project to take structural 
variables as internal to the agents’ activities. In Willis’ 
ethnographic study, on the other hand, based on 
participatory observation of the counter-school culture it was 
not difficult to demonstrate how ‘social forces’ operate 
through agency. 214  

 
7. Conclusions 
 
There are many correspondences between Bhaskar’s and 
Giddens’ approaches to the relation between action and social 
structure. Both stress the dual feature of social structure as 

                                                
214 Though empirical research does not straightforwardly support 
structuration theory, I do not know of any empirical research undertaken 
to test transcendental realism. 
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both condition and consequence of action. But in contrast to 
the similarity of these concepts, Bhaskar (and his followers) 
seem also to be willing to give room to a kind of dualism of 
human action and social structure. There seems to be both an 
internal and an external relation between agency and 
structure. I shall return to this subject below. First I 
summarize Giddens' main ideas. 
  What divides Bhaskar’s transcendental realism most from 
Giddens’ approach is his naturalism. Whereas Bhaskar 
pointed to the similarities between the natural and the social 
reality, Giddens begins from the opposing point of view, the 
enormous difference between the social and the natural 
world. In the natural sciences objects of knowledge function 
independently from the process of knowledge production. 
This is not the case in the social sciences. Social sciences cope 
with a pre-interpreted world. Therefore, they are confronted 
with the problem of a dual interpretation. The relation 
between the layperson interpretation and the scientific 
interpretation is the central methodological issue in the social 
sciences. It follows that folk psychology plays an important 
role in this approach.215  

  Contrary to mainstream rational choice theory Giddens does 
not use a concept of action that coincides with isolated 
purposive action. Giddens begins with socially regulated 
action (praxis). He believes that this concept better than the 
(pure) concept of action represents the regulated and by that 
the context-framed character of human’s doings and goings. 
Moreover, it concerns actions that are oriented towards other 
agents. In Giddens’ view structure enters simultaneously into 
the constitution of the agent and social practices, and “exists” 
in the generating moment of this constitution. Social 
structures are incarnated in the practices of persons because 
structures only exist in and through the activities of human 
agents. “(...) structure has no descriptive qualities of its own 
as a feature of social life, because it exists only in a virtual 

                                                
215 Bhaskar also refers to 'the hermeneutic moment', see note 193 in 
chapter XI 
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way, as memory traces and as the ‘instantiation’ of rules in 
situated activities of agents” (Giddens, 1989, 256) In 
Giddens’s view the concept of ‘agency ‘should be regarded as 
more fundamental than that of the ‘individual’. The making 
is more important than the maker. 
  Structuration theory should be seen as a formal social 
theory, i.e., as a logical conceptual model of human action. It 
is not a formal theory in the sense of a hypothetical-deductive 
set of regularities. It has the status of an ontological or 
heuristic model. We should rather qualify it as a heuristic 
frame of concepts than as an explanatory theory. Just like 
transcendental realism we should approach structuration 
theory as a variant of individual institutionalism. The degree 
of routine behavior shows how the institutionalization of 
social life coordinates actions in a meaningful way.  
  Though Giddens does not refer to a layered social world, he 
does distinguish society as a social entity from the people 
who constitute that society and since he rejects reductionism 
we may assume that he refers to two distinct entities. 
Probably he would agree that the notion of supervenience is 
the appropriate term to describe the relationship between 
them. Archer, and critical realists, however, refer to 
‘emergent powers’ or ‘properties’, that arise in a higher level 
(social structures, for instance), and whose presence cannot 
be fully explained by the activities at the lower level, in this 
case individuals. Thus, structures and individuals are located 
on different levels of social reality.  
  I think it is wise to accentuate the difference between the 
concepts of supervenience and emergence. Supervenience is a 
relation of dependence, that which is supervening is depen-
dent on what it supervenes. Moreover, it is to be a non-
reductive relation: supervening dependency does not entail 
the reducibility of the supervenient to its supervenient base. 
These two ideas, dependency and non-reductiveness, have 
become closely associated with supervenience. At the core of 
the idea of emergence is the thought that as systems acquire 
increasingly higher degrees of organizational complexity they 
begin to exhibit novel properties that in some sense transcend 
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the properties of their constituent parts. In this, the concept of 
emergent properties does not dif- fer from the supervenience 
concept. There is, however, a stronger variant of emergent 
properties, in which they are thought to bring into the world 
new causal powers of their own, and, in particular that they 
have powers to control and influence the direction of the 
lower-level powers from which they emerge. (see Kim, 1999, 
6) 
  The supervenience relation is sufficient to demonstrate that 
the relation of human agency and social structures is one of 
dependency but not reducibility. The stronger concept of 
emergent properties directs the attention to the need to 
penetrate behind the surface appearances of social 
phenomena to an ‘inner, or ‘deeper’ structure and to causal 
mechanisms. And it can be used to argue that, contrary to 
Giddens’ view; social structures and agency are separable.

216

 
To proceed with this discussion I need to explain the concept 
of emergence; I will do this in the next chapter and complete 
the discussion about agency and structure there.  
 
I want to conclude this chapter with a point of critique. What 
I found lacking in Giddens analysis is an explicit attention to 
the potential tensions between the comprehensive structural 
principles that determine the general institutional 
connectedness of society. These structural principles that 
define the principles of organization of the social totalities are 
referred to by Giddens as the market principle and the 

                                                
216 The similarity between the concept of supervenience and the weak 
concept of emergence explains why realists sometimes use the 
supervenience relation. When Lawson, for instance, argues that although 
“(...) it is clear that structure and human action presuppose each other it 
remains the case that they are different things; neither can be completely 
reduced to, identified with, or explained completely in terms of the 
other”, then he formulates a supervenience relation. (see Lawson, 1997a, 
170) This can be confusing when he uses it to explain the separability of 
agents and structures, for the supervenience relation can be used to 
explain how social systems acquire structural properties, and this does 
not necessarily entail separability. 
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budget principle. We could also think of the relations 
between the economic system, the political system and the 
social system. Though Giddens discusses system integration 
when he mentions the possibility of frictions in a social 
system with multiple organizing structures, he is rather silent 
on the problem under which conditions the complex of social 
systems that make up society are merely reproduced or 
radically transformed.217  This is the basis of the critique of 
Archer, who thinks that structuration theory is conceptually 
handicapped to discuss this issue. 
 
 
 
 
 
 
 
 
 
 
                    
 
 
 
 
 
 
 
 
 
 
 
                                                
217 Giddens does not use evolutionary theory to account for change. His 
argument is that evolution works blindly, which cannot be reconciled 
with purposeful intervention in the course of social development. 
Moreover, the relation of human society to its material environment is 
ill conceived as one of mere adaptation. 
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                                           CHAPTER XIII 
 
 
 
 
 
                HUMAN AGENCY AND SOCIAL STRUCTURE 
 
 
 
1. Introduction 
 
In this chapter I investigate how the relation between social 
structure and human agency is approached: as inseparable or 
as separable. 
  We saw, in the previous chapter, that two arguments are 
offered why social structure and agency should be separated. 
Namely, because a) social structures pre-exist present living 
individuals; and b) social structures are causally efficacious. 
The first argument, is not really an issue in this context since, 
as we already noticed, both Bhaskar and Giddens endorse it. 
But it is connected with the second argument, and therefore I 
shall pay attention to it. To argue for the relative 
independence of social structures one can argue, first, that it 
is a level of reality with emergent properties. And second, 
social structures demonstrate their independence from 
human agency by the causal powers they possess. I will 
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consider this argument in section 4. But I begin with an 
overview of the most used concepts of social structures. For it 
is important to know whether the claim that social structure 
should be viewed as a relatively independent entity is 
connected to a specific conception of social structure. 
Thereafter, I will delve somewhat deeper into the relations 
between structure and system, because in transcendental 
realism and in structuration theory this relation is 
conceptualized in different ways. After I have dealt with both 
subjects I will compare both theories.  
 
2. Concepts of structures 
 
Social structure is one of the most central concepts in 
sociology. Yet, there is wide disagreement about its meaning. 
This disagreement is consequential because differences in the 
way theorists conceptualize social structure lead to very 
different approaches to sociology and to social sciences in 
general.  Porpora believes that social structure refers to one of 
the following views (Porpora, 1989, 195): 
1. Patterns of behavior that are stable over time. 
2. Lawlike regularities that govern the behavior of social facts. 
3. Systems of human relationships among social positions. 
4. Collective rules and resources that structure behavior. 
It is noteworthy that Porpora does not explicitly mention the 
concept that was widely used at times that structural 
functionalism dominated sociology, namely, that a social 
structure refers to a social whole that is a combination of 
connected parts. Most researchers into social structure at that 
time agreed that the study of social structure is essentially the 
study of the relation-ship between the parts of a whole.

218

 
   

                                                
218A ‘structure’ is “[A] patterned relationship between differentiated parts 
constituent of a complex whole.” (Munch, 1976, 196) We could define a 
system in functional terms and distinguish subsystems, as the economic, 
political, cultural and social subsystems that are functionally integrated to 
form a whole. 
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In the first concept, "structure refers to those aspects of social 
behavior that the investigator considers relatively enduring 
or persistent" (Ib., 196). Structure is conceived as a form of 
stable or repeated behavior. This is a very general view that is 
accepted by most schools of thought as an aspect of social 
structures.

219

   

  The idea of structures as law like regularities among social 
facts is traditionally associated with Durkheim. "According to 
this view, social facts or group properties are related to each 
other by a pattern of law-like regularities that together 
constitute social structure". (Ib., 197) The job of the sociologist 
is to uncover these regularities through empirical observation 
and thereby to describe social structure. Quantitative 
variations in one social fact are related to quantitative 
variations in other social facts. "This conception of social 
structure rigidly divorces sociology from psychology, and 
represents social structure as something entirely devoid of 
human agency. Social structures operate mechanically over 
the heads of individual actors". (Ib., 198) In contrast to the 
first definition, this definition sees social structures as 
external to human agents. These two definitions exemplify 
the two polar positions between which Bhaskar and Giddens 
try to find a middle course. 
  The conception of social structure as systems of human 
relationships among social positions is traditionally 
associated with the Marxian tradition. Porpora suggest that 
there is a strong affinity between this concept of structure and 
the realist approach of Bhaskar. But I think that this is only 
part of the truth. It seems to me that Bhaskar applies two 
conceptualizations of social structure. The first is that Bhaskar  
 
                                                
219 Only some use it as the real definition. Swedberg, for instance, defines 
social structures as “some kind of recurrent and patterned interactions 
between agents that are maintained through sanctions.” (Swedberg, 1994, 
255).   
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conceives of social structure as:  
a) configurations of rules, 
b) that are rooted in positions-practices 
c) and generate the habitual behavior of human agents. 
This is the concept that Bhaskar needs to explain the 
ubiquitous presence of routine and how social structure is 
both the condition and the outcome of social action. This is 
the concept of duality of structure.  
In addition to this concept of social rules Bhaskar seems to 
use a second concept of social structure as: 
i) configurations of social relations 
ii) that are manifested in position-practices    
iii) and as having causal powers of their own. 
In this conception social structure reflects the actual 
organization of society as manifested in networks of 
positions/ practices.  
  The fourth conception of social structure is associated with 
Giddens. Giddens conceives of social structures as: 
a) sets of rules and resources,  
b) that are rooted in situated practices  
c) and generate the collective routine in social life. 
Next to this Giddens has a concept of social systems as: 
i) configurations of social relations across time and space, 
ii) that are rooted in connected and institutionalized social 

practices 
iii) and having structural properties. 
Giddens provides, in Porpora’s view, a cultural definition of 
structure and social structure manifests itself in structuration 
theory as an intersubjective reality. In transcendental realism, 
in contrast, a materialist definition of structure is offered and 
structure refers, therefore, to an objective reality. Transcen-
dental realists believe that Giddens, as a consequence, 
debilitates the concept of social structure.

220

 Whereas Giddens 

                                                
220 “ (..) by structure Giddens is essentially referring to rules, which belong 
as much to the subjective realm as agency.” (Porpora, 1989, 202) Hodgson, 
commenting on structuration theory, says that ‘critical’ realism (in contrast 
to structuration theory) does not collapse the world into the mind of the 
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can describe poverty, in their view, only as a cultural 
phenomenon  (the culture of poverty), Porpora 's definition of 
social structures enables him to describe it as above all a 
social (material) phenomenon.221  Giddens, however, is aware 
of the fact that actors, whose activities constitute social 
practices, are ‘positioned’. That is, that they have an unequal 
access to the rules and resources which enable actors to 
exercise these practices and which simultaneously constrain 
them. Therefore, he borrows Bhaskar’s notion of position-
practices to underline this inequality. (Giddens, 1984, 83) 
Social systems are organized as regularized social practices 
and the positions that are associated with these practices are 
the material basis of the social relations within social 
systems.

222

 
  Giddens for his part thinks that there is some functionalist 
flavor attached to transcendental realism because it 
mistakenly assimilates the notions of structure and system. 
Moreover, it employs the notion of structure in an 
explanatory way, in the sense that ‘underlying’ or ‘deep’ 
structures are held to explain surface phenomena and 
because of its functionalist proclivity it takes consequences of 

                                                                                                           
actor. Hodgson deduces this distinction solely from the fact that Giddens 
views structure as inseparable from action, which is quite something else. 
Hodgson continues to say that both the social and the natural world retain 
in critical realism an existence independently of our perception. (Hodgson, 
2002, 163) Apparently this is, in his view, not the case in structuration 
theory. But in view of Mäki’s discussion of different concepts of realism, 
transcendental realism is a kind of indirect epistemic realism (the 
ontological claim is not conceptually independent from the epistemic 
claim), whereas structuration theory is a kind of indirect ontological 
realism. (Mäki, 1998) Being both realist theories, there is no reason to 
maintain that the one is subjectivist and the other is not.  
221 It is in this respect remarkable that Popora seldom mentions resources 
as part of Giddens' definition of social structures. 
222 Giddens defines a social system as “reproduced relations between actors 
(..) organized as regular social practices)”  (Giddens, 1984, 25) Compare 
this with Lawson’s definition of it as “ a structured process of 
interaction”.(Lawson, 1997a, 165) (as structured by positions/practices). 
The conclusion is that they have much in common.  
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actions or of social arrangements to be elements of the causes 
of those actions or arrangements.  
  In structuration theory structure refers to the organizing 
principles (the rules and resources) behind the actual 
organization of society. Actual society is made up of 
networks of socially regulated practices. Social practices are 
also the bedrock of institutions for the latter are held to be 
nothing more than such social regularized practices as 
structured by rules and resources.  
  The first definition of Bhaskar does not differ substantially 
from the definition that Giddens provides. Neither would he 
deny that in this conception social structure is inseparable 
from human action. In the second definition social structure 
is defined independent of human action.223 Bhaskar does not 
deny that all things social are activity dependent. Without 
human activity nothing in society could have its genesis, 
continuation or undergo change. But there are structures that 
are the products of past actions. We could say that Bhaskar 
uses two accounts, one that emphasizes the duality of 
structure (structures as both conditions and consequence of 
human action) and one that emphasizes social structure as 
the determinant of social relations (as in the Marxian theory 
in which social structure refers to the relations of production). 
In the first account the inseparability thesis is confirmed, the 
second account emphasizes the pre-existence of social 
relations. Since social structures possess causal powers, social 
practices cannot be linked to social structures because they 
belong to different layers of social reality. Therefore, he 
disconnects praxis and structure. Archer underlines the 
importance of this dual account: "This need for separate 
accounts of 'structure' and 'praxis' firmly separates the TMSA 

                                                
223 Lawson sometimes supports the inseparability thesis, for he writes: 
“because social structure is human dependent it is only ever manifest in 
human activity.” (Lawson, 1995, 18), but at another occasion he supports 
the idea that social structure refers to a level of social reality “which, 
though dependent upon, is irreducible to human thought and action” 
(Lawson, 1997a, 317, note 2) 
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from structuration." (Archer, 1995, 150)224 
 
3. Dualism and dualities  

 
The separability/ inseparability issue represents, according to 
Archer, the ontological parting of the ways between 
structurationists and realists. (Archer, 1995, 63) Authors, like 
Archer, who decline the idea of the duality of structure, fall 
back on Bhaskar's second (Marxian) definition of social 
structure. For some this means that social structures take 
historical forms and correspond to relations of production as 
they are defined by the prevalent mode of production. These 
authors emphasize the pre-existence of social structures. 
Others, like Archer, think that the denial of the separability 
thesis prevents the possibility of discussing macro-social 
change in theoretical terms. They stress the autonomy of 
social structures. Both groups of authors think that social 
structures causally influence human actions. Thus, in their 
view, the denial that structure is separable from agency rules 
out the view that social structure is 1e autonomous or 
independent, 2e pre-existent, and 3e causally efficacious.  
  If autonomy is denied and the dualism of agency and 
structure is ignored, then social reality can be treated as 
nothing more than as an aggregate of people. (Archer, ib., 43) 
Archer criticizes Giddens's definition of social structure 
because it "shifts the referents of structure away from 
identifiable forms of social organization (the division of labor, 
educational systems, and political parties) (..)". (Archer, ib., 
107) This is important for her for two reasons: she is 
interested in the way social structures work as it were 'behind 

                                                
224 The fundamental argument between structuration theory and 
transcendental realism is about the stratified nature of social reality. 
While structuration theory acknowledges only three strata (the natural, 
the biological and the social), transcendental realism acknowledges two 
additional strata, personal psychology (mind as emergent from body) 
and socio-cultural structure (structure as emergent from social relations). 
The social is not one and indivisible, but made up of heterogeneous 
constituents. (Archer, 1995, 102) 
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the back' of people and because she is interested in the 
relation between social integration and system integration 
(see her frequent references to the seminal article of 
Lockwood, 1964). In brief, what Archer wants to preserve in 
social theory is the ability to analyze the social determinants 
of human action as well as the tensions (conflicts, 
contradictions) on the macro-social level in order to be able to 
explain whether or not they generate system change or, as 
Bhaskar once said, to discuss 'historical possibilities'. (Bhaskar, 
1983, 85) 225 She thinks that both the inseparability thesis as 
well as the definition of social structures in terms of rules and 
resources makes it unsuitable for both purposes.  
  In Porpora's view, the discussion of pre-existence turns on 
the question what has analytical priority: rules or 
relationships? Porpora beliefs that social relationships are 
historically and analytically prior to subsequent rule 
following behavior. (Porpora, 1989, 206) As a consequence he 
treats social practices as derivative from social relations. 
Social relationships have determined the distribution of 
resources and the assignment of rules over position-practices. 
From this it follows that social structure, as a system of 
relationships among social positions is separable from human 
actions. Since social structures precede the positions-
practices, they determine the capabilities that are attached to 
these positions-practices. These capabilities are in a sense the 
causal properties of the social structures and that is why they 
form the social (material) causes of social phenomena. 
Whether structures are causes will be subjected to discussion; 
the notion of pre-existence does not require more than the 
argument that "social structures, the deposit or residue of 
actions undertaken in the past, provide the context in which 

                                                
225 Lockwood proposed a view of system disintegration that arises from a 
‘lack of fit’ between the core institutional configuration of a social system 
and its material substructure. (Lockwood, 1964, 252) Social change will 
occur when the material substructure facilitates the development of social 
relationships, which, if actualized, would directly threaten the existing 
institutional order. This is, in fact, the Marxists' analysis of the collapse of 
Capitalism.  
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current action is placed. (..) These historically given structures 
condition (..) people's behaviour in the present by laying 
down an initial distribution of resources and vested 
interests." (Lewis, 2000, 260).  
  The most controversial issue is whether social structures are 
causally efficacious. This proposition is often defended by 
referring to emergent properties, but this is not correct. It is 
not disputed that as systems acquire increasingly higher 
degrees of organization they begin to exhibit novel properties 
that in some sense transcend the properties of their 
constituting parts and behave in ways that cannot be 
predicted on the basis of the ‘laws’ governing simpler 
systems. These new properties are called emergent properties. 
These emergent properties are qualities of social structures 
and thus prove their existence separate from human action.

226

 
Moreover, these emergent properties show, it is claimed, that 
social structures are causally efficacious. But this claim only 
makes sense within the transcendental ontology. For the 
transcendental realist ontology presents a social world that is 
made up of structures and individuals that belong to 
different strata of social reality. There is no question of 
reducing one to the other or eliding the two. On the contrary, 
there is every reason to explore the interplay between the 
two. It is only through analyzing the processes by which 
structure and agency shape and re-shape one another over 
time that we can account for variable outcomes at different 
times. 

227    

                                                
226As an example of an emergent property, Archer refers to the increased 
productivity of Adam Smith’s pin-makers which was a consequence of 
their division of labor (relations of production) and not reducible to 
personal qualities. (Ib., 51) This is a very special example of an emergent 
property. Later on, she defines an emergent property as a "relational 
property that has the generative capacity to modify the powers of its 
constituents in fundamental ways and exercise causal influences sui 
generis ". ( Ib., 174) 
227 It is the notion of ‘emergent properties’ that supplies the adherents of 
this position with a base for realist ontology. Archer takes as her premise 
that the emergent properties of structures are irreducible to agents, 
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But Giddens adheres to another ontology. In the ‘ontology of 
praxis’ as put forward in structuration theory, structure and 
agency are inseparable. Structure becomes real only when 
instantiated by agency. This ontological assumption has 
direct implications for theorizing, for their corollary is that 
neither structure nor agency has independent or autonomous 
features, but only those properties, which are manifested in 
and reproduced or transformed through ‘social practices’. 
Because ‘structure’ is inseparable from ‘agency’, there is no 
sense in which it can be either emergent or autonomous or 
causally influential. Giddens’ position on the issue that social 
structures possess causal powers of their own is clear: 
“Structural constraints always operate via agents, motives 
and reasons, (...)”. (Giddens, 1984, 310) For, though it is true 
that practices are independent of particular individuals filling 
it, they are neither independent of the network in which they 
are embedded nor of all individuals that constitute society. 
Therefore, it is wrong to say that practices are autonomous. 
Society can exist only through individuals, either in the past, 
present or future and positions-practices can never be 
autonomous of all these individuals. This does not exclude 
the existence of emergent properties, what it does exclude is 
that these emergent properties are causally efficacious. Of the 
two approaches only structural realism supports the claim 
that emergent properties are qualities of social structure and 
that the effects of these emergent properties can be traced 
back on the events on a lower level. I shall investigate this 
claim in the next section. 
 

                                                                                                           
meaning that in principle they are analytically separable. We cannot 
reduce social phenomena to psychological phenomena. Social reality 
must be viewed as distinct, indeed ‘sui generis’, of individuals. When 
Archer talks of structures, as distinct levels, she is primarily interested in 
their ‘generative causal powers’. It is these powers or properties that 
provide a level with a real, as opposed to an actual, existence. When it is 
argued that the notion of causally efficacious social structures cannot be 
sustained, then this would be an argument against the view that social 
structures are external to human agency. 
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4. Emergent properties and reconstitutive downward      
    causation 
 
The concept of ‘emergence’ plays a crucial role in 
transcendental realism. Lawson defines emergence as 
follows:  “An entity or aspect found at some level of 
organization can be said to be emergent if there is a sense in 
which it has arisen out of some ‘lower’ level, being 
conditioned by and dependent upon, but not predictable 
from, the properties found at the lower level.” (Lawson, 
1997b, 112)

228

       
  It is its virtue of being emergent (irreducible to individuals 
and their practices) and causally efficacious that, Bhaskar 
maintains, social structure may be regarded not as a merely 
theoretical construct, but as real. The causal efficacy of social 
structure legitimates the possibility of a distinctive science of 
society by underwriting the existence of a distinct, knowable 
subject matter for the social sciences. 
  I have presented a short introduction of the notion of 
emergent properties in chapter VIII that I shall not repeat 
here. I want to remind the reader that we can distinguish a 
weaker and a stronger notion of emergent properties. The 
weaker notion only involves the claim that some configu-
ration at a lower level of organization gives rise to surprising 
properties at a higher level of organization. The stronger 
notion of emergent properties involves the reconstitutive 
downward causation claim that, once arisen, emergent 
properties have causal power of their own that change causal 
powers at the lower level of organization, the levels from 
which they emerged. The idea of weak emergence or ‘upward 
causation’ is widely accepted in the social and natural 
sciences: elements at a lower ontological level somehow affect 

                                                
228 Another formulation is “P is an emergent property of a thing b iff either b 
is a complex thing (system) no component of which possesses P, or b is an 
individual that possesses P by virtue of being a component of a system 
(i.e., b would not possess P if it were independent or isolated” (Nash, 1999, 
458) 
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those at a higher level. Also the notion of downward 
causation is well known: emergent properties influence the 
course of affairs at a lower level. What is contested is the 
stronger notion of reconstitutive downward causation. 229 
  For Hodgson, the crucial point in the argument is to 
recognize the significance of reconstitutive downward 
causation on habits, rather than merely on behavior, 
intentions or preferences. (see Hodgson, 2002, 170) 
Reconstitutive downward causation works by creating and 
moulding habits. Habit is, in his view, the crucial and hidden 
link in the causal chain.230 "Accordingly, as long as we can 
explain how social structures give rise to new or changed 
habits, then we have an acceptable mechanism of 
reconstitutive downward causation.(..) By acting not directly 
on individual decisions, but on habitual dispositions, social 
structures exert downward causation without reducing 
individual agency to their effects". (Hodgson, 2002,171; see 
also Hodgson, 2004)

231

   

                                                
229 Reconstitutive downward causation is a strong claim. It says some-
thing like the following: supervenient properties can, on the long run, 
change the base properties. 
230 "The term "habit" generally denominates a more or less self-actuating 
disposition or tendency to engage in a previously adopted or acquired 
form of action." (Camic, 1986, 1044) Actions that are frequently practiced 
tend over time to become habitual. There does not seem to be much of a 
distinction between habitual behavior and routine. 
231 In the discussion between transcendental (critical) realism and 
structuration theory Hodgson takes a special position. His definition of 
social structure looks very like the first one given by Bhaskar to explain 
the duality of structure, though most authors who defend the claim of 
reconstitutive downward causation refer to Bhaskar's second definition 
of social structure. Hodgson writes: "Those particular social structures 
that have the capacity for substantial, enduring and widespread 
reconstitutive downward causation upon individuals are termed 
institutions." (Hodgson, 2002, 174)  Apparently he has more definitions of 
social structure, but he needs this one because he discusses habit 
formation. Hodgson described the process of habit formation as recon-
stitutive downward causation. But when that is the case, reconstitutive 
downward causation is no longer evidence that (all) social structures are 
activity-independent.   
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The idea of reconstitutive downward causation has struck 
some thinkers as incoherent. And Kim agrees that it is 
difficult to deny that there is an air of paradox about it. "After 
all, higher-level properties arise out of lower-level conditions 
and without the presence of the latter in suitable 
configurations; the former could not even be there. So how 
could these higher-level properties causally influence and 
alter the conditions from which they arise?" (Kim, 1999, 25) 
The obvious case is that, diachronically, the interactions of 
individuals -in some given context and situation- can give 
rise to new aggregate phenomena and properties that, in 
turn, can feed back on how individuals act and react 
subsequently. And this ‘cycle’ can go on and on. The tough 
issue is how, synchronically, emergent properties relate, 
ontologically, to the relevant entities and their properties at 
the base level. There is something circular and incoherent 
about this variety of downward causation. How can the cause 
of the consequence be simultaneously the consequence of the 
‘consequence’? 
  But also the diachronic case is beset with difficulties. As Kim 
explains, the difficulties boil down to this: "if an emergent 
property M emerges from some basal condition P, why can’t 
P displace M as a cause of any putative effect of M? Why 
can’t P do all the work in explaining why any alleged effect of 
M occurred?" (Ib., 32) When M causes a base property M*, 
and given that M has an emergent base P that it supervenes 
on it is hard to avoid the conclusion that in the real causal 
story P rather than M causes M*. In other words, it is hard to 
avoid the conclusion that M plays no causal role over and 
above the role played by P. M is just epiphenomenal.

232

   

 

                                                
232 When people develop habits and the habituation of certain aspects of 
behavior leads to institutionalization and this leads in the end to constitutive 
rules, how can these constitutive rules initiate a change in habits that, in the 
end, would lead to a change of these same constitutive rules? Or to 
formulate it differently, how can an emergent property change a base 
property without becoming a base property itself? 
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The conclusion, therefore, is not encouraging for the 
'stronger' notion of emergent properties: if emergent 
properties exist, they are causally, and hence, explanatory 
inert and therefore largely useless for the purpose of 
causal/explanatory theories. “(..)higher-level properties can 
serve as causes in downward causal relations only if they are 
reducible to lower-level properties. The paradox is that if they 
are so reducible, they are not really “higher-level” any 
longer.” (Kim, 1999, 33) 
  It is true that newly formed social structures affect the social 
practices of individuals. But they do not do so as causal 
agents. They rather provide new social relations or new social 
environments within which individual agents interact. Varela 
and Harré formulate a similar objection. They argue that 
efficient causation always involves a particular that produces 
or generates something.

233

 Because social structure lacks the 
capacity to initiate activity and to make things happen of its 
own accord it is not an efficient but a material cause of social 
activity. As a consequence it does not qualify as a powerful 
particular. The conclusion to which Varela and Harré’s 
rejection of the causal efficacy of social structure leads them 
to is that social structure is in actual fact immanent in (and so 
ontologically reducible to) people and their practices. (Varela 
and Harré, 1996, 313)  
  Critical realists who acknowledge that people are the only 
powerful particulars in society, still claim that pre-existing 
social structure does make a difference to the course of events 
by influencing the actions that people choose to make, and in 
virtue of this pre-existing social structure satisfies the causal 
criterion for existence, if ‘causality’ is understood as the 
ability to make a difference to the course of social events. 
(Lewis, 2000, 258) This gives rise to the question how the 

                                                
233 Efficient causation is used here with reference to human agency as the 
sole agent who generates something. Earlier I have spoken about sufficient 
reasons in relation to human agency. A sufficient reason as an effective 
reason is a reason (a belief-desire combination) that actually led to the action 
(see chapter II). 
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causal efficacy of social structure is to be understood. 
Pattomäki has suggested we conceptualize the causal efficacy 
of social structures in terms of Mackie’s INUS condition. This 
condition states that a cause is an insufficient but necessary 
part of a set of conditions that are collectively unnecessary 
but sufficient for the occurrence of some outcome. Social 
structure is a necessary but insufficient part of a causal 
complex (combinations of structures and agencies) that is 
sufficient but unnecessary for the occurrence of a particular 
social event. For different combinations would lead to the 
same outcome and the same combination can lead to different 
outcomes.

234

 (see Mackie, 1976)  Since a causal complex 
contains combinations of structures and agency we can 
characterize the causal influence of social structures as the 
material cause of action. And we need to do so if we want to 
hold on to the idea of purposeful action. 
   We have found that social structures, whatever the 
definition, cannot initiate activities, but they can be a material 
cause of habitual behavior in combination with human 
agency. It is part of a causal complex rather than an 
independent causal factor. This conclusion supports the view 
of structuration theory that structure and agency are 
inseparable. The properties of social structure only manifest 
themselves when they are activated in and reproduced or 
transformed through ‘social practices’.  
 
5. Conclusion 
 
In this conclusion, I first turn to the particulars of the agency-
structure relations. Archer was one of the critics who started 

                                                
234 Pattomäki counts five elements in any causal complex (K) capable of 
producing events, tendencies and the like: namely actors (AR), rules 
(RU), resources (RE), practices (PRA) and meaningful action (AN). 
Together these form the sufficient but unnecessary condition for the 
production of a result. Hence, there is never a single cause but instead 
always a causal complex K =[AR, RU, RE, PRA, AN]. A result X may be 
produced by K(i), i.e., there may be many different sufficient conditions 
capable of producing the same result. (Pattomäki, 1991, 239) 
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a discussion about the issue that structures pre-exist human 
agents, which raises the question how structures could be the 
product of human doings. Maybe we can narrow the problem 
to two issues. The first is the relationship between present 
day social structure and present day agents. This is best 
understood as a supervenience relation, where structures are 
the properties of relations that supervene on individuals. The 
second is the relation between agents and social structures of 
the present and those in the past. These stand in some 
relation of causal dependence to one another. Healy argues 
that when we look, for instance, to the demographic structure 
"then both the way individuals are distributed in the present 
population and the properties of the supervening 
demographic structures are causally dependent on the 
actions of past individuals, who were probably, in their turn, 
constrained by the demographic structure that supervened on 
them". (Healy, 1998, 517) Attempts to explain the actual 
demographic pattern will most likely involve referring to the 
actions of the now dead, or to the structures of the past. 
"However, such causal explanations form no part of the 
conceptual relationship between agents and structures. As it 
exists today, properties and all, the demographic structure 
supervenes on those individuals here present." (Ib., 518) 
  Archer holds to the view that the assertion of pre-existence, 
far from nullifying activity-dependence, actually specifies 
upon whose activities the development of a particular 
structure depends, in contrast to those later agents who 
cannot be held responsible for its genesis, but only for its 
maintenance, change or perhaps ultimate abolition. (Archer, 
1995, 72) But the only thing that matters is that present agents 
confront a pre-existing social structure and reproduce or 
transform it while they act. 
  Social structures cannot be directly sensed like the powers 
and forces of nature, so perception is no direct guide to their 
existence and powers. A transcendental ontology can be 
based on two arguments. Firstly, there is an argument about 
society’s necessary existence prior to and independent of 
individual and collective understanding at any particular 
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moment. Second, causal power rather than physical being or 
sensory apprehension is the vital index of existence. Causal 
power is real if it results in observable human actions and 
institutionally organized patterns of behavior. Rules, roles 
and relations are amongst the causes of behavior and so must 
be real.  
  Since the deep issue is the different conception of causal 
powers, that is, the different views as to which entities are the 
sources of activities, the case is clear: only persons can fulfill 
that role. Only individuals as bearers of roles are potential 
‘causes’ of actions. Social structures influence the state of 
affairs only by the way they condition people’s choice of 
action, not by acting autonomously (behind people’s back). 
Agency implies the capacity to produce a difference. 
  If social structures, to be real, must be distinct from their 
effects, what does it mean to say that they are ‘present’ only 
in their effects? We can say that the concept of ‘emergence’ 
apparently was needed to resolve this problem.  
One needs to make a sharp distinction between the idea of 
cause as an antecedent event, which triggers a mechanism, 
and the idea of social structures as relatively enduring 
mechanisms that determine real possibilities and where 
agents are often the ‘triggers’. (Manicas, 1980) The second 
formulation, the combination of structures and agents, is 
what the INUS conditions are about and is consistent with 
structuration theory. Giddens does not use the concept of 
emergent properties himself; he refers to the self-regulating 
properties of social systems. Social structures are ‘real’ in the 
sense that they have ‘real’ effects, for example, they 
constitute, limit and enable actions. His approach is founded 
on a conception of the individual agent where routine is 
foundational for action and reason. The key concept of 
routine provides a mechanism through which institutions can 
act upon individuals and help constitute their natures and 
preferences. However, the reliance on routine has a 
drawback: it makes it difficult to theorize about social change, 
for when we rely on routine, we focus on social 
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reproduction.
235

 Giddens argues that the concept of 
reproduction no more has a special connection to the 
structure of social stability than it has to that of social change, 
“Every act which contributes to the reproduction of structure 
is also an act of production, a novel enterprise, and as such 
may initiate change by altering that structure at the same 
time as it reproduces it.” (Giddens, 1993, 134)  
   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                                                
235 When habits are viewed as relatively stable patterns of human 
behavior, we have a problem of accounting for change. For societies do 
change and old patterns of behavior do wear out. Thus, there is both 
reproduction as transfomation. Therefore, we must think of routine as 
continuously adapted to new circumstances, acknowledging that they are 
by definition liable to resist change. Remember that routines are also 
central in transcendental realism; therefore it faces a similar problem.  



 

 

309 

 
 
 
 
 
 
 
 
 
 
 
                                         CHAPTER XIV 
 
 
 
 
 
                            RATIONAL CHOICE THEORY: 
 
                         AN INSTITUTIONAL APPROACH   
 
 
 
1. Introduction 
 
The problems facing rational choice theory are partly 
empirical, partly theoretical in origin. The anomalies in 
expected utility theory were detected in empirical 
experiments, but the problem of free riding is connected with 
the construction of economic man as a selfish human being. 
The construction of atomistic agents creates difficulties in 
finding solutions to coordination- and cooperation problems 
and the independence axiom is responsible for problems in 
every situation where a choice is based on a comparison of 
states of affairs. That (parts of) theories are not confirmed by 
empirical facts is not unusual, and one can discuss whether 
the empirical tests were appropriate. When it comes to 
theoretical problems it is often the case that theoretical 
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constructs or concepts contradict each other. For instance, 
maintaining the independence axiom by individuating 
choice-options through broadening the definition of 
outcomes is not compatible with consequentialism. Another 
example is that the 'escape from psychology collapses with 
the 'escape from perfect foresight.' I have discussed these 
paradoxes and inconsistencies extensively in the preceding 
chapters and shall restrict myself in this concluding chapter 
of the Parts I and II to some general remarks about it. 
  In section 2 I present a short outline of the transformation of 
economic science in the previous century, followed by some 
important aspects of personal, strategic and social choice. In 
section 4 I present the main elements of institutional 
individualism. As usually, I finish with a conclusion.  
                  
2. The great transformation 
 
In the development of economic science we can observe three 
'revolutions'. These were all involved, in one way or another, 
with the fundamental question: should economic theory be 
based on assumptions about human psychology or on 
assumptions about rational choice? 
  The first was the marginalist revolution in which the model 
of man was significantly modified for the first time. (see 
Morgan, 2006) Whereas Smith pictured economic man as a 
mixture of talents, instincts, motivations and preferences, 
Mill's creation of homo economicus was a character whose 
emotional range was narrowed to economic motivations and 
propensities. Mill believed that there is only one constant 
motivation, namely the desire for wealth, accompanied by a 
dislike for work. (Morgan, 2006, 2ff)  But Jevons painted 
economic man as a calculating consumer, whose motivations 
and actions are defined in unobservable psychological terms. 
Jevons 's economic man is a move away from Mill's homo 
economicus who accumulated wealth in the form of goods or 
money, towards an individual gaining enjoyment or utility 
from consumption of these goods. "Whereas Mill's picture of 
homo economicus still seems to refer to observable behavior 
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Jevons calculating man is an introspective character whose 
subjectively registered feelings we cannot access".(Ib., 12) 
Morgan concludes that "[t]he marginal revolution has 
effectively put the problem of economic choice at the center 
of economic behavior". (Ib., 18) Economics became the science 
of purposeful action. 
  The second revolution is the one that Robbins effectuated 
and in which economic science was transformed from a 
theory about efficient allocation in the ‘economic domain’ 
into a science of practical reason. Marginal analysis was no 
longer bound by the traditional economic domain of 
production and consumption, but was extended to all aspects 
of human life in which scarcity plays a role. And since 
scarcity stretches to the consumption of time, all activities are 
characterized by it. In the 19th century, during the marginal 
revolution, the conception of man's desires or his needs is 
primary and dictates his valuations and choices. From the 
mid-20th century under the influence of Robbins it is the 
valuations and choices that are dominant. Utility theory 
remained the theoretical vehicle for the economic approach to 
practical reason. It was still grounded in psychological 
theory. Robbins, for instance, eschewed behaviorism because 
it conflicted with purposeful human behavior. We know from 
introspection, he argued, that people order their preferences 
in a consistent way.  
  During the third, positivist, revolution, utility theory was 
stripped of its psychological content. This revolution was 
completed with Samuelson's theory of revealed preference, 
which was meant as a definite escape from psychology. Since 
the revealed preference theory one might make reference to 
human psychology in explaining economic behavior, but 
doing so was unnecessary. It is assumed that desires can only 
be maximized or satisfied by 'rational choices.' By making 
choices dominant over desires it was admitted that the 
economic agent could have any type of motivation, provided 
he chooses rationally.  "The "reasons for action" are not the 
initial feelings of the subject, but are rationalized (or reasoned 
backwards) by the economist from looking at the 
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consequences. Model man (..) is a normative model of 
normative behavior for real people to follow." (Morgan, 2006, 
21) Ultimately the economic science of practical reason was 
transformed in an axiomatic decision theory.236 The utility 
function was reformulated into a choice indicator or a 
preference ordering function.237 
  In the second half of the previous century the assumption of 
perfect foresight was questioned and ultimately abolished. 
The abandonment of perfect foresight paved the way for the 
learning process to become one of the central issues of 
neoclassical economics. The learning process clashed with the 
abandonment of psychic processes. There is an incom-
patibility between the willingness to pursue a pure formal 
approach that eliminates the study of psychic processes and 
the need to place the study of learning processes at the center 
stage. (Giocoli, 2003, 397) 
  To get the strong formal results, the individual rationality 
had to be combined with other basic tenets of modern 
economics  -perfect competition and general equilibrium 
theorizing. But there is an issue for which the formal 
consistency does not suffice and that is the problem that 
agents differ in their beliefs and expectations as to relevant 
economic events. How can these heterogeneous agents be 
modeled in terms of equilibrating behavior? Neoclassical 
theorists repeatedly ran into the necessity of assuming perfect 
identity among the agents featuring in their models. It is no 
surprise that the conclusion was drawn that modern 
mainstream theory does not possess a theory of the 
individual. (Davis, 2002b)  
 
 

                                                
236 Utility became an index of preference satisfaction instead of being an 
object of preferences. 
237 Only when a complete ordering is assumed can choices be inferred from 
preferences. But usually choices just reveal preferences, and not the other 
way around. This creates a problem for the belief-desire model, for desires, 
instead of being reasons for actions, function in this way more like animating 
devices, as the Rationality Principle does in the model of situational logic. 
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3. Personal and social choice: a different approach 
 
In this section I want to touch on a number of unrelated 
aspects of rational choice and emphasize the difference with 
mainstream rational choice theory.  
In theories of rational choice it is usually assumed that agents 
take decisions on a case-by-case basis. But it conforms more 
to reality to assume that people have plans. These plans do 
not have to be worked out in detail, and they are not an 
endless sequence of means and (intermediate) ends, but they 
structure further reasoning about means and the like and 
they do this in ways that are shaped by the requirements for 
consistency and coherence of the intermediate ends. Plans are 
typically partial: they specify certain actions or ends, but 
leave certain issues about means, preliminary steps, 
specifications and the like to later practical reasoning. 
Relevant intentions provide a background framework for 
further practical reasoning. Plans do not necessarily serve 
only selfish ends. Of course, there are selfish actors but there 
are also altruistic actors and most actors sometimes act 
selfishly and at other occasions altruistically. This is as much 
determined by their disposition as by the normative 
expectations of relevant others. 
  Let us now turn to the question whether rational choice 
theory should be based on assumptions about rationality or 
about human psychology. Since, in rational choice theory, 
agency is more important than the individual we need not 
know everything about the agent. We assume that agents are 
rational rule followers who tend to be risk averse. We also 
assume that agents act on a plurality of motives and we need 
to combine our knowledge about human psychology with our 
knowledge about their perception of situations to understand 
the motive they acted on. This is a kind of behavioral or 
institutional approach Behavioral economics is an attempt to 
introduce into economic science some of the theoretical and 
methodological approaches of psychology (how decisions are 
influenced by loss aversion, anticipated regret, by perceptions 
of fairness etc). (Bruni & Sugden, 2007) In non-expected theory 
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these psychological notions have found acceptance. We have 
to construct decision theories that do not depend on the 
independence axiom in the traditional way and to accept that 
agents have non-separable preferences across alternative 
events. In order to make room for principled and moral 
actions we have, moreover, to accept that preferences can be 
process-nonseparable.238These theories use a modified utility 
function, which consists of a term representing basic utility 
and a term representing an added, experienced, utility. 
  
An approach to decision making that takes plans as point of 
departure dismisses the traditional case-by-case approach. 
Taken too literally this would mean abandoning most of 
game theory. But we could make a distinction between games 
without and with learning effects. This distinction carries 
over in the distinction between games that are played once 
only and games that are played repeatedly. Games that are 
played once only are similar to a case-by-case approach. This 
distinction carries through into interpretations of equilibrium 
points. Nash proposed two possible interpretations of 
equilibrium points: 'mass action' and 'rationalistic' solution. 
The distinctive feature of the 'mass action' interpretation is 

                                                
238 Frey (et. al.) has suggested that people have preferences about how 
allocative and redistributive decisions are taken. They mention the right 
to participate in political decision making as a crucial characteristic of 
any democratic institution. Citizens may gain 'procedural utility' (as they 
call it) from such participation rights over and above the outcome 
generated in the political process. If people feel that society offers equal 
opportunities they may be less concerned with inequalities because they 
see that social mobility is real. Procedural and outcome utility are not 
perfectly separable. If a procedure is fair, an unfavorable outcome may 
have to be attributed to oneself. If it is unfair, one can blame an authority 
for the bad outcome. This attribution effect predicts a complementary 
relationship between processes and outcomes: fair procedures are more 
valued when outcomes are good. The net relationship between 
procedural and outcome utility then depends on the relative strength of 
the substitutive and complementary effects. (Frey, et. al., 2004). (see also 
section 4, chapter XVI) 
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the requirement that games are played repeatedly, though 
not per se infinite. The players are not modeled as perfectly 
rational, but rather as learning human beings. The second 
interpretation holds for games played once only. In order for 
players to deduce what other players will do, they must have 
full knowledge of the structure of the game. This second 
interpretation is closest to neoclassical theory and has become 
the dominant interpretation of NE. (Giocoli, 2003, 310 ff) 
 The main solution concept of non-cooperative game theory 
(the NE) is the keystone of the whole theoretical edifice of 
contemporary neoclassical economics. Today NE embodies 
the discipline's most fundamental notion, namely, that of 
rational strategic behavior. But the concept still lacks a 
compelling interpretation, neither the epistemic (which was 
conducted with Bayesian tools) nor the evolutionary 
approach is fully convincing. The epistemic approach 
requires the imposition of unrealistic conditions on the 
agent's knowledge endowments. The evolutionary approach 
does not solve the problem of equilibrium selection. 
Schelling's solutions to these problems were never followed. 
The reason was that he did not use mathematical tools (Rizvi) 
or because he assumed heterogeneous agents (Innocenti). 
Both points favor, in my view, Schelling's approach and I 
recommend using it in combination with experimental 
research for the emergence of rules in repeated games. 
 
The introduction of learning processes and the re-
introduction of psychic processes facilitates the discussion 
about more complicated forms of preference orderings. The 
use of single, global rankings is not very fruitful. It neglects 
the presence of lower-order and higher-order preferences, the 
use of meta-rankings and the framing of decisions. Agents are 
engaged in various social practices where they meet different 
constraints and expectations. As a consequence, agents 
‘frame’ their decisions in different ways. This results in 
multiple, partial, rankings. When these partial rankings 
conflict too much, they may not fit into one global ordering. 
In such situations a meta-ranking, a ranking of these partial 
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rankings, may be applied. A meta-ranking will also be 
applied when an agent is engaged in strategic action and has 
to take into account what other agents are likely to do.  
  When we accept that preferences are framed, that next to 
outcomes procedures matter, and that consequences refer 
both to material and nonmaterial costs and benefits, then it is 
a straight case that preference fulfilment does not merely 
refer to mental states only. The ranking of preferences can as 
well refer to the expected satisfaction of a desire fulfilled as to 
the conviction that a certain goal should be realized (see 
chapter XVI). The ranking of preferences that incorporate 
incompatible values is based on ideals and intuition.  
 
The motivating issue that inspired social choice theorists is: 
how can it be possible to arrive at cogent aggregative judg-
ments about society given the diversity of preferences, con-
cerns, and predicaments of the different individuals within 
society? (Sen, 1999). It was long taken for granted that the 
well-being of the individuals in society depended on the 
extent of the preference fulfillment for all individuals con-
cerned alike.  
  When well-being is equated with preference fulfillment, 
then important distinctions  -as between needs and luxuries 
or between demands for consumer goods and political rights- 
are lost. Human agents are approached as bundles of wants. 
They have numerous preferences, which can all be exchanged 
for they are all instrumental to the agent’s well-being. Well-
being generated by the prevalence of human rights could be 
exchanged for well-being derived from other sources. 
Citizens are treated as consumers, who are sovereign in the 
execution of their preferences whether they buy food, 
luxuries, medical care or educational services.  
  In the social welfare function all preferences count equally. 
Economists influenced by logical positivism had come to the 
conclusion that interpersonal comparisons of utility had no 
scientific basis. This reduced the informational base on which 
social choice theory could draw. There was onlly one 
criterion for social improvement left and that was the Pareto 
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criterion. Since then theorists have sought for other kinds of 
information on which interpersonal com-parisons could be 
based. There may be a case for taking incomes, or commodity 
bundles, or resources more generally to be of interest in 
judging a person's advantage and not merely the mental 
states they help to generate. This can be supplemented by 
also taking into account the differences in converting these 
resources into the capability to live well. 
  The literature on basic needs and their fulfillment has also 
provided an empirical approach to understanding 
comparative deprivations. We see an absorption of the former 
materialist' approach within the definition of well-being.239 
(see Part IV) 
 
4. The dynamics of institutional individualism 
 
In Part II I discussed the unintended consequences of 
intentional individual actions. In the context of an 
individualist, decentralized regime it is obvious to use 
invisible hand explanations. Invisible hand explanations must 
ensure that social order is possible even when individuals act 
solely on their own behalf. Invisible hand explanations, 
therefore, must refer to some spontaneous evolved 
coordination device.     The dominant approaches are those in 
which either the price mechanism or institutions are held 
responsible for the spontaneous coordination of the 
independent decisions of a multitude of individuals.  
  The explanation of an efficient allocation of resources by the 
price mechanism by means of deriving aggregate excess 
demand functions from the individual demand functions 
appeared to be problematic. The institutional approach did a 

                                                
239 Cooter and Rapoport suggest a return to "the material definition of 
economics [welfare], an empiricist conception of method, and an 
interpersonal conception of utility." [i.e., to add non-preference based 
information, jpr]. (Cooter and Rappoport, 1984, 528) 
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better job. It explains the allocation of resources between 
markets and hierarchies, and introduced rule-led decisions. 
Because rules are generalized ways of doing things it 
provides as it were ‘rational expectations’. Thus instead of 
anonymous markets the institutional approach provides us 
with markets, organizations and institutions. This conceptual 
framework is appropriate to make the micro-to-macro 
transitions.  
  I presented an outline of an institutional approach based on 
institutional individualism. This is based on two premises. 
First, rules become only institutionalized when they are 
collectively accepted. This means that the embeddedness 
thesis and an institutional approach go hand in hand. Only 
by using an institutional approach in which actions are 
situated or embedded, can one explain why people obey 
rules; commit themselves to principles, etc. Second, institu- 
tions appear as exogenous variables and the implication is 
that institutions are both the conditions for and the 
consequences of intentional actions. Human actions are 
recursive, i.e., agents reproduce by their activities the 
conditions that made these activities possible. Routine is a 
basic element of these daily practices. The recursive character 
of social life is made possible by the constitutive rules that 
characterize social practices and the regulative rules that are 
made possible by continuous daily activities. Each activity 
that is repeated often enough will be cast in patterns. 
Habituation leads to role formation; institutionalization 
emerges when agents mutually regulate their patterns of 
routine. Institutions can be seen as embodiments of collective 
routines. 
  The recursiveness of social life finds its expression in self-
reproducing systems.240 To illustrate this I refer to the 

                                                
240 Hayek embraces, according to Zwirn, also an idea of the recursiveness 
of social life. "Hayek's conception of tacit knowledge and learning 
presupposes a recursive organization of social structures and individuals. 
Neither social structures nor individuals can be thought of in isolation: 
each presupposes the other." (Zwirn, 2007, 75) 
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schedule hereunder that describes the micro-macro 
relationship. This schedule is borrowed from Coleman who 
used it to illustrate Weber's attempt to analyze the relation 
between the Protestant ethic and the development of 
capitalism. Weber was especially concerned with the relations 
(2) and (1); he was less successful in explaining the structures 
 
           protestant                  (4)                       economic    
              ethics                                                    system  
                 |                                                               
           (1) |                                                               (3) 
                                                                              | 
           individual-------------(2)--------------  economic 
             values                                                    behavior  
                                         (figure 1) 
 
of capitalist economies on the basis of the individual 
orientations. (relation 3). (Coleman, 1987) In the 'non-
functionalist' theories it was not allowed to explain macro 
variables by other macro variables (relation 4). Rational 
choice theory is mainly concerned with relation (2). 
  I have adapted the schedule to show the approach that 
follows from institutional individualism. We see a circular 
movement that runs from individual attitudes (habits), to  
 
           social ---------------(4)--------------------social 
           systems                                               structures  
                |                                                               
          (1) |                                                               (3) 
                                                                             | 
          individual-------------(2)----------------  individual  
            attitudes                                                  behavior 
            (habits)                                                   (practices)    
                                         (figure 2) 
 
individual behavior (social practices), social structures and  
social systems. Together they form a complex of causal and 
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material conditions for action. Social structure and human 
agency are inseparable. The economic system supervenes on 
the behavior of the individual agents but it has acquired 
properties of its own, i.e., properties that cannot directly be 
inferred from the individuals who make up society. 241 These 
properties constitute social structures. Social structures are 
properties of social systems and simultaneously reproduce 
social systems. 242  
 
5. Conclusion 
 
In Part II I discussed the unintended consequences of 
intentional actions in the tradition of invisible hand 
explanations. I preferred an institutional approach and 
selected institutional individualism as the institutional 
framework for rational choice theory. At the end of Part II I 

                                                
241 Whereas I have adopted Giddens' definition of social structures as a 
matrix of rules and resources, Fleetwood suggests that Hayek perceived of 
social structures as the embodiment of the collective wisdom of society. 
"Economics, for Hayek, becomes an inquiry into, and explanation of, the 
various resources, mechanisms and structures that are drawn upon, 
reproduced and/or transformed in establishing economic order." 
(Fleetwood, 1996, 741) The reason that rules can serve as a basis for action 
is because they embody the collective wisdom of the society. "Owing to the 
existence of a set of deep structures in the form of social rules of conduct, a high 
degree of compatibility of actions and consequences is ensured, (..)" 
(Fleetwood, 1996, 744) The rules Hayek has in mind appear as a complex of 
rules of the laws of property, tort and contract, although equally important 
for Hayek are a series of tacit rules such as integrity, honesty, keeping 
promises, etc. This does not conflict with Giddens' view on rules. 
 In Fleetwood's interpretation Hayek is almost pictured as a predecessor 
of critical realism. In fact, Hayek never wrote about social structures, but 
always referred to institutions. 
242 These emergent properties bring about macro domains that create their 
own dynamics. This opens the possibility for macro theories that are 
relatively independent of micro theories. For examples of research into 
industrial relations within the context of the interaction between industrial 
and institutional structures, with the latter being sustained by and 
sustaining the former, see Streeck (1992).  For examples of relations 2 see 
Akerlof (2007). For a behavioral approach to macroeconomics see Akerlof 
(2002). 
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want to refer to the possibility, mentioned before, to 
distinguish two institutional variants of rational choice 
theory. In fact, I want to take a step even further afterwards 
and, refering to chapter II, make up these variants with two 
distinct methodological approaches. 
  In chapter II I have drawn attention to the curious fact that 
there appeared to be two models of rational choice theory, 
that were engaged in quite different discourses, that never 
referred to one another, that implicated two quite different 
methodologies, and were still, in the eyes of authoritative 
authors like Caldwell and Hands, in fact one and the same.  
I have compared the model of Desire and Belief (MDB) and 
the model of Situational Logic (MSL) and concluded that the 
MSL is particularly suited to explain what happens in 
situations in which the behavior of individual agents carries 
no weight. I referred to strong competitive markets and to 
evolutionary analysis (like that of Alchian). I called this the 
competitive model of rational choice theory. This model is 
further developed in neo-institutional theory as the theory of 
generalized exchange and managed competition. This variant 
is not about an aspect of human behavior; rather it is about the 
economic way of life in which all aspects are reduced to the 
economic aspect. In others words, it does rather describe a 
market society than a market economy.   
  The goal of the other variant is the comparative analysis of 
governance structures, which includes public governance 
structures and hybrid forms. This is an extension of the new 
institutional theory. I have called it the comparative model of 
rational choice theory and it is the basis for the institutional 
approach to rational choice theory that I apply in this book. 
  
Human practices are socially embedded and, therefore, 
infused with normative expectations. These normative 
expectations reflect beliefs about what we expect other agents 
to do. Rational agents know the social rules, and know how 
and when they are to be applied. A theory of rational action 
has to explain why people obey social rules, why they 
commit themselves to principles and feel guilt or shame 
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when they fail to live up with them. A theory is not like an 
airline or bus timetable, as Coase once remarked. We are not 
simply interested in the accuracy of predictions. A theory also 
serves as a base of thinking. It must help us understand what 
is going on.  

 When I proposed to disconnect rationality and self-interest 
and to relate rationality instead to degrees of reflectivity, I 
created the possibility to question an agent about her/his 
choices and actions. A well-balanced description of 
reasonable behavior should be something more than a mere 
reference to someone's personal preferences. We do not want 
to know what he or she wants, but what he or she cares 
about, what his or her commitments are. Decisions have 
material and immaterial consequences that may interfere 
with status, principles, ideals, or convictions. Thus, the 
question to be considered is whether we can take into 
account, theoretically, how agents justify an action. Hodgson 
thinks that the clue is whether agents are sensible to “.. a 
motivation which both justifies a moral principle prescribing 
the action, and 'excites' or causes the agent to perform the 
action appropriate to complying with the principle”. (B. 
Hodgson, 2001, 284). Essentially the answer is to be found in 
the manner in which cognitive elements interact with 
connative processes in the determination of rational behavior 
(see Ch. XVII). Important, moreover, is the extent to which 
the individual acquires reflexive knowledge, i.e., self-
knowledge, and develops his capacity for rationally 
controlling his (ultimate) wants and criticizing and modifying 
his passions. In this sense the agent acquires the capacity to 
be ‘self-determining’ of his actions (see the chapters XVIII 
and XX).  
  To make a start I shall analyze in Part III the relation 
between moral and rational action in an attempt to discover 
the demands that have to be imposed on actions which not 
only qualify as rational but also as justified.  
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                                          INTRODUCTION 
 
 
 
 
 
In the Parts I and II I assumed that ends were given. I do not 
longer hold this assumption in Part III. This means they are 
no longer taken for granted. Why not? 
  When the actions of agents are firmly focused on the 
promotion of well-being, either their own or that of others, 
then those actions are justified and nothing needs to be said 
about them. But actions do not always promote the well-
being of the agent and they can have negative effects on the 
well-being of other agents. In cases like this agents are 
challenged to reflect on their actions and to justify what they 
did. There are also situations in which the justifying question 
forces itself on the agent. Self-care, for instance, can confront 
an agent with a counter-preferential choice when his well-
being on the long term conflicts with his present aims (the 
addicted smoker who knows he should stop). The agent may 
also be concerned about the way he realizes a particular state 
of affairs, which means that process and end or means and 
ends are intertwined. The agent has a process-nonseparable 
preference. Agents may, moreover, be sensitive to the 
normative expectations of other agents and feel that they 
have to conform to rules or moral norms.  
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The issues that are discussed in the first three chapters are all 
closely connected to the question: “can actions be justified in 
a somewhat objective way”. To answer this question we have 
to take a position concerning the authority of normative 
judgments and the objectivity of value judgments. Moreover 
we have to assume that reasons are substantiate judgments 
that can be motivating (though denying that they inevitably 
must be motivating). I discuss two opposing views 
concerning the authority of moral norms, moral subjectivism 
or skepticism and moral objectivism, in chapter XV. The issue 
is whether moral and non-moral ends are on equal footing; 
or, to put it differently, are moral norms categorical or only 
hypothetical imperatives for action. The arguments of subjec-
tivists is a counterfactual one: were moral norms authori-
tative then obeying them would be a categorical imperative, 
but since most people do not obey them on every occasion, 
this shows that they are only hypothetical imperatives. The 
counterargument is that people are necessitated to act from 
moral reasons, not determined to act from them. 
  In chapter XVI the issue is how agents can justify their 
actions. There are two ways in which actions could be 
justified. First, an acquired object or a resulting state of affairs 
has properties that constitute reasons to value it. Second, the 
process to realize an outcome is what makes an action 
justified. The process is part of the consequences (or colours 
the consequences) that are ascribed to the state of affairs that 
result from the action. The action adds symbolic utility to the 
substantive utility that covers its consequences.     
  In the Humean theory of motivation only desires can 
motivate an agent to undertake an action. But desires, alone, 
cannot justify an action.243 The question to be discussed in 
chapter VII is the question whether the reasons that could 
justify an action, can also motivate the agent. This discussion 
brings us to two conceptions of reason. Were reason to be 

                                                
243 In a desire- or preference-based approach justification derives from the 
fact that the agent wants something, but in a value-based approach from 
facts about what she wants.  
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understood as ‘cause’, then it would cause the action. Only 
internal reasons (i.e., desires) are reasons in this sense. 
External reasons, i.e., objective reasons, as if articulated by an 
outsider, are not. But they are reasons in a second sense; they 
have a recommending force. They may not necessarily be 
always motivating, but sometimes they will.  
 The essential difference between theories of practical 
reasoning is whether cognitive states are allowed next to 
connative states within the motivational set. What divides the 
Humean and the non-Humean approaches is, whether, given 
a wide scope of the subjective motivational set, the emer-
gence of a reason for action that would justify the action must 
always be supported by a prior desire according to the 'desire 
out-desire in' principle. I suggest we adopt a more general 
approach of practical reason in which it is accepted that 
agents are motivated in different sorts of ways by different 
considerations in different circumstances. We should accept 
that desires sometimes are essential parts of the motivating 
state (unmotivated desires) and that desires sometimes only 
denote a state of being motivated (motivated desires).  
  My aim in chapter XVIII is to show that the concept of a 
moral preference is not tenable and that we should replace it 
by the concept of a (moral) meta-preference. For an action to 
count as 'moral' it is not just a question of "what to do' but 
also a matter of "how to do it", for instance, to act in a fair 
way, to be polite, to be generous and so on. One can only 
assess the moral quality of an action by comparing states of 
affairs including the action that led to the result. In other 
words, the characteristics of the process leading to the 
outcome have to be incorporated in the evaluation of the 
resulting state of affairs. This means that the moral character 
of an action cannot be consequentially assessed because this 
comparison over states of affairs violates the independence 
axiom. Taking the action into account conflicts also with 
consequentialism in another way, for consequences should 
only refer to what has happened not to what has been done.  
  In rational choice theory moral behavior is instrumental to 
non-moral ends. Instrumental moral behavior, like 
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prudential behavior, does not conflict with an agent's well-
being. But a concern for a common cause or a principled 
preference can violate the relation between choice and well-
being and the idea of self-goal choice. In terms of rational 
choice theory it must be irrational to commit oneself to a 
cause, how honorable it may seem when it does not further 
the agent interests. For this reason the concept of 
commitment that I discuss in chapter XIX cannot be 
accommodated in rational choice theory. The question that 
needs to be answered is in what way rational choice theory 
has to be modified in order that the concept of commitment 
can be incorporated. First, self-regard and rationality have to 
be disconnected. Furthermore, it must either be assumed that 
agents can act on external reasons or that they join forces and 
act as a collective. Collective agency is not allowed by 
methodological individualism, but within an institutional 
approach to rational choice theory it is admitted that agents 
frame their decisions in we-terms.  I suggest, moreover, 
adopting Sen' s proposal to distinguish between a well-being 
and an agency-aspect of choice when evaluating actions. This 
distinction is relevant because well-being does not cover 
anything that matters to the agent. 
  We need a more general approach to rational choice 
behavior, which combines desire-based and reason-based 
motivations, which accepts notions as 'collective agency' and 
'collective intentions' and substitutes methodological indivi-
dualism for institutional individualism. In chapter XX I sum-
marize the modifications of traditional rational choice theory 
that are needed to enable it to accommodate a non-instru-
mental theory of moral action. This is a follow-up of the 
modifications I proposed in chapter XIV in order to turn 
rational choice theory into an institutional theory of choice 
behavior.    
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                                          CHAPTER XV 
 
 
  
 
                         
                   THE AUTHORITY OF MORAL NORMS 
 
 
 
1. Introduction 
 
When we require that people are able to justify their actions, 
we are asking them to give us reasons that would make sense 
to other people in similar situations. Within this context I 
discuss in this chapter normative judgements as imperatives 
for actions. This approach to justifying reasons takes this 
issue beyond the requirement that justified actions are actions 
that receive the impartial sympathy of other agents. Of 
course, it is to be applauded when an action receives 
approval, but occasionally reasons that justify an action are 
closer to imperatives for actions than to the desire to acquire 
approval and avoid disapproval. We should discuss the 
following questions: why should we do what we, according 
to other people, ought to do? Why should we care about the 
opinion of other people? Why should we believe that they 
know what is good for us? Why do they think that, when we 
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deliberate, we will conceive of their arguments as reason 
giving? These are the kind of questions that are at the 
background of this chapter. The answers to these questions 
depend to a large degree on one’s conception of the status of 
normative judgments.   
  In the following sections I confront Mackie’s moral 
skepticism with moral objectivism. From Mackie’s point of 
view value judgments are subjective and, therefore, not 
authoritative, while objective, factual assertions are not meant 
to recommend anything. From the point of view of moral 
objectivism the fact-value distinction is greatly exaggerated in 
the domain of human practices. What the good is that an 
agent should achieve, or the bad he should avoid, is 
determined by the facts of human nature, the (material and 
social) world we live in and the situations in which 
individuals are placed.  
  A frequently cited argument that moral oughts have no 
authority is that many human beings do not obey them. The 
question whether the authority of moral maxims depends on 
their motivational impact is a major issue in the debate. 
Essential in this discussion is the distinction between 
hypothetical and categorical imperatives.  I conclude that it is 
unreasonable to equate the authority of moral considerations 
with motivational efficacy. Moral demands do not motivate 
in a causal way, and they do not have to, to be authoritative. 
Moral considerations can engage the will and move us to 
action, but we are not determined to act by them.   
  To discuss these questions I have to turn to philosophy, 
especially to moral philosophy. In moral philosophy a 
distinction is made between ‘normative’ and ‘analytical’ 
theories. Normative theories, as for instance utilitarianism, 
try to answer questions as “what makes right actions right” 
or “what are moral duties”. In the analytical theories one tries 
to answer questions like “what is the nature of moral 
judgment.” Preceding the presentation of the confrontation 
between Mackie and his opponents it may be instructive to 
say something about the special position that philosophy 
occupies within the sciences. 
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2. Philosophy and science 
 
There is a view of philosophy that says that philosophy is not 
a science like other disciplines that have some aspect of 
reality as their subject matter. Philosophy delivers no a priori 
knowledge about society, because the sciences already cover 
reality exhaustively. It can only provide second-order 
knowledge by analyzing and clarifying the concepts that the 
sciences employ. 
  Wittgenstein thought that philosophical problems find their 
origin in misconceptions concerning language and it was the 
philosopher’s task to solve such problems by clarifying the 
logical structure of language. But Popper argued that 
epistemological problems affect science and its position in 
society, and that these kinds of problems are not located in 
linguistic confusions. Instead of acquiring knowledge, 
philosophy should inquire into the structure of knowledge. 
As philosophy of science she might hope to regain a central 
position in science. But after a while the ‘boom’ of a 
philosophy of science faded, whereas the philosophy 
departments were still asked to provide answers to the same 
age-old questions about practical (concrete) experiences and 
the meaning of life with which philosophers have always 
been concerned. These were questions that the other 
disciplines could not answer because their methodological 
prescriptions told them to concentrate on repeatable 
experiments. The focus on the expressive aspects of the 
world; the world of meaning in which what is, is 
accompanied by what ought to be, gives philosophy her 
peculiar character. This orientation of philosophy has 
irrevocably confronted her with two major questions: the 
status of normative recommendations and the fact/value 
distinction. Both questions are interconnected and crucial in 
the way they are encountered is the position that is taken 
with regard to the dispute ‘how ethics is placed’. 
  We can distinguish two persisting differences of opinion 
depending upon how the problem of “placing ethics” is 
identified (see Darwall et.al.,1992). The first concerns the 



 

 

332 

question whether there is a substantial contrast or 
discontinuity between science and ethics. The second 
concerns the contrast between cognitivism and non-
cognitivism. The positions taken in the first debate depend on 
the contrast between facts on the one hand and values and 
norms on the other. The principal positions taken in the 
second debate turn on the authority of moral imperatives. 
  What makes ethics problematic? Those who claim a 
commitment to (natural) science manifest themselves in two 
ways in philosophical theory: in the view that philosophy 
must pursue knowledge via empirical methods or in the view 
that a given domain of inquiry can only yield true or false 
judgments if those judgments are identical with, reducible to, 
or supervenient on, factual statements of the sort that are 
allowed by scientific theories. They point out that no physical 
property has a built-in connection to action, while moral 
expressions undeniably have and conclude that statements 
such as “being the right thing to do” are ontological queer. 
Nature does not possess interests, intentions or points of 
view.  
  To explain some of the background of the cognitivist- 
noncognitivist controversy, which is closely related to the 
discussion mentioned above, I refer to the ‘internalist-
externalist debate’. This debate is about the status of 
(‘external’) reasons in motivating people. The controversy is 
about the question whether there are moral considerations 
that generate reasons whose authority over us is objective. 
(see chapter XVII) 
  The positions taken in both discussions do not exclude each 
other. Therefore, we can distinguish four combinations. The 
combination of cognitivism and continuity yields moral 
realism. The combination of non-cognitivism with continuity 
is an incoherent position. The principal positions are the 
combination of non-cognitivism and discontinuity, which 
yields moral subjectivism, and the combination of 
cognitivism and discontinuity, which yields moral 
objectivism. That the discontinuity thesis can be combined 
with two sharply different positions regarding the nature of 
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moral norms is due to the different ways in which the 
contrast between science and ethics can be perceived. Moral 
realism will not be discussed. I concentrate on the difference 
between moral subjectivism and moral objectivism.  
   Subjectivism relies on the argument that there is no 
objective moral reality “out there” for moral beliefs to match. 
There are no moral facts. The idea of an objective truth about 
morality is, therefore, an illusion. We cannot regard any belief 
as reliable unless we think that the best causal explanation of 
why we hold it refers to the state of affairs it describes. This 
test is appropriate to beliefs about the physical world, but 
nothing in the content of moral opinions invites or justifies 
such a test.  
  The subjectivist view is dominated by a concern with the 
place of values in the natural world. They either argue that 
there are no irreducible moral facts, or that these facts are not 
admissible by scientific criteria, i.e., that ethical inquiry is 
discontinuous with scientific inquiry. Our ethical truths are 
perspectival and parochial. 
  The objectivists emphasize the difference in method 
between sciences, i.e., between natural science and ethics. 
They stress the intentional nature of human action. The task 
of social science (here, ethics) is not to explain human actions 
causally but to make them intelligible.  
 

3. Moral scepticism  
 
Mackie is essentially concerned with moral knowledge or the 
lack of it. Moral scepticism is, in his view, the claim that moral 
considerations have no place in practical reasoning, except as 
emotions. In conformity with the non-cognitivist tradition, he 
argues that moral judgments do not make assertions that are 
either true or false, but rather express the speaker's own 
attitudes or feelings towards the matter under discussion. The 
standing of the judgment ‘X is good’ is no more than the 
assertion  ‘I approve of X, do so as well’. The authority of 
norms is explained as a psychosocial phenomenon. We have 
the expressivist variant, the non-cognitivist version and the 
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‘error theory’. In all these versions the authority of moral 
principles is understood to be merely in the head. 
  Mackie contends that much of moral language is 
irreconcilable with science for two reasons. First, such 
language refers to objects or properties that are 
metaphysically “queer” by virtue of their being inherently 
prescriptive (not factual or natural). Second, if such objects as 
moral values or properties existed they would have to be 
discovered by intuitive, almost magical, capacity. 
  He observes that thinking about the objectivity of values has 
a firm basis in ordinary thought. This assumption has been 
incorporated in the basic conventional meaning of moral 
terms. The claim to objectivity can and should be questioned. 
“But the denial of objective values will have to be put 
forward not as the result of an analytic approach, but as an 
‘error theory’, a theory that although most people in making 
moral judgments implicitly claim, among other things, to be 
pointing to something objectively prescriptive, these claims 
are all false. It is this that makes the name ’moral scepticism’ 
appropriate.” (Mackie, 1998, 91) He wonders how objective 
values would look like, for they must be very different from 
anything he had ever seen in the world. And assuming that 
values supervene on natural facts, what is the connection 
between a natural fact and a moral judgement? "What is the 
connection between the natural fact that an action is a piece of 
deliberate cruelty and the moral fact that it is wrong? " (Ib., 
96) How is the common sense belief in the objectivity of 
moral values established and why is it so resistant to 
criticism? Mackie’s explanation is that moral attitudes are at 
least partly social in origin. "Socially established - and socially 
necessary- patterns of behavior put pressure on individuals, 
and each individual tends to internalize these pressures and 
to join in requiring these patterns of behavior of him and of 
others.(..) We want our moral judgments to be authoritative 
for other agents as well as for ourselves: objective validity 
would give them the authority required." (Ib., 97) The main 
reasons why a person accepts these principles is that it is in 
his or her interest to do so if others do it too. Collective goods 
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can be realized, practices can be regulated and, furthermore, 
there is clearly some connection between morality and 
concern and respect for others. One develops a morality on 
the supposition that others are developing similar concerns 
and respect for others. Moral principles are merely useful 
conventions, but the chance that they are respected is 
increased when people believe that they represent some 
‘objective truth’. The ‘error-theory’, although clearly wrong, 
is a social good.244 This explains why it is upheld, but it does 
not, in any way, establish the objectivity of the authority of 
moral principles. 
  Mackie is right, of course, that moral considerations are 
social constructions, like conventions. But people have 
developed normative expectations that they will be applied. 
Which normative expectations prevail and to what extent 
they are obeyed can be investigated. And we can have 
knowledge about moral concepts and normative expectations 
as social facts. (see Rawls, 1999, 288) Mackie confuses the 
objectivity of values (as social facts) with the truth of values 
and he equates truth with essentialism.  
  Mackie believes that the real task of science is to reveal the 
essence of the world. The essence of the world is captured by 
its primary qualities. The distinction between primary and 
secondary qualities associates with two notions: the essence 
of reality and its appearance. The notion of the material 
world as it may be scientifically understood is opposed to its 
being merely appearance.245 In order to stick to their real task, 

                                                
244It looks as if Mackie considers the error-theory to be part of folk-
psychology and that he welcomes this because it has good consequences. 
245 This distinction between primary and secondary qualities is completely 
different from the distinction in the chapters that follow. Here it refers to 
the distinction between scientific knowledge and common knowledge or 
folk psychology. (see Egan, 2006 for a discussion about these 
interpretations of primary and secondary qualities). In the other chapters 
in Part III this distinction refers to quite other things. "Primary qualities 
are qualities which things have in themselves. Secondary qualities are 
qualities which things have to provoke sensations or reactions." (Dworkin, 
1999, 101) Secondary qualities supervene on primary qualities.  
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it is important, Mackie believes, that scientists should limit 
themselves to facts as much as possible.  
  But the fact-value distinction is nowadays no longer seen as 
a clear-cut distinction. Scientist cannot escape the fate of 
producing ideas of objects that are mind-dependent. 
Therefore, they produce explanations of the world which link 
the material world as conceived under primary qualities with 
psychological phenomena such as secondary qualities and 
with cultural phenomena. (see also Williams, 1978)  Putnam 
argues that the question ‘what does the world consist of?’ 
only makes sense within a theory or description. There is 
more than one true theory or description of the world. 
Objects do not exists independently from conceptual 
schemes. Objects are as much made as discovered, as much 
products of our conceptual moves as of the ‘objective’ factor 
in our experiences. All input to knowledge is to some extent 
shaped by our concepts. There is no decisive reason to regard 
scientific statements as purely factual, nor is there decisive 
reason to regard all normative statements as unfounded 
suggestions. What makes a statement rationally acceptable is, 
in large part, its coherence and fit. A fact is something that is 
rational to believe. (Putnam, 1981, 54ff) Though Putnam 
sticks to the conclusion that the fact/value distinction is not 
tenable, he does not suggest that anything goes, because our 
justified perceptions of facts are constrained by the concepts 
of rationality and relevance. 
 
4. Moral objectivism 
 
Nagel denies that the objectivity of moral reasoning depends 
on its having an external reference. "There is no moral 
analogue of the external world  -a universe of moral facts that 
impinge on us causally. Moral thought is not concerned with 
description and explanation of what happens, but with 
decisions, actions and their justification". (Nagel, 1997, 101/2) 
It is practical reasoning that governs the relations among 
actions, desires and beliefs. Nagel points to one of the main 
elements of moral objectivism: the concern with practical 
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reasoning. The other essential characteristic is its cognitivism. 
Cognitivists criticize the noncognitivist’ creed that morality 
originates in the desires and emotions of the individual. Such 
an idea contradicts the ordinary understanding of ethics. 
How can we agree that it is rational to choose the better life, 
when it is just a matter of taste whether one lives a ‘good’ or a 
‘bad’ life? An adequate theory of the nature of ethics must 
provide a plausible account of the way that reason supports 
moral judgments. Cognitivists resort to the term “necessity” 
to describe the nature of the authority of such norms. They 
assume that the authority of norms can be ‘seen’ or 
‘discovered’ by human beings. 
  The scepticism that is based on the argument that moral 
properties are not physical properties and that, consequently, 
there is no moral reality to match moral beliefs, does not 
convince opponents of moral scepti-cism, like Dworkin. He, 
of course, 'does not insist that moral properties are natural 
properties; neither does he assert that there is a direct causal 
correspondence between a moral fact and a moral belief. But 
there is a great difference between the thesis that we have no 
causal explanation of the rightness of our moral beliefs and 
the thesis that we have no reason for thinking so'. (Dworkin, 
1996, 122) Moral claims are objectively correct or incorrect, 
but when one gives an explanation of what makes them so, 
Dworkin argues, that explanation does not run through the 
relation between those statements and the world, but rather 
through the relation between accepting those statements and 
practical reason. In studying ethics we are studying 
ourselves. In the human sciences we are not just interpreting 
the world but interpreting that part of it that includes our 
interpretation of it and our ambitions to change it through 
our actions.  
  We can conceive of action as the making of meaning, as 
practical reason expressing or realizing itself. The question of 
the realism of values is, in this perspective, deeply obscure. 
What matters is the reality of our moral beliefs. We can 
attribute reality to ethical beliefs if we can assign to them an 
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explanatory role in relation to our practical activities. (Grice, 
1991) Reasons for action exhibit a complex structure. Much of 
our practical thinking is concerned with figuring out which 
considerations are relevant to a given decision within a more 
general framework of principles of reasoning. These 
principles specify the adequacy or inadequacy of various 
considerations as reason for one or another judgment-
sensitive attitude. Our practical thinking is concerned with 
adopting, interpreting and modifying these principles as well 
as with deciding whether we have sufficient reason for acting 
in particular ways. "The universality of reason judgment is a 
formal consequence of the fact that taking something to be a 
reason for acting is not a mere pro-attitude towards some 
action, but rather a judgment that takes certain considerations 
as sufficient grounds for its conclusion. Whenever we make 
judgments about our own reasons, we are committed to 
claims about the reasons that other people have or would 
have under similar circumstances. We thus have wholly self-
regarding reasons for having views about the correctness of 
the judgments people make about the reasons they have since 
these judgments imply conclusions about the reasons we 
have". (Scanlon, 1998, 74) 
  Correctness in judgment is not determined by grounding 
them in facts of nature, but is just a matter of coming up to 
standards of shared practices. And these shared practices 
reflect that human beliefs, interests, dispositions, and so on, 
make up a ‘form of life.’ A form of life that consists in part in 
a certain shared set of values. "We live our lives in a setting of 
morally essential social institutions, conventions, and 
practices, on the one hand and of prudentially essential 
personal commitments and involvements on the other." 
(Griffin, 1996, 94) Both the goals of individual flourishing and 
our moral demands must be rendered compatible in our 
normative point of view, and in our social nature. (see also 
McDowell, 1995)   
                    
 
 



 

 

339 

5. Moral imperatives  
 
To formulate a maxim means to formulate a generic formula 
like: “I am to do A when in circumstances C in order to fulfill 
purpose P”. The exercise of practical judgment presupposed 
by every action, then, just is the endorsement of a maxim.  
(Brewer, 2002, 541 ff) In the case of moral maxims, we should 
formulate a maxim as a recommendation to apply a general 
moral motive, for instance, the motive that Scanlon 
formulates for an action: ”the desire to be able to justify one’s 
actions to others on grounds they could not reasonably 
reject.” (Scanlon, 1982, 116) Furthermore, we should make a 
distinction between categorical and hypothetical imperatives. 
  It is the legacy of Kant that maxims became associated with 
universal principles that have the force of moral obligations. 
To clarify our thoughts we should take Kant’ s distinction 
between a categorical and a hypothetical imperative as point 
of departure.  When we are discussing moral issues, the 
imperative" you ought to Ø" will be a categorical imperative 
when you ought to Ø irrespective of any desire for any 
further end to which Ø-ing might contribute. A categorical 
imperative expresses a reason for action that is unconditional. 
In Kant ‘s approach the source of morality is not in the 
emotions of single agents or in social agreements, but in the 
will of the rational autonomous agent. The autonomous agent 
must only act on principles that he would be willing to have 
everyone follow as “universal laws”. Kant’s formulation of 
his categorical imperative is: ‘act only on that maxim through 
which you can at the same time will that it should become a 
universal law.' The principle contains no reference to what 
anybody wants neither to anything that lies beyond the 
agent’s capacity to will ('ought' implies 'can'). It is part of a 
moral theory for autonomous agents. 246 
 

                                                
246 Since the force of religion to support moral principles is declining, 
citizens have to learn to constrain themselves. People capable of such 
self-control are autonomous people in the view of Kant. 
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The intuitive idea behind the thought that a universality test 
can provide a criterion of moral acceptability may be 
expressed quite simply as the thought that if we are to act as 
morally worthy beings, we should not single ourselves out 
for special considerations or treatment. To universalize is to 
consider from the start whether other persons could do what 
one proposes for oneself. "[T]he categorical imperative is to 
provide the will with a 'determining ground' that treats the 
good of all rational beings, as opposed to a man's individual 
objectives, as the overall aim of his behavior". (Müller, 1974, 
217) 247 In Kant’s ethical theory the social virtues are seen as 
morally required because they are necessary requirements for 
action in an interdependent world. “The interest of a Kantian 
universality test is that it aims to ground an ethical theory on 
notions of consistency and rationality rather than upon 
considerations of desire and preference” (O’ Neill, 1989,103). 
A universality test can provide a rational foundation for 
ethics and support a serious respect for the diversity of 
content of distinct ethical practices and traditions.  
  The character of the moral imperative has evoked extensive 
discussions. Philosophers have persistently had trouble 
distinguishing between the authority and the motivational 
efficacy of a reason. In part because of the influence of Hume, 
they have tended to think that the authority-giving feature of 
any normative reason was its motivational efficacy.  
  A number of moral theorists have tried to analyze ethical 
behavior and beliefs by basing the understanding of moral 
directives on the idea that they are hypothetical imperatives. 
This approach to morality is an attempt to construct a moral 
theory that purports to salvage the objective authority of 
some moral norms, by representing the authority of morality 
as at bottom the authority of rationality, understood as a 
merely instrumental faculty. It is rational to conform to a 
moral principle in order to realize a non-moral end that is 

                                                
247 When you deliberate how you treat other people you should always 
ask yourself “how would I like to be treated by them in these 
circumstances”. 



 

 

341 

desired. Foot, for instance, has argued that the influence of 
moral requirements is conditional on the presence of desires, 
which are lacked by those who question whether they have 
reason to conform. Kant may have thought "that moral rules 
are universally valid in that they are inescapable, that no one 
can contract out of morality, and above all that no one can say 
that, as he does not happen to care about the ends of 
morality, morality does not apply to him". (Foot, 1978, 171) 
But Foot wonders what makes the moral 'should' relevantly 
different from the 'should' appearing in normative statements 
of other kinds (as, e.g., concerning the rules of etiquette; Foot, 
ib., 172). People only conform to normative requirements 
when such requirements are connected to one of their desires. 
Quite often the refusal to see any distinction between moral 
and non-moral ought is based on this kind of argument. 248  

Anscombe just about 50 years ago formulated the critique of 
obligation-centered concepts. In her opinion the terms 
‘should’ or ‘ought’ or ‘need’ relate to good and bad but not 
necessarily in a specific moral sense (for instance in: ‘this 
machine needs oil’, or ‘should/ought be oiled’). "They acquire 
their special sense by being equated in the relevant contexts 
with ‘is obliged’ or ‘is bound’ or ‘is required to’, in the sense in 
which one is bound or obliged by law." (Anscombe, 1997 
(1958), 30) 249 
   Foot shares, as we noticed, Anscombe opinion that one 
should not make a difference between the moral and non-

                                                
248 Foot has been criticized for this comparison, which seems to neglect 
that moral considerations are of another kind than rules of etiquette. Not 
humiliating a person, or offending him in public, is something quite 
different from the formalities of greetings. In another article Foot has 
expressed her uneasiness about linking these different kinds of 'oughts'. 
(Foot, 1981) But more recently she again expressed the opinion that there 
is no real difference between the moral and the non-moral ‘ought’. (Foot, 
2001) 
249 How did this come about? Anscombe thinks the answer is in history. 
Between Aristotle and us came Christianity with its law conception of 
ethics. Outside the law conception of ethics the notion of the “morally 
ought” has no reasonable sense. Ethics should start anew and begin with 
considering the concept of virtue. 
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moral ought. She thinks it clouds our understanding by 
suggesting that there is a special meaning for words such as 
“ought”. Foot explains her objection by pointing out the 
formal similarities between ‘moral’ and non-moral 
evaluations. Various observations have been made about the 
relation between the concepts of reasons and goodness with 
no distinction between non-moral and moral action. The 
grounding of a moral judgment is ultimately based on facts 
about human life. Acting morally is part of practical 
rationality. A judgment of what is required by practical 
rationality must take into account the weight of moral as well 
as non-moral arguments. "The way an individual ‘should be’ 
is determined by his/her particular life form, by what is 
needed for development, self-maintenance and reproduction, 
by the whole of his/her practices." (Foot, 2001, 33) There is no 
reason to treat moral evaluations differently from other 
relations concerning the human will. 250 In fact “ought” is very 
close to “should” and if we speak of a moral context this 
usually simply indicates the presence of a reason for acting 
that has to do with others rather than with oneself. (Foot, 
2001, 80) 251  

 
                                                
250 “[T]he rationality of, say, telling the truth, keeping promises, or helping 
a neighbor is on a par with the rationality of self-preserving actions, ..” 
(Foot, 2001, 11) This bears resemblance with Parfit’s equation of other-care 
and self-care. (see chapter I) 
Also from the utilitarian point of view there is no need to invoke a special 
motivation to act moral (prudential), for in the utilitarian tradition 
morality is primarily a servant of non-moral values. It is simply one of the 
many values people cherish, together with economic abundance, political 
freedom, peace, good health, artistic creativity and so on. "Indeed, in a 
rational society moral criteria cannot always take precedence over other 
social interests." (Harsanyi, 1985, 54) Thus people will balance moral and 
non-moral considerations so as to maximize their well-being. 
251 Williams warned that a system of morality might become a system of 
moralism through the misuse of the concept of moral obligation. This 
misuse leads to emphasize a series of contrasts: “(…) morality makes 
people think that, without its very special obligation, there is only 
inclination; without its utter voluntarism, there is only force; without its 
ultimate pure justice, there is no justice.” (Williams, 1985, 196) 
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Foot joins Raz in the rejection of the duality between rational 
and moral thought. Rationality is always connected with 
reasons to act, as are moral considerations. It is wrong to 
think that our rational considerations are separated from our 
moral ones. Moral reasons are an inextricable part of a 
complex of reasons. Conflicts between moral and non-moral 
considerations are just like conflicts between various non-
moral considerations. "Sacrifices for morality’s sake are like 
all sacrifices, a matter of giving up something one cares a lot 
about for the sake of something else one cares about.(..) It is 
simply a special case of a conflict of reasons." (Raz, 1999, 
318/9) This, of course, is true, but it does not alter the fact 
that moral reasons can have an authority that non-moral 
reasons lack, as Raz himself admits when he refers to 
categorical reasons..252  

  The equation of the authority of maxims with motivation 
has given birth to the “overridingness thesis”, which tries to 
capture the essence of the authority of moral norms. (Shriffin, 
1999) The overridingness thesis says that if one is a moral 
agent, one has reason to perform that action which is all-
things-considered morally required. It will not come as a 
surprise that there are two main strategies of arguments for 
this thesis: one that emphasizes rationality and one that 
emphasizes morality as its source.  
   Concerning the first strategy, it is thought that a moral 
claim only provides a reason for a particular person when 
that claim connects with his motivational set because it 
furthers his interests and projects. (Ib., 775) The second 
account of overridingness portrays morality as a 
comprehensive and inclusive system of thought. (Ib., 783) 

                                                
252 Categorical reasons are reasons whose stringency or weight is 
independent of the human will. Categorical reasons, such as the reason 
we have not to kill, have stringency which is unaffected by whether or 
not they serve our goals. Categorical requirements are a diverse class, 
and many of them are not even thought of as moral (they are, e.g., rules 
of etiquette) (even conventions seem to have a greater weight than other 
non-moral reasons). All categorical requirements have the potential to 
conflict with well-being. (Raz, 1999, 321/22). 
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One cannot genuinely commit to being a moral agent for just 
a day, a week, or whenever one feels sufficiently inclined. 
The moral point of view takes into account how other sorts of 
objectives relate to moral objectives. Conflicts may arise. An 
agent may reasonably feel torn between what morality 
requires and his other projects, concerns and commitments. 
The agent does not act irrationally if he was to defy a moral 
requirement and would have acted on reasons provided by 
other ends. But when a moral perspective has to do with 
adopting a comprehensive perspective, then to fail to do what 
is morally required is inconsistent with one’s identity as a 
moral agent. (Ib., 787) 
  The first account is in fact the claim of the hypothetical 
imperative. A normative reason is authoritative if and only if 
it is in the agent’s interest to conform to it. The normative 
principle is instrumentally authoritative. It has got nothing to 
do with moral overridingness proper, which implies moral 
ends. 
  In the second account it is agreed that moral claims can be 
objective and need not be sustained by any desire to have 
force. "A failure to see reasons to act virtuously stems, not 
from the lack of a desire, but from the lack of a distinctive 
way of seeing situations." (McDowell, 1978, 23) Someone who 
thinks that he should act morally will act morally, McDowell 
believes. But only when we implicitly assume that he already 
is a moral character, will moral requirements not merely 
override but silence other considerations.  
  Williams also thinks that moral considerations can, in 
contrast to other motivations, present themselves as objective 
demands. This kind of grounding of moral life is an 
intelligible form of objectivity, but, he immediately adds, 
there is no convincing argument that moral arguments play 
the motivational role in practical reason that Kant ascribed to 
them. In the Kantian kind of argument the requirements of 
practical reason will be met only by leading a life in which 
moral considerations play a constitutive, in particular, a 
motivational role. (Williams, 1998, 191) 
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Both McDowell and Williams believe that moral 
considerations can be objectively grounded, but this does not 
guarantee their motivational efficacy. Only in the case of 
moral agents is this condition satisfied. Thus, when the 
answer to the question whether moral maxims are 
authoritative depends on the answer to the question whether 
agents always obey them, then the conclusion is that they are 
not, unless the agent is a moral character, i.e., is a virtuous 
person. 253 
  
6. Conclusion 
 
In this chapter I discussed the status of normative reasons. 
The thesis that moral considerations claim authority 
provoked two main kinds of criticism. The first denied any 
authority to normative reasons because of the status of ethics. 
Mackie defended the unity of science and therewith the unity 
of the scientific method. He made it abundantly clear that 
ethics fails to satisfy the standards of this method. Since 
ethics cannot claim a scientific status (normative statements 
do not refer to any moral fact), normative statements are 
downgraded to merely subjective utterances. The second 
kind of criticism uses a counterfactual kind of reasoning: it is 
a fact that normative reasons do not motivate all people all 
the time; this proves that they cannot claim any truth, for else 
it would be contrary to reason not to follow them. Normative 
reasons cannot override conflicting interests, which proves 
that they are just conflicting reasons.  
  To understand norms we must understand the reasons that 
sustain them. Norms generate directive reasons that may or 
may not be compelling. This way of thinking about morality 
is closest to the way that the authority of reasons feels to us -
                                                
253 Pincoff (1998) divided moral theory into an 'ethics of rules' and an 
'ethics of virtues'. The ethics of rules conceives of the subject matter of 
moral theory as the evaluation of actions and asks "what ought we to do". 

Virtue ethics puts a primary emphasis on virtue-centered concepts rather 
then on obligation-centered concepts. (see Crisp and Slote, 1997) 
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that is, it approximates what the experience of ‘having 
reasons’ is like for those who understand and act from 
reasons. (Railton, 1999) Thus, a reason can be authoritative 
even if it fails to move us. And since we can make this 
distinction, we must be working with a notion of authority 
that is not informed by motivational efficacy. Perhaps we 
better understand the normative necessity by emphasizing 
the relationship between certain aspects of the world and us, 
with our beliefs, choices, intentions etc. Indeed, it is part of 
our understanding of normative authority that it applies to 
creatures that can defy it. “We are ‘necessitated’ to act from 
(..) reasons, not determined (..) to act from them” (Hampton, 
1998, 105). This formulation stipulates that we are moved to 
act from moral reasons because we understand their 
normative necessity. They keep their authority over us even 
when we do not act in accordance with these reasons. “It is 
then our attitude when we are “mentally attuned” by reason, 
and no mere submission -even though we precisely recognize 
that it is not simply up to us what we make of it. This is the 
experience of normative authority.” (Railton, 1999, 347) Our 
moral understanding will be communicable to others in the 
form of a recommendation.  
  In conclusion, then, what constitutes the ‘authority’ of moral 
considerations? I will mention four considerations. In the first 
place, a moral consideration "is a reason for an agent if and 
only if (and because) it constitutes, or suitably connects with, 
the practical good, i.e., with what an agent must do to be 
acting well." (Lawrence, 1995, 124) The central, or defining, 
question of practical reason is: ‘what should I do’. Its formal 
answer is: ‘do what is best’ or ‘act well’. In the second place, 
the ‘should’ is not one of causal or logical necessity. It is not 
required that we explain the action, but that we explain its 
intentional nature. It is neither required that the agent has a 
desire to do what would be the best thing for him to do. 
Desires can function as reasons, but the source of the desire 
being a reason lies not in itself. (see chapter XVII) Third, since 
goodness supervenes on natural properties, all moral 
considerations concern actions with a substantive content. 



 

 

347 

Therefore, there are objective facts (concerning objects, 
practices, states of affairs) that determine what is good or bad 
in the given circumstances (this will be discussed extensively 
in the next chapter). They also determine the truth and falsity 
of the agent’s evaluations - his beliefs about what in the light 
of his conceptions of the facts is good, bad or best for him to 
do. Fourth, "excellence in practical reasoning, or practical 
deliberation, consists primarily in having a generally correct 
understanding of what is good or bad in human life, and 
bringing it to bear correctly on, or rather realizing it correctly 
in the situation in hand so as to act well." (Lawrence, 1995, 
133)  
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                                           CHAPTER XVI 
 
 
 
 
       
                                       A PROPER CHOICE 
 
 
 
1. Introduction  
 
In this chapter I raise the question: how we know whether the 
reasons for an action justify that action? Was there a good 
reason to act in that way? Was it rational for the agent to do it 
and was it good that he did it? How can we decide on the 
goodness of actions? And how can we take account of it. I 
take the last two questions to be central to the problem of 
valuation. 
  A valuation is meant to establish the (natural) properties of 
the object or the state of affairs under consideration, to assess 
their (intrinsic) value and to qualify the object/ event or state 
of affairs (‘X is good/bad’).  
  By way of introduction, I will first discuss the question how 
agents come to formulate their preferences. This concerns the 
question: ‘what is it that makes an action desirable’. I will 
formulate this as the question: ‘what attracts an agent, or why 
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does he prefer this object or this action above an alternative’. 
The formulation of preferences is from this point of view not 
different from the task of valuing objects, actions or the state 
of affairs resulting from actions.   
  Valuations touch the frequent debated distinction between 
facts and values. The question is how evaluative conclusions 
can be drawn or be separated from descriptions of objects 
and/or states of affairs. In the positivistic tradition the 
tendency of science, has been to purge the world of meaning. 
As a consequence, any candidate feature of reality that 
science cannot capture in this tradition is downgraded as a 
(mental) projection. All meaning or value beyond what is 
required for natural facts to be articulated is conceived of as a 
reflection of our subjectivity. 254 Meaning is not to be found in 
nature, but rather projected unto objective reality. Value is a 
subjective variable that cannot be subjected to rational 
discourse. The obvious conclusion to be drawn is that 
valuations are merely subjective findings, lacking 
authority. ‘Cognitivists’ (like ‘objectivists') think that because 
valuations supervene on descriptions of natural properties 
they can, to a certain extent, be discussed rationally. For all 
values are related to objective facts about states of affairs, 
practices or objects.  
  The main part of this chapter is devoted to explaining the 
nature of valuation. Special attention will be given to Moore’s 
criticism of the ‘naturalistic fallacy’. I shall consider the 
relation between values and natural properties as a relation 
between secondary and primary qualities: the supervenience 
relation. This culminates in the proposal, with regard to the 
valuation of actions, to distinguish symbolic utility from 
substantive utility. Choices that aim at the realization of 
symbolic utility are intended to be proper and therefore to be 

                                                
254 When I refer to natural facts I refer to facts about the world that the 
sciences study. This includes the human world as well as the natural 
world. The subjectivist view that is articulated here is partly the legacy of 
Hume who defended the view that all knowledge is derived from 
sensory perceptions (empirical facts) against the rationalism of Descartes. 
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justified in retrospect. But we may not deduce from this that 
preferences for alternatives that do not articulate symbolic 
meaning are therefore unjustified. Whether decisions can be 
justified also depends on the alternatives that are available.     
 
2. The value of preferences 
 
Let us take as point of departure the way preferences are 
defined. Preferences can be seen as a relation between objects 
or commodities (a preference for apples above oranges); or as 
a relation between actions (a preference for eating an apple 
above eating an orange); or a relation between states of affairs 
(a preference for the state of affairs in which one eats an apple 
above the state of affairs in which one eats an orange). 
Although these different ways of picturing preferences result 
in the same choice, the different formulations are not 
irrelevant. The most important difference is that we can 
conceive of actions or states of affairs in a way that is not 
conceivable in connection with objects, namely as the making 
of meaning and/or fitting the world to make it concur with 
our preferences, which is realized in the action itself. Another 
difference is that in case of a ranking between states of affairs 
we can also take the process leading to the state of affairs into 
consideration. 
  I shall discuss the following question: are objects/ states of 
affairs desired because they are valuable in one way or 
another, or is an object/state of affairs valuable just because it 
is desired? Do preferential attitudes bestow value on the 
objects/states of affairs to which they are directed, or are 
these objects/states of affairs valuable for what they 
intrinsically are? Intuitively, it seems that the order of 
explanation must run from value to desire. But theoretically 
we can distinguish two answers to the question regarding 
what is valuable to an agent. Is it a) that our intrinsic desires 
and preferences are satisfied, or is it rather b) that the states 
that are the objects of our desires/ preferences are realized. 
(Rabinowicz and Österberg, 1996, 2)  
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We have to consider two possibilities: is it the experienced 
enjoyment that follows from the fulfillment of an agent’s 
rational and fully informed desires or is it the state of the 
world that is realized that is valuable for the agent.     
  Rabinowicz and Österberg give the following example: 
‘when we wish that rainforests survive, is it then intrinsically 
valuable that we get what we wish or is it rather the survival 
of the rainforest.’ (Ib., 2) Rabinowicz and Österberg could not 
solve this question. The implication of the first interpretation 
is that what has value is anything that contributes to the satis-
faction of an agent’s desires, whatever its content. It is good 
that people get what they want, because freedom of choice 
would be meaningless unless an individual gets what he or 
she wants. According to the second interpretation the value 
of a preference satisfied is determined by the intrinsic value 
of the preferred state of affairs itself, e.g., by the survival of 
the rainforest. The intrinsic value of the state in which the 
rainforest survives supervenes on those internal features of 
the rainforest for which agents intrinsically value it. 255  

  Quinn defends the second interpretation while formulating 
a similar problem as the one Rabinowisz and Österberg 
presented. His example is that someone wants to see famine 
ended in Africa. If she "attaches basic value to the end of 
famine, then it is the thought that doing such and such will 
help feed people that gives her the basic reason to do it -not 
the thought that it will bring her pleasure or save her pain". 
(Quinn, 1993a, 243) The pursuit is rationalized by the value of 
the object of the action.  
  The distinction between both interpretations does not really 
make a difference in practice. Given that a particular state of 
affairs is intrinsically preferred, the satisfaction of this prefe-
rence takes place if, and only if, its objective is realized.256 

                                                
255 If x is a state of affairs, situation or fact, what is intrinsic to x is 
whatever is entailed or necessitated by x. (Harman, 2000, 141) This 
definition does not fit the satisfaction interpretation. 
256 This suggests that defining desires as a dispositions to realize itself 
could provide the solution to the theoretical impasse. A desire is a kind of 
proposition, a proposition to change the world in order to fit the desire. 
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However, value is defined very differently in the two 
approaches. We may, therefore, distinguish two theoretical 
grounds for attributing value: the constitutive argument and 
the supervenience argument. Either the fact that an object is 
desired or a state of affairs is preferred over alternatives 
determine its value (value is constituted by the desire) or, 
alternatively, the properties of the object or of the state of 
affairs determine its value. 257 This is the supervenience 
argument that grounds value in the natural properties of the 
preferred object/state of affairs.  
 Both the constitutive and the supervenience approach can be 
used to argue for the interdependency between an agent's 
desires and the characteristics of the state of affairs that 
results from an action, or of the object that is desired. This is 
aided by the fact that the desired thing will indeed have 
features or properties that make it desired, that enables it to 
arouse a desire etc. Mackie seems to have anticipated this, for 
he warned:  “It is fairly easy to confuse the way in which a 
thing’s desirability is indeed objective with its having in our 
sense objective value.” (Mackie, 1998, 98) 
  Cognitivists find it, on the contrary, plausible to claim that, 
first, the features of the object exist independent of the 
provoked response, and second, that the response itself is a 
genuinely cognitive state of mind in some way directed to 
these features. They support the supervenience approach. 
  Quinn (1993b, 11ff) has tried to fashion a firm argument 
against the objectivist’s claim. To begin, he proposes that we 
grant the objectivist ’s assumption that a U(tility)-response is 
cognitive in the sense that it essentially contains some 
genuine thought of its object as having the U-feature. Now, a 

                                                                                                           
(Smith, 1987)  This would make that the two interpretations coincide. (see 
also the next chapter) 
257 The object interpretation allows that something may be intrinsically 
valuable, even though nobody wants it (e.g., because it is hidden 
somewhere and nobody knows about its existence). Since the intrinsic 
nature of any object or state of the world is a non-relational property, it is 
not dependent on a state of mind such as interests or desires.  
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U-feature is never an identifying feature of an object. Size, 
shape and location serve to identify material bodies Thus, we 
may suppose that the U-response contains the thought of the 
object having the U-feature, but we cannot exclude the 
possibility of illusion. Let us therefore, Quinn suggests, 
secondly, grant provisionally that the U-response is non-
cognitive  - some species of mere feeling, sensation, etc. But, 
which species? Approval, fear, delight? The subjectivist will 
find that he cannot differentiate the U-state except by 
referring in one way or another to the U-feature. This 
difficulty is most familiar in the case of colors. What makes 
the sensation of red different from the sensation of blue? And 
how can moral approval be distinguished from other types of 
approval? The key premise in the objectivist 's argument is 
that in order to differentiate the U-response, reference must 
be made, directly or indirectly, to the U-feature. But this 
argument will also lead to some form of circularity from the 
point of view of the subjectivists. That circularity occurs, the 
subjectivist will conclude, just at the point when we are 
forced to refer to the U-feature in order to explicate the U-
response. For the U-feature itself should be analyzed into the 
U-response and not vice versa. 
  The problem is whether the intrinsic value of a state of 
affairs really is a non-relational property, or that there exist 
interdependencies between the object ‘s properties and the 
subject ‘s psychological state towards the object.  Putnam opts 
for this possibility. “Nothing at all we say about any object 
describes the object as it is ‘in itself’ independently of its 
effect on us (..).” (Putnam, 1981, 61) The idea that value can 
simply be deduced from properties has to be rejected. 258 This 

                                                
258 From Descartes we inherit the view of a strict dualism between an 
outer world that we experience with our senses and an inner world, the 
world of our thoughts. What we find in this inner world can be described 
in isolation from the outer world. In fact a thought is a representation of 
our concepts that are depicted on the world outside. The opposing view 
reverses the sequence: a thought is a reflection of the state of affairs in the 
real world. Putnam opposes both views. There is, in his opinion, no gap 
between mind and world that must be bridged by representations. Our 
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statement does not deny that values or qualities can be 
objectively discussed; but it denies that it is possible to claim 
that there is one true result of a valuation process. Wiggins 
even claims that we have to treat psychological states and 
their objects as equal and reciprocal partners. Consequently, 
it can be true both that we desire X because we think X is 
good, and that X is good because we desire it. (Wiggins, 1998, 
158/9) 259 This claim goes much further then the thought that 
there are interdependencies. It undermines the idea of an 
interchange between properties of states of affairs and the 
perception of the agent. Therefore, I think we should reject it. 
   
In many cases the question whether some actions are worth 
pursuing can only be answered by comparing the properties 
of the resulting states of affairs with some standard of excel-
lence that has emerged in social practices. Raz (2003) has  
developed the ‘social dependence thesis’ that says that some 
values exist only if there are (or were) social practices sustai-
ning them. This applies only to ‘intrinsic’ or ‘cultural’ 
values.260 

                                                                                                           
view of the world is the concerted action of our concepts and the real 
objects in the world. Perceptions are not passive acts, but active 
interferences of our thoughts to open up reality. (Putnam, 1981) 
259 A specific person may think that she desires X because X is good. But 
from this we cannot conclude that it is good in general unless we know 
that the qualities of X can be objectively discussed, allowing for the 
possibility that the precise nature of that quality is under discussion. We 
have to stick to the distinction between objective properties and the 
awareness (and possibly distortion) of those properties. Wiggins thinks 
that anything that matters in life is arbitrary, contingent and unreasoned. 
It is something that cannot be criticized or adjusted with an eye to what is 
true or reasonable. Wiggins emphasizes that his position does not deny 
all objectivity to practical judgments. He only stipulates that practical 
questions often have more than one answer. This, of course, is true, but it 
does not require the belief that what is desired is therefore good.  
260 Raz does not claim that all values are socially dependent. He allows 
for a distinction between (a) values that depend on social practices, such 
as those of the opera; (b) values that do not depend on social practices 
but to which we have access only through social practices, such as beauty 
or sunsets; (c) values that are not socially dependent at all, such as 
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The existence of a sustaining practice is a necessary but not a 
sufficient condition for the existence of some kind of value. 
How does value depend on social practices? Raz claims that 
what counts as ‘excellence’ or best realization of a value 
depends on the standards of some social practices. The fact 
that a value depends for its existence on a sustaining practice 
does not of itself show that this value engages people. When 
we judge anything as good owing to a value, we do so in 
stages. "First, we identify a kind to which it belongs, a kind 
that by its nature or constitution is governed by a particular 
value (that is, by the standard of excellence for being good for 
that kind), and second we judge the item under consideration 
good (or bad) to the extent that it is a good (or bad) of its 
kind". (Raz, 2003, 138) That something is good or of value 
entails that there is reason to respect it, as well as reason to 
engage with it in a way appropriate to its value.  
  Many values are mixed values: the value of being a good 
opera consists in the way music, visuals, lyrics and action 
combine. Their required combination makes the values they 
define distinct. But not every combination constitutes a 
distinct value. A musical can have all the necessary elements, 
but when it fails to integrate them it lacks a distinct value. 
The combination of properties allows us to recognize the 
existence of values with apparently contradictory criteria. 261  
 
3. Valuation and the naturalistic fallacy 
                   
The seminal statement with regard to the question how can 
we decide on the goodness of actions is Moore’s assertion 
that many theorists have been victims of the naturalistic 
fallacy. In the course of time there have been different 
readings of the content of this fallacy. Originally it was meant 
as a critique of Mill ‘s argument that just as the only proof 
that an object is visible is that people see it, so the only 

                                                                                                           
instrumental values and some moral values. (see Raz, 2003, 33ff)  
261 A novel, for instance, can be praised for its style, but be criticized for its 
lack of a plot. 
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evidence that anything is desirable is that people do actually 
desire it. Moore’s objection to Mill was that he defines the 
word ‘good’ as ‘desired’, while it is clearly an open question 
whether what is desired is good. Desirable does not mean 
‘able to be desired’, as visible means ‘able to be seen’. There 
may be desirable objects that are not desired. And since 
desirable includes the moral predicate ‘good’ in it's meaning, 
it is fallacious to define desirable by means of the empirical 
predicate “what people do actually desire.” (cited in Crisp, 
1997, 73) 
  Moore was concerned with the equation of goodness, which 
he saw as a non-natural property, with a natural property. 262 

He argued that being good cannot be identified with (or 
reduced to) any natural property, for ‘good’ is a non-natural 
property, i.e. totally outside the physicalist ontology of the 
natural sciences. ‘Good’ refers to a simple, indefinable, non-
natural property. Everything that is good has this property. 
The apparent diversity of intrinsic values -such as, beauty, 
friendship or knowledge- is unified by the fact that they all 
share this common good-constituting property. Therefore, the 
first definition of the naturalistic fallacy is that goodness is a 
non-natural property that cannot be equated with natural 
properties. 
  Moore has been attacked for relying on a mysterious and 
extravagant metaphysics. What could a non-natural property 
be, and how can one detect it? Since goodness is a non-
natural property, it cannot be known by any of the senses. So 
it must be a matter of intuition. (Mackie, 1998, 94)263 Frankena 
was convinced that Moore’s arguments against naturalism 
are inconclusive. He considered three interpretations of the 

                                                
262 But Mill did not claim that goodness is the same as what is desired he 
only claimed that desire offers the only evidence for something’s being 
good. Most of the objects of our desires we desire because we believe 
them to be valuable or desirable in some respect. (Crisp, 1997) 
263 Out of this criticism came theories such as emotivism and 
expressivism. Since goodness is not a natural property but only refers to 
it, it must be the expression of a pro-attitude or the recommending of 
something. 



 

 

358 

‘fallacy’: (Frankena, 1967, 51ff) 
1. it is the mistake of defining a non-natural property like 

goodness in terms of a natural one, 
2. it is the mistake of defining a property in terms of another, 
3. it is an attempt to define the indefinable.    
Frankena argued that whichever version we take, Moore has 
failed to show that any mistake is involved. He has merely 
asserted things without proof. The naturalist fallacy is only a 
fallacy because it involves a definitional fallacy. And a 
definitional fallacy is the process of confusing or identifying 
two properties. The fallacy is simple that two properties are 
treated as one and it is irrelevant that one of them is natural 
and the other non-natural. (Frankena, ib., 57) The objections 
of both Gauthier and Putnam are similar to the criticism as 
expressed by Frankena. Gauthier agrees that a non-natural 
property such as good cannot be identified with some natural 
property. But a case of improper identification is not a case of 
unjustified correlation. (Gauthier, 1967, 315) Putnam blamed 
Moore for conflating properties and concepts. From the non-
synonymy of words nothing follows about the non-identity of 
properties. Temperature and mean molecular kinetic energy 
are two concepts that are not identical, but they correlate. The 
first is a practical concept, the second a theoretical. (Putnam, 
1981, 207ff) Gibbard formulated a similar objection. (Gibbard, 
2002, 272/3)   
  The conclusion to be reached from all this is that value 
corresponds to natural properties, and goodness is the articu-
lation of value and, therefore, goodness depends indirectly 
on these natural properties. (Anderson, 1993, 22/3) 264 This is 
a conclusion that we encountered before in connection with 
the supervenience approach. If objects are equivalent in 
natural properties they must be equivalent in value. And if 
objects are equivalent in value, they must be equivalent in 
goodness. The supervenience approach is not the same as 

                                                
264 Thomson’s distinction between first-order and second-order ways of 
being good, whereby the second-order rests on the first-order can also be 
understood in this way. (Thomson, 1997, 281) 
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reductionism, but there is some similarity. If values are not 
reducible to facts, then at least they are dependent upon 
them. 
  Before introducing the second definition of the naturalistic 
fallacy, I want to recall the subjectivist’s or non-cognitivist’s 
argument that meaning is not to be found in nature, but 
rather is projected onto reality. The language of evaluation is 
‘emotive’. It expresses a speaker’s feelings and attitudes, as 
well as inducing similar feelings and attitudes in others. The 
making of any sincere evaluative judgment goes beyond des-
cription or assertion of fact. Hence, the apparently unques-
tionable distinction between ‘descriptive’ and ‘evaluative’ 
language. The second definition of the naturalistic fallacy, 
therefore, says that it is not possible to derive an evaluative 
conclusion from entirely non-evaluative premises. This 
definition is closely connected with the one that says that the 
naturalistic fallacy is to derive an ‘ought’ from an ‘is’. Both 
arguments are based on the strict distinction between values 
and facts, with the implication that values betray emotions 
that are not amenable to rational discussion. 'Objectivists'' 
challenge both arguments. They argue that many ‘virtue 
terms’, terms that describe how human beings can excel or 
fail are concepts, which simultaneously describe and 
evaluate. Putnam, for instance, denies the possibility of 
dividing up a term like cruelty or bravery into a ‘purely 
descriptive part’ and a ‘purely evaluative part’. There are 
facts that only come into view through the lenses of an 
evaluative outlook. "If we define a ‘brave’ person merely as 
someone who knows no fear (or does not succumb to fear), 
then (..) we shall miss the crucial distinction between bravery 
and foolhardiness. Therefore, value judgments and factual 
judgments are entangled in many ways". (Putnam, 2003, 396) 
  What is meant by facts and values? In the traditional 
empiricist view a fact is something one can picture; facts 
corresponds to sense impressions. But this connection has lost 
meaning since science came to speak about unobservable 
atoms or ‘curved space time’. And what is a value judgment? 
From the point of view of logical positivism value judgments 
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are either expressions of feelings, or expressions to commend 
something. But Putnam emphasizes the diversity of value 
judgments. Not all value judgments are ethical judgments 
and not all ethical judgments involve praise or blame. The 
judgment that the Lisbon earthquake in 1755 was a bad thing 
is also a counterexample to the idea that all value judgments 
have the function of prescribing something. (Putnam, ib., 399) 
  Hare explains that words like ‘good’ and ‘should’ are used 
evaluative when they are used with commendatory force. He 
attacks ethical naturalism, defining a naturalist as someone 
who believes that he can deduce an ethical conclusion from 
descriptive premises. Geach agrees with Hare that ‘good’ is 
an action-guiding word, for people should choose things that 
they consider to be good. But this does not mean that the 
word ‘good’ must be used for commending, because it can 
have a straightforward descriptive sense. He distinguished 
two sorts of adjectives: attributive adjectives (a good book) 
and predicative adjectives (this book is red). ‘Good’ and ‘bad’ 
are always attributive, not predicative adjectives. (Geach, 
1967, 64) Attributive adjectives must always be combined 
with a noun (as in 'a good book' or 'a good meal'). The 
meaning of predicative adjectives does not depend on any 
noun to which it is attached. (see Rind and Tillinghast, 2008) 
  The analytical philosophers traditionally held that terms like 
‘good’ and ‘bad’ are being used in a commendatory way. 
That saying “this is a good book” means some-thing like “I 
recommend that book”. Geach rejected this view which 
denies that there may be a context in which good is primarily 
a descriptive term. He also denied that good is a non-natural 
attribute, "for nobody has ever given a coherent and 
understandable account of what it is for an attribute to be 
non-natural". (Geach, ib., 66) Hare correctly responded that 
Geach’s approach is only justified in the case of functional 
objects. In this case the term ‘good’ is essentially an 
attributive adjective, which is applied in the form “X is a 
good A”, where A stands for a specific class of objects (for 
instance a knife) and ‘X is a good A’ means, this specific knife 
is a very good (sharp) knife. Thus we can use ‘good’ as a 
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descriptive term in the case that the term ‘good’ qualifies as a 
functional (or instrumental) term, and when understanding 
the meaning of it requires knowledge of the use to which the 
object it denotes is typically put, or the end which that object 
serves. (Hare, 1967, 79) This corresponds to Thomson’s use of 
first-order ways of being good, such as: good for use in, good 
at, good for, and so on. We can extend this, I suggest, to all 
cases in which we encounter instrumental values. 
  What Geach’s argument tells us is that goodness can be 
directly deduced from the natural properties of objects or 
states of affairs when we know the ends or goals for which 
they are used, respectively, the states of affairs aimed at. This 
contradicts the common view among subjectivists (as Mackie) 
that goodness can never be reduced to a natural property 
because it has emotive force. This argument is clearly wrong, 
as many descriptive predicates naturally acquire emotive 
force.  
  What, then, are the relations between the properties of 
objects to be acquired or of states of affairs to be realized, and 
the reasons that we have for behaving in a certain way. There 
seem to be two possibilities. The first is that when something 
has the right properties, it has the further property of being 
valuable, and that property gives us reason to behave in 
certain ways with regard to it. This is Moore’s position. It is 
compatible with the supervenience approach to treat those 
properties as secondary qualities or secondary properties. 
Secondary properties are powers that objects, states or actions 
have to produce effects in the consciousness of observers. "If 
an act is right (and if we ought to do it), then there is 
something about it that would evoke an attitude of approval 
in us, if only we could think clearly and objectively about it". 
(Rachels, 1998, 16) 265 This view is a compromise between 
objective and subjective views of ethics. "It is objective in the 

                                                
265 Rachels suggests furthermore that the nature of secondary qualities 
provides a connection between recognizing something as right and being 
motivated to act. I agree on the condition that this relation is seen as a 
contingent one. 
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sense that it identifies good and evil with something that is 
really there in the world outside us, but at the same time 
what is there has the power to produce feelings inside us. (..) 
This view seems promising because it requires only ordinary 
objects, events and the like, and human beings who interact 
with them". (Rachels, ib., 15) 
  The alternative, which Scanlon believes to be correct, is to 
hold that being good, or valuable, is not a property that itself 
provides a reason to respond to in certain ways. Rather, to be 
good or valuable is to have other properties that constitute 
such reasons. It differs from the first alternative simply in 
holding that it is not goodness or value itself that provides 
reasons, but rather the natural properties that evoke these 
qualifications. (Scanlon, 1998, 97) 
  The difference with the first interpretation seems superficial. 
What Scanlon’s view adds are two things: first, he thinks that 
a reference to the term good is redundant, and second he 
believes that in order to understand the value of something it 
is not enough to know how valuable it is, but it is rather a 
matter of knowing how to value it  -knowing what kinds of 
actions and attitudes are called for. 266 This applies in 
particular to ‘moral’ actions. "Judgment rather than 
knowledge is what the practically wise person possesses". 
(Raz, 2003, 48) 
 
4. Symbolic utility 
 
The question I want to address now is how we should value 
the moral properties of actions. I shall first present an 
approach that is suggested by Khalil, amongst others. Khalil 
takes the view that is similar to the one we just have 
discussed, namely that moral properties supervene on the 
natural properties of actions. He describes moral 
considerations in fact as qualities that are embodied in the 

                                                
266 To be intelligible, values must have some link, even if indirect, with our 
beliefs. What demands respect, we must be able to see as respectable. What 
commands protection must be able to strike us as worth being protected. 
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characteristics of the states of affairs that result from the 
action, or from the process that leads to the result. Symbolic 
utility is the expression of ‘goodness’ that supervenes on the 
characteristics of an action, which underlie its substantive 
utility. Symbolic utility is a ‘by-product’ of substantive utility.  
  Important in this approach is that every choice involves the 
sacrifice of foregone opportunities. Therefore, every choice 
involves costs. By stipulating that each action should be 
submitted to a cost-benefit analysis, Khalil wants to prevent 
actions from being judged without information about their 
comparative opportunity costs. He also wants to exclude 
irrational conduct (e.g., actions in which potential costs far 
exceed the expected benefits) from the domain of actions 
where symbolic utility is pursued.  
  Khalil's point of departure is that, theoretically, it is not 
fruitful to start with a moral/material dichotomy. As he puts 
it: "(..) there is no such thing as a moral action standing on its 
own, i.e., separate from the substantive input of interest (..)." 
(Khalil, 1997, 515) But neither is it fruitful to model the taste 
for, say, honesty as not different from other tastes. For this 
would entail that, as soon as the incentives for cheating 
would increase, agents would substitute at the margin 
between honest and dishonest behavior. Khalil suggests we 
should treat the taste for moral sentiments as a by-product 
effect of the pursuit of an interest deemed preferred.267 
  Why should an agent aspire to act properly? Because he 
cares to preserve his integrity. "The moral by-product arises 
from executing what is determined to be the preferred 

                                                
267 The concept of a 'by-product effect' should not be confused with Elster's 
(1983) description of by-products. Elster defines by-products as 
satisfactions that cannot be willed directly, such as enjoyment, sleep, good 
conversation, etc. To Elster, by-products emerge as the outcomes of 
situating oneself under proper conditions. The concept of a 'by-product 
effect' should also not be confused with the idea of unintended 
consequences of an action. The idea of a 'by-product effect' rather captures 
the shadow of an act that arises when such an act is meant to be a proper 
act.  The way an action is conducted is relevant or, to put it differently, the 
process to achieve a result matters. 
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interest. The connection between commitment and preferred 
interest is integrity." (Khalil, 1997, 515) For an action to yield 
symbolic utility it is irrelevant who will be the recipient of the 
substantive utility. "It is granted that the agent can smoothly 
substitute between self-interest and other-interest." (Khalil, 
1997, 497) This is surprising for 'moral choice' is habitually 
associated with other-regarding choice. But Khalil refuses to 
see a difference, in moral worth, between self-care and other-
care (in this he joins Foot and Parfit). Building one's own 
house can be as worthwhile as volunteering one's labor to 
help the poor.  
  The next question that immediately announces itself is 
whether symbolic and substantive utility are interchangeable. 
Though Khalil denies that substantive and symbolic utility 
can be substituted along a smooth utility function, he does 
think they are comparable and, within certain limits, 
interchangeable. This allows for the possibility of a limited 
trade-off.  
  Summarizing: Khalil's approach to integrating moral 
sentiments and interests is characterized by three distinct 
features. His central idea is that, since there is no separate 
moral domain, moral qualities need a substantive stratum. 
The second feature is that symbolic utility is an intended by-
product, and the agent wants to express commitment, 
appreciation and the like. In general, an act delivers symbolic 
utility when it is conducted properly. A third feature is that 
an agent does not want to act properly at every price. There is 
some (discontinuous) trade-off between symbolic and 
substantive utility. 268  
  Thomson agrees with Khalil that being generous, kind or 
just can be very costly, and that there are cases in which 
paying these costs would be supererogatory. Under normal 
                                                
268 In my opinion this is the only justification for a reference to a cost-
benefit analysis when one intends to act properly. Since moral sentiments, 
as secondary qualities, are not quantifiable, symbolic utility can be 
quantified only indirectly by measuring the amount of substantial utility 
in the next best option (the fore-gone opportunity). This equates the moral 
'worth' of an action with its material 'sacrifice. 
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conditions, morality may require us to incur costs, she argues, 
but it does so only when refusing to pay would be mean, 
cruel or unjust. (Thomson, 1997, 287) Her criterion for acting 
morally requires us to do a thing if and only if not doing it 
would be unjust, mean or cruel. In other words, we must 
prevent other subjects from being treated in an unjust, mean, 
or cruel way, even when we have to pay a (high) price. In 
these circumstances it is improper to apply a cost-benefit 
method, for a moral imperative applies. 269 

  I will complicate matters further by introducing a distinction 
between prudent and moral action. This distinction is akin to 
Sen's well-known and useful distinction between actions 
driven by 'sympathy' and actions driven by 'commitment' 
(see the chapters I and XIX).  My motive for this further 
distinction is that I want to retain the possibility of moral 
actions that are not instrumental to non-moral ends.  
 
Sandbu also introduces symbolic utility in his analysis of 
actions. Following Sen who showed how processes might 
enter preferences, he emphasizes the process character of 
actions. Agents may care about the way an action is executed. 
In such cases the agent is not indifferent to how an outcome is 
produced. We can say that the outcome is process-dependent 
or that the preference is process-nonseparable. The process is 
part of the preferred outcome; e.g., it is itself a valued end. 
These processes are neither independently nor instrumentally 
valued. They depend for their value on the causal connection 
with the outcome they aim for. In such preferences, processes 
have dependent non-instrumental value. "It is this dependent 
non-instrumental mode of valuation we need in order to 
account for process-nonseparability". (Sanbu, 2007, 222) "By 
indicating or symbolizing something valuable -in other 
                                                
269 Thomson's definition of a proper act resembles Scanlon's notion that 
an act is wrong if it will affect someone in a way that cannot be justified. 
See the formulation in the previous chapter "the desire to be able to 
justify one's actions to others on grounds they could not reasonably 
reject." (Scanlon, 1982, 116; 1998) 
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words, by representing it- an action is endowed with 
symbolic value over and above its instrumental or 
independent value. (..) These kinds of value are dependent  -
since they depend on the representative relation- but not 
instrumental- since their value is derived through (..) 
symbolic relations, not a causal one". (Sandbu, ib., 225). 270 By 
indicating or symbolizing something valuable an action is 
endowed with symbolic value over and above the value of its 
consequences. Rules and principles are particularly well 
suited to create representative relations. 
 
5. Conclusion 
 
In this paper I discussed what it means to say that there was 
good reason to act in a certain way. Is this just another way of 
saying that something is rational to do or does it mean 
something more, or something else, for instance to say that it 
is the proper way to do something  
  How do we know whether an act is proper or good? The 
answer depends in the first place on the nature of our 
preferences for certain objects or states of affairs. 
Utilitarianism identifies the good with the object of a rational 
desire. What is good is what an agent would desire if she 
were fully rational. This was the constitutive argument. The 
alternative view was the supervenience argument that 
grounds value in the natural properties of the preferred 
object/state of affairs. I concluded that there usually is some 
interdependence between the natural properties of an object 
and its desirability. A second discussion concerns the nature 
of ‘good’. Is it a natural or, as Moore argued, a non-natural 
property. Many scholars endorse the view that, leaving the 
functional or instrumental good aside, good is a non-natural 
                                                
270 Symbolic utility cannot simply be incorporated in decision theory, for 
symbolic utility does not obey an expected utility formula (Nozick, 1995). 
Process-nonseparable preferences can generate choices that violate 
WARP (see Sandbu, ib., 214 for an example). Symbolic utility can be 
incorporated in a modified non-expected utility function.  
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property and defend the supervenience approach. Though 
values are not reducible to facts, they are dependent upon 
them. The next question to be answered is how to account for 
the goodness of a state of affairs. Extending this point of view 
to moral considerations, I have considered the approach of 
Khalil and Sanbu. Their approach says, in short, that among 
the consequences of a moral action is the action itself. 
  I adopted the concept of symbolic utility that expresses the 
rightness of an action. When an agent intends to act properly, 
she may obey certain norms or moral principles because she 
wants to express some symbolic meaning. The mere fact that 
she aspires to add symbolic meaning to her action does not 
necessarily explain the outcome of that action (for when a 
runner contemplates to win fair or to win by cheating and 
decides for winning fair then the outcome remains the same: 
the runner wins), but it has some value or utility for that 
person and this utility is imputed back to the action, adding 
symbolic utility to its substantive utility.  Sandbu emphasized 
the process character of actions. Symbolic meaning must be 
treated as a separate component of the utility an action can 
generate. The most important thing in valuing alternatives is 
to know what kind of actions and what kinds of attitudes are 
called for. The import of valuations for human beings is “(..) 
to understand what matters to them, and so what is worth 
their aiming at. ” (Griffin, 1996, 48) An agent ‘s response may, 
in part, be governed by the view of the person he wants to be.  
 
An additional question, that will be discussed in the next 
chapter, is that if we could rationally discuss what is 'good', if 
we had reasons to qualify a state of affairs as 'good'; reasons 
that would justify an action, would these reasons also be 
motivating agents? 
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                                         CHAPTER XVII 
 
 
 
 
 
              ARE JUSTIFYING REASONS MOTIVATING? 
 
 
 
1. Introduction  
 
The basic claim of rational choice theory is that intentional 
action is to be explained by reference to the beliefs and 
desires of the agent. Hume, as many philosophers today, 
argued that the role of knowledge (beliefs) is limited to the 
discernment of means to ends.271 To be motivated to act 
requires a psychological state (a pro-attitude), which only 
desires can provide. Whereas beliefs are motivationally inert, 
desires provide the passion that activates the agent. 272 A non-

                                                
271 Sugden has recently published an article in which he makes two state-
ments: first, Hume was not endorsing an instrumental form of practical 
reasoning; second, Hume opposes a propositional decision theory.  
(Sugden, 2006) I refer to a theory of motivation that is said to originate in 
Hume's view that only desires can motivate an agent to act.  
272 In order to provide an alternative, I shall define belief not just as a 
passive domain of (scientific) knowledge, but as an active domain of 
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Humean alternative would be one in which a genuinely 
cognitive state is doing the motivation. Pure cognitivism 
supposes that a complete motivating state can consist of 
nothing but (objective) reasons. It assumes that, where there 
is motivation, there will be desire. But it understands the 
desire as the state of being motivated rather than as some 
part of what motivates. What motivate an agent are his or her 
beliefs about (desirable) states of affairs. 
  What about the justification of actions?  From the Humean 
point of view reason can tell us how to satisfy our ends, but it 
cannot tell us whether these ends are themselves 'rational'. 
The opposing view holds that one can, to some extent, 
objectively establish the value of the end that is to be obtained 
or realized through the action. It is not the desire for an end, 
but its desirability that justifies an action. The crucial question 
to be answered in this chapter is: will a justifying reason also 
be a motivating one?  
  In short: there is disagreement about the motivational 
potential of reasons and the justificatory potential of desires. 
(Dancy, 1995) I shall propose to combine a desire-based and a 
reason-based approach, as part of a general approach, in 
which it is accepted that beliefs and desires can 
independently give rise to action. Within this general 
approach, it will appear that desires cannot serve as a 
justification of an action. Desires usually lack the evaluative 
force that is thought necessary to make them justifying 
reasons, namely some kind of evaluation of the desired object 
as good -e.g., pleasant, interesting, decent etc. There are, of 
course, circumstances in which the desirability of the action is 
a clear-cut case even when the agent just did what he desired 

                                                                                                           
common knowledge. Beliefs about the world, which include beliefs such 
as that it is right to follow conventions, or to be honest etc. can provide 
agents with reasons for actions. The assumption is that knowledge 
provides good reasons. 
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to do. But when I refer to desires, I have in mind motives, 
based upon purely emotional states, that are only slightly 
amenable to critical reflection (see also the distinction 
between higher-order and lower-order desires in chapter 
XVIII).   
 
2. Internal and external reasons 
 
It is convenient to start with the question: ‘what is the basis 
for our ability to choose?’ If we are autonomous and choose 
our own purposes, then the resources that make our choosing 
possible have to come from within. Only two resources 
suggest themselves: reason and want. Here authors part 
company. 
  Humeans, believe that reason is imposed, and is something 
external. 273 Therefore, the identity, the being of human 
beings, consists in their wanting things. For, how is 
autonomy secured? How can we be sure that anyone's 
interests, ends and purposes are really that person 's own? 
The obvious way to make this clear is to show that they all 
stem from one's desires, since one's desires are one's own, 
whereas reason is external. Wants precede reason, for if 
thought shaped experience, then individuals are dependent 
on the sources of these thoughts, that is to say, dependent 
also on the norms and presuppositions of society they 
inhabit. This conflicts with this variant's conception of 
individual autonomy. There is no denial that reason and 
desire are inseparable aspects of choice. This is another 
question. There can be no choice without both a desire for an 

                                                
273 As Hume formulated it: it is evident that all passions, volitions and 
actions, are not susceptible of any agreement or disagreement; and 
therefore it can never be an object of reason. Bentham stated that: nature 
has placed mankind under the governance of two sovereign masters: pain 
and pleasure. Since these masters exercise their power through the 
medium of desire, reason cannot motivate us. And also Mill argued that, 
because autonomy is fundamental, it cannot consist in reason, to which it 
would then be subservient, but must have its roots in what we want. 

 



 

 

372 

end and reasoning about how to achieve it. The role of reason 
is confined to the means to achieve ends. This is still the 
dominant point of view in rational choice theory. 
  The discussion about the capacity of rational arguments, 
principles or norms to contribute to the explanation and 
justification of intentional action can be clarified by applying 
the distinction between internal and external reasons. An 
authoritative article about this distinction is Williams (1981). I 
will take this article as my point of departure. 
  An internal reason has the form ‘A has a reason to Ø’.  
Williams insists that the claim that a person has a reason 
must always be based on that person’s perspective of the 
situation. From a motivational point of view it is a matter-of-
course that a reason is only a reason when the person in 
question is motivated to act on that reason.  
  An external reason has the form ‘there is a reason for A to 
Ø’. This point of view does not take the perspective of the 
agent as its point of departure, but the perspective of the 
person making the judgment. If I believe that I would have 
reason to Ø in circumstances C, and that the agent ’s situation 
is not different from mine, in relevant respects, then I will be 
inclined to think that this reason counts in favor of Ø-ing in 
his case as well.  
  According to Williams internal reason statements can be 
discovered in deliberative reasoning. An agent can come to 
see that he has a reason to do something that he did not see 
he had reason to do at all. In this way the deliberative process 
can add new options for which there are internal reasons, just 
as it can also add new internal reasons for actions already 
undertaken. Williams thus acknowledges that a person’s 
subjective motivational set can undergo various changes. "In 
his unaided deliberative reasoning, or encouraged by the 
persuasions of others, he may come to have some more 
concrete sense of what would be involved [were he to pursue 
a specific end], and lose his desire for it, just as, positively, the 
imagination can create new possibilities and new desires". 
(Williams, 1981, 105) Not only can desires create beliefs, 
beliefs can also excite (new) desires. But, according to 
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Williams, deliberation is always from existing motivations. "The 
new motivation could be in some way rationally arrived at, 
granted the earlier motivations". (Williams, ib., 109) Beliefs 
can take the agent from one desire to another (or from one 
connative state to another), but it cannot give rise to a desire.  
  The claim of an external reason statement can be formulated 
in the following way. "When A comes to believe that there is 
a reason for him to Ø, he will be motivated to Ø, even 
though, before, he neither had a motive to Ø, nor  -in the 
extreme case- any motive related to Ø-ing in one of the ways 
considered in the account of deliberation.(..) What is it that 
one comes to believe there is a reason to Ø, if it is not the 
proposition that if he deliberated rationally, and knew all the 
relevant facts, he would be motivated to act appropriately". 
(Williams, ib., 109) However, when one says that A has a 
reason to Ø, isn't one committed to say that A acts irrational 
when A does not Ø? The answer is negative; though there is a 
(objective) reason to Ø, an individual may nevertheless not be 
sensible to this reason. 274 One could argue that the whole 
point of the external reason claim is that a reason can be a 
valid motive to act, independently of the fact that it really 
motivates the agent. The fact that external reasons can be true 

                                                
274 The argument is that since (external) reasons are rational 
considerations, they cannot be rejected without raising the suspicion of 
irrational behavior. When it comes to moral reasons, the claim that they 
are rational considerations would imply that acting immorally is a matter 
of being irrational. This seems like a knockdown argument against 
immoral behavior. (see Doyle, 2000, about egoism-conversion)  But it will 
be difficult to defend such a claim. A reasonable alternative explanation 
would be that some agents don't have a disposition to act according to 
reason because their subjective motivational set lacks certain sensibilities. 
This argument may be used to point at the difference between the moral 
and the amoral agent. An amoral agent having the same belief as the 
moral agent will not be motivated to act in the same way. An important 
consideration in this context is that reasons that support the adoption of a 
moral commitment may not be able to bring about "a change in the 
fundamental orientation in an agent’s life that moral commitment requires". 
(Doyle, ib., 22) Moral reasons can motivate an agent, but the motivation is 
contingent.  
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independently of the motivations of an agent, would, 
moreover, just be fine for actions that qualify as moral 
actions. For the reasons that would justify an action, would 
be valid for every agent and this is precisely what is assumed 
in the case of moral reasons. 275 
  The internalism-externalism distinction reflects the 
disagreement between Humean’s and non-Humean’s. From a 
Humean point of view there is no sense in which our desires 
or passions are rational or irrational. "All reasoning is 
concerned either with abstract relations of ideas or with 
relations of objects, especially causal relations. (..) Abstract 
relations of ideas are the subject of logic and mathematics; (..) 
they yield no conclusions about action". (Korsgaard, 1996, 
331) Hume also argued "reason is the faculty that judges of 
truth and falsehood, and it can judge our ideas to be true or 
false because they represent other things. But a passion is an 
original existence or modification of existence, not a copy of 
anything. It cannot be true or false, and therefore it cannot in 
itself be reasonable or unreasonable". (Korsgaard, ib., 218; see 
also Platts, 1988)  
  Normative requirements only provide agents with reasons 
to act if they are appropriately related to the agent ’s 
antecedent desires. And since desires are non-rational states, 
there is no distinctive rational principle to enter into the 
explanation of motivation. Then, morality, for instance, 
cannot be a matter of knowledge, but is rather a matter of 
sentiment. The reason that moral considerations must be 
rooted in people 's sentiments is precisely that nothing else 
can motivate them, leaving no room for justifying reasons as 
distinct reasons.  Therefore, actions are justified by the 
reasons that motivate them. When facing conflicting desires, 
rational agents will do what they most want to do. 
                                                
275 A reason to act in a particular way can be a valid reason even if it does 
not motivate the egoist because there is nothing in it for him/her. Helping 
an old lady crossing a road is a matter of ordinary decency, and so we 
should do it even when we would not benefit from it. Sometimes there is 
a reason to help whether or not someone recognizes the fact. (Grice, 1991, 
65) 
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The idea that men are impelled by 'desire' which can be 
assisted or impeded by reason but which is not itself 
rationally produced, is unacceptable to quite a number of 
moral philosophers. The problem they have with the 
Humean theory of motivation is either that it does not  “(..) 
allow reason to have any critical impact on human behaviour 
at all.” (Hampton, 1998, 148) Or, that  “(..) it is irrational to 
have certain sorts of beliefs, but lacking the corresponding 
desires and motivations.” (Wallace, 1990, 382) They argue 
instead: “We have reason to try to achieve some aim, when 
and because, it is relevantly worth achieving. Since these are 
reasons for being motivated, we would have these reasons 
even if, when we were aware of them, that awareness did not 
motivate us. But if we are rational, it will.” (Parfit, 1997, 130)  
  The non-Humean approach can be characterized as holding 
that people act for a reason, and that reasons are 
considerations in virtue of which actions are good in some 
respect and to some degree. One has a reason for action only 
if its performance is likely to produce, or to contribute to 
producing, something good. In this conception of action the 
beliefs of an agent connect agency and value. This approach 
allows that a gap may exist between what is good and what 
attracts the agent. And therefore the reason that justifies the 
action may not always motivate the agent. But when we 
deliberate about what we desire most, we deliberate about 
what it would be best for us to want. "This feature is essential. 
It explains the sense in which desires are under control, 
rather than being states of minds visited upon us. A desire is 
reasonable when we have it because of a belief in the value of 
its object, and it would disappear were we to abandon that 
belief. (..) Our desires are, in this regard, like beliefs. We can-
not want what we see no reason to want (..)" (Raz, 1999, 53) 
  From this point of view there are no desires  -besides urges 
and inclinations- that are not reason-based. The crucial 
distinction is between thinking of desires as being an 
essential part of a complete motivating state, or of thinking of 
them as identical with the state of being motivated. The state 
of being motivated needs an explanation and this must be 
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given in terms of the nature of what is desired. A desire is an 
endorsement of a reason that is independent of it. If a desire 
is reason-based then the desire does not itself add to those 
reasons. "Desires are held for reasons which they can transmit 
but to which they cannot add". (Dancy, 2000, 39)  
 
3. The subjective motivational set  
  
According to the Humean point of view a reason must be 
connected to the agent ‘s subjective motivational set to be 
motivating. We can think of this motivational set as a set of 
primary reasons, combinations of pro-attitudes and beliefs.276  
The question that is raised by the non-Humean view is 
whether beliefs (or, more generally, cognitive attitudes) can 
give rise to a pro-attitude. A denial is often based on 
arguments such as: ‘since we experience that people do not 
always desire what we believe is right, this proves that 
reasons do not motivate’. 
  Korsgaard thinks that much discussion is based on a false 
impression of what the internalism requirement means. It 
does not require that rational considerations always succeed 
in motivating us. There are plenty of things that interfere 
with the motivational influence of a given rational con-
sideration, such as emotional distress, weakness of will or 
irrationality. The scope of the subjective motivational set is, 
moreover, not the same for all people.  Its content may vary 
between different agents, the impetus of elements may be 
latent and sometimes elements may simply be ignored. All 
these things may explain the differential reaction to reasons 
across agents and by the same agent at different moments in 
time. (Korsgaard, 1996, 326ff)  
  Formally, the items that can be found in an agent’s 
motivational set depend solely on the kinds of reasoning that 
are possible. The question is how broad or how narrow the 

                                                
276 A pro-attitude combines with a belief state to produce a primary 
reason. The primary reason for an action is its cause. Pro-attitudes can be 
of very different kind. (Davidson, 1980; see chapter II) 
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subjective motivational set is defined. The scope of the 
subjective motivational set is determined by the range of pro-
attitudes that are accepted as principles of action, and by the 
admittance of cognitive propositional attitudes next to 
connative propositional attitudes. Therefore, the answer 
depends on, firstly, whether only means-end reasoning is 
allowed, or also reasoning about ends and consequently 
whether it only contains plain desires or also commitments, 
principles, conventions etc. (as in Davidson’s description, see 
Davidson, 1980). Secondly, and, more importantly: do 
normative principles only exert influence on actions for 
which the agent already has a desire to act (as in the strict 
Humean version), or can these reasons motivate us, directly 
or indirectly. When this would be allowed the agent’s 
perspective and the perspective of an impartial observer 
correspond. This is the question that ultimately divides 
‘internalists’ and ‘externalists’. In a desire-based approach a 
reason could never oppose a passion if it did not originate 
from a desire that is already part of the subjective 
motivational set.  But in the externalists’ approach it is 
assumed without reservation that reasons play an important 
role in the emergence of new motives.  
  Williams takes the range of possible elements in a person’s 
subjective motivational set to be broader then the class of 
plain desires. It includes such things as ‘dispositions of 
evaluations, patterns of emotional reaction, personal loyalties 
and commitments’. (Williams, 1981, 105) Williams 
acknowledges that through a process of sound deliberation 
new elements to one’s subjective motivational set can be 
added and old ones can be eliminated. Even reasons can be 
adopted, but only on the basis of the agent’s existing 
subjective motivational set.  
  Scanlon thinks that the disagreement between internalists 
and externalists is limited in the end. On both sides it is 
conceded that: a) reasons very often have subjective 
conditions; b) failing to see the force of a reason need not 
involve irrationality; although c) it may, as in the case of 
cruelty and insensitivity, involve some other failing or 
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deficiency. (Scanlon, 1998, 372) We could resolve the 
remaining disagreement in either of two ways, he suggests. 
We could limit the universality of reasons by tying reasons to 
motives. An agent only has a reason when he is being moved 
by it. Or we could relax the requirement that in order for an 
agent to have a reason the argument for it must be linked to 
his sub-jective motivational set. Scanlon opts for the second 
solution. A person can have a reason to act although he is not 
motivated by it. And when a person does not see he has a 
reason to act, it is because of deficiencies on his side. But 
Scanlon adds that there is no decisive argu-ment in favor of 
one of these two alternatives, nor does he think it would 
make a great deal of difference. As long as a), b) and c) are 
accepted, everything really important is in place.   
  I think Scanlon overlooks the really important difference 
between internalists and externalists, viz. the difference 
between two conceptions of desire. The crucial distinction is 
between thinking of desires as being themselves part of a 
motivating state, and thinking of them as identical with the 
state of being motivated. 277  Nagel was the first to espouse the 
idea that ‘desire’ is a state of being motivated, as 
"motivatedness", rather than as what motivates. I discuss 
Nagel ’s approach in the next section.  
         
4. Motivated desires and motivating reasons 
 
In the opinion of Nagel, "the assumption that a desire 
underlies every intentional act depends on confusion 
between two kinds of desires, motivated and unmotivated 
ones. Many desires are arrived at by decision and after 
deliberation. (..) Hunger is brought about by lack of food, not 
motivated by it. The desire to buy food is motivated by 
hunger. Motivational explanation is as much in order for that 

                                                
277 There must be no misunderstanding; in a formal way each action 
model needs an animating principle. The question whether reasons can be 
motivating depends on their relation with such an animating principle 
(desires). 
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desire as for the action itself". (Nagel, 1978, 155) When one 
examines the logical reason why desires must always be 
among the necessary conditions of reasons for action, one 
sees that it may often be motivated by precisely what 
motivates the action. "And if it is motivated by that reason, it 
cannot be among the conditions for the presence of those 
reasons ". (Nagel. ib., 156)   
  Nagel's notion of a motivated desire then seems to meet the 
objection against the Humean theory that it gives no instru-
ment for agents to critically reflect on their own behavior and 
at the same time to give in to the demand of Humean theory 
that agents ultimately have to have a desire to further an end. 
Be it that we have here a use of 'desire' that indicates merely a 
motivational direction and nothing more. 278  
  Pettit and Dancy, subsequently defended the idea that a 
motivating state can originate from cognitive considerations. 
Some of the desires that figure in motivating reasons are such 
that their presence is entailed by the presence of certain 
beliefs (desiderative beliefs). In such cases it would be natural 
to say, Pettit argued, that the desires are constituted by the 
beliefs. "We must regard the desire in that case as inheriting 
the cognitive or discursive status of the desiderative belief". 
(Pettit, 1988, 531) A desiderative belief is just a motivated 
desire. 
  Dancy even argues that there are no desires  -besides urges 
and inclinations- that are not reason-based. Dancy 
understands ‘desire’ as a state of being motivated  -as 
motivatedness- rather than as what motivates. "Starting from 
a state that is purely cognitive, it is conceivable that motivation 
should then occur without addition to or other change in that 
psychological state of the agent to which the motivation (the 

                                                
278 We could compare his distinction with the contrast between a 
‘spontaneous’ or ‘felt’ desire and a ‘reason-based’ desire (Raz, 1975), or 
with the distinction between manifest and true desires (Harsanyi, 1982) 
and relate it with Parfit‘s distinction between desire-based and value-
based motivation. (Parfit, 1997) In Nagel’s terminology a motivated desire 
is a desire that follows from a reason. The desire would vanish should the 
reason disappear. The desire is just an animating force. 
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motivatedness) is a response". (Dancy, 2000, 92) 279 The 
explanation of intentional action can always be achieved by 
laying out the considerations in the light of which the agent 
saw the action as desirable, sensible or required. Dancy 
understands motivating reasons in terms of normative ones, 
as reasons of 'what is believed'. Normative reasons are 
potential justifying reasons.280  
  Nagels' insistence that the fact that the presence of a desire 
does not entail that it is a necessary condition for the presence 
of the reason, fostered the fear among Humean theorists that 
the notion of a motivated desire might lead to the idea that 
(prudential) reasons are counterexamples to their thesis that 
all reasons for action depend on the agent's desires. And, this 
would be a refutation of the doctrine that deliberation always 
departs from existing desires, as Williams contended. Smith 
thus responded, in defence of the Humean theory of 
motivation, that "the idea that there may be a state that 
motivates a desire, but which is not itself a desire, is simply 
implausible." (Smith, 1987, 59). Instead of a motivated desire 
he argued in favor of a motivating reason. 
  Smith’s approach is based on a strict distinction between 
beliefs and desires. Beliefs aim at truth, and beliefs should be 
changed to fit with the world. Desires aim at realization, and 
the world should be changed to fit our desires. From this 
distinction it follows that a cognitive propositional attitude (a 
belief) can give at most a partial specification of a reason for 
action. It needs in addition something non-cognitive, a state 
of the will or a volitional event (desire). Essential in his 
version of the Humean theory is also a distinction between 
two concepts of desire. We may associate it with a feeling or 
an emotion. This is the phenomenological definition of a 
                                                
279 In my opinion the definition of ‘desire’ as ‘motivatedness’ is as close to 
Nagel’s description of a motivated desire as it can be. Nevertheless, 
Dancy criticizes Nagel for not being a pure cognitivist. (Dancy, 2000, 
93/94). I must admit that the point escapes me. 
280 The ‘motivating reason’ in this context differs from the motivating 
reason that Smith introduces as a substitute for Nagel’s motivated desire.  
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desire. It is modelled on the idea of sensations and it refers to 
psychological states.  But in Smith’s view desires differ from 
sensations in that they also have a propositional content. We 
should define desires as dispositions. (Ib., 47) 
  Now he has laid the foundations for the formulation of a 
motivating reason. I.e., there are cognitive states an agent can 
be in only if he is in some non-cognitive state. Then he states 
that the Humean theory of motivation is entailed in the 
following premises: (Ib., 55) 
1. having a motivating reason is, inter alia, having a goal. 
2. having a goal is being in a state with which the world must 

fit.                                                                                                                              
3. being in a state with which the world must fit is desiring. 
A motivating reason is thus the reverse of Nagel's motivated 
desire.  
  In reply to Pettit’s suggestion, Smith responded that a 
desiderative belief can be construed as a belief on the agent’s 
part about his own desires: as the belief that he desires ‘to Ø’. 
(Smith, 1988) But Pettit reminds him that this does not settle 
the dispute between Humeans and non-Humeans. "The issue 
that divides Humeans and anti-Humeans is whether 
motivating reasons always involve the presence of non-
cognitive states, states which reason on its own is incapable 
of producing". (Pettit, 1988, 531) He suggest that Humeans 
should argue "that the only sort of belief which would get 
close to entailing the presence of desires is a belief which 
bears on the existence of precisely those appetitive states". 
(Ib., 532/3) Smith, accepting this argument and referring to 
Lewis's dispositional theory of value, argues that the Humean 
theory of motivation can be defended by "taking a 'favourable 
psychological attitude' to be a species of desiring, thus 
displaying an internal, indeed analytical, connection between 
believing that Ø-ing is right and desiring to Ø". (Smith, 1989, 
91)281   The dispositional theory of value says that the best way 
to see what a person prefers is to look at what he chooses 

                                                
281 Notice that Smith suddenly introduces a concept of desire - namely a 
psychological concept- that he had rejected before. 
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when he is presented with a choice in imagination. This is the 
way to see whether a person values something. "The 
thoughtful person does not value what he desires but rather 
he values what he desires to desire". (Lewis, 1989, 115)282  
  Does the dispositional theory of value appeal to a cognitive 
state? Reason plays a part in the process that Lewis describes: 
it is involved in bringing the agent into full imaginative 
acquaintance with the object. But once she has achieved this 
position, valuing is simply a sort of mental state directed 
towards the object that is valued. Whether or not she finds 
herself valuing the object has nothing to do with reason. (see 
Broome, 1999b; see also, Vellema, 1992) 
  The criticism of Nagel’s notion of a motivated desire has 
furnished us with an answer to the question whether the 
belief-desire account of action permits agents to be moved, so 
to speak, ‘from both sides’. That appears not to be acceptable 
in the Humean tradition, as expounded by Smith. 283  From 
his point of view a motivating reason is intelligible a 
motivated desire is not. Wallace has termed this the “desire-
out, desire-in” principle. "The process of thought which gives 
rise to a desire can always be traced back to a further desire, 
one that fixes the basic evaluative principle from which the 
rational explanation of motivation begins". (Wallace, 1990, 
370)  The chain of explanation must eventually terminate in 
an unmotivated desire. Nagel’s attempt to integrate justifying 
and motivating reasons is not acceptable in the eyes of those 
who represent the Humean tradition. 
 
 

                                                
282 It sounds as if Lewis is talking about a second-order desire, in which 
case he would be defending a motivated desire instead of a motivating 
reason. But he doesn't. Lewis represents the Humean point of view. 
283 In subsequent articles Smith seems to have made a surprising U-turn 
by defending cognitivism and declaring that the claim that a decision is 
justified is the expression of a belief rather than a desire. Beliefs can cause 
and rationalize desires without the aid of a further desire. (Smith, 2001, 
100) Nevertheless, I still consider his account of the Humean point of view 
as accurate. 
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5. Counter-preferential choice 
 
Theorists who defend the idea of a counter-preferential 
choice also argue that reasons can underlie decisions. A 
natural way to discuss counter-preferential choice is by 
focusing on dynamic or sequential choice. People rarely make 
decisions on the spot, or decisions that are unrelated to 
former and future decisions. Many goals can only be realized 
when people undertake a sequence of activities and actions. 
An agent who makes plans tries to settle in advance what to 
do later; there is a time interval between formulating an 
intention and executing it. But an agent also wants, whatever 
his prior plans, to retain rational control over what he does 
when the time comes. He could suffer when bound to carry 
out the plan that he had adopted on the basis of past 
concerns.  Shifts and changes in preferences are a normal and 
necessary part of human life. It only makes sense to 
deliberate about the future if one is open to the conditions at 
the relevant time in the future and their effects. At the other 
hand, sometimes it pays to stick to a prior formed preference. 
I will give two examples of potential conflicts between prior 
and later formed preferences: one relates to an individual 
agent, the other pictures a case of cooperation. In both cases it 
is argued that people have reason to stick to a prior formed 
intention even though they don't desire it. 
 
The first example is a thought experiment designed by 
Kavka, called the Toxin Puzzle. (Kavka, 1983) 
  The story is that you are approached by an eccentric 
billionaire who offers you the following deal: he gives you a 
vial of toxin that, if you drink it, will make you painfully ill 
for one day, but will not threaten your life or have any lasting 
effects. He will pay you one million dollars tomorrow 
morning, if at midnight tonight you agree to drink the toxin 
tomorrow afternoon. He emphasizes that you need not drink 
the toxin to receive the money; and in fact the money will 
already be in your bank account hours before the time of 
drinking. You thus think you can sign the contract, believing 
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that you could avoid drinking the toxin and just pocket the 
million. But then you realize that if you think in those terms 
when midnight rolls around, you cannot be intending to 
drink the toxin tomorrow. So you decide to intend today to 
drink the toxin and then change your mind after midnight. 
But if that is your plan, then it is obvious that you do not 
intend to drink the toxin (at most you intend to intend to 
drink it). 284 

  Two points underlie this puzzle. The first is that while you 
have no reason to drink the toxin, you have every reason to 
intend to drink it. Now when reasons for intending and 
reasons for acting diverge, as they do here, confusion often 
reigns. For we are inclined to evaluate the rationality of an 
intention both in terms of its consequences and in terms of 
the rationality of the intended action. As a result, when we 
have good reason to intend but not to act, we have an inner 
conflict. This example also reveals that one cannot intend 
whatever one wants to intend: “our intentions are 
constrained by our reasons for action”. (Kavka, 1983, 36) The 
second point is that one foresees that, after tomorrow 
morning, but before the times comes to drink, one will 
recognize that one has no reason to drink and, indeed, 
compelling reasons not to drink for the money is already 
collected.  One also foresees that one will be sufficiently 
rational tomorrow to revise one’s intentions accordingly.  
  On one view, what is up to an agent is what to do from now 
on. What are now under control are his alternatives from now 
on. On Monday morning the agent cannot rationally form the 
intention to drink. Circumstances have changed and there is 
no reason to execute an intention that was formed on the 
basis of alternatives available at a prior time. The 
instrumental rationality of an action depends on the agent’s 
evaluative ranking at the time of action of options then 
available to him. But a sophisticated agent will look ahead to 
what will in the future seem best to her. We could conceive of 

                                                
284 You cannot pretend to intend to drink the toxin, for it is assumed that 
the billionaire has the rare capacity that makes you transparent to him.  
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such a sophisticated agent as someone who acts on plans. A 
plan specifies how an agent is to act at different choice nodes. 
Such an agent tries to solve sequential choice problems by the 
use of backward induction. In order to collect the money she 
has to form a resolute intention to drink the toxin. But this 
sophisticated agent violates one of the conditions of 
sequential choice, namely the separability condition, which 
says that at every decision node only those plans are 
acceptable that would be acceptable were it the initial choice 
point of a new dynamic decision problem. 
  The sophisticated agent is therefore criticized for (a) 
avoiding new information (at the choice nodes) and (b) for 
depriving herself of future freedom of choice. This may be a 
reason to consider an alternative approach: the so-called 
resolute choice.  The characteristic feature of this approach is 
the assumption that the preferences of the dynamically 
rational agent are expressed by his plan of action. After 
having embarked upon the plan, she adjusts her preferences 
steadily so that at each stage of the implementation process 
she prefers to follow the plan rather than deviate from it. The 
resolute agent has committed herself to follow the plan. Due 
to this self-imposed obligation she transforms her prefe-
rences at subsequent choice nodes and adjusts them to the 
chosen plan of action. Therefore, the criticism (a) and (b) do 
no longer apply to her.  (see also Gauthier, 1997) 
  Both Bratman and Gauthier defend the view of the resolute 
chooser whose intentions and plans at t(2) fit into a larger 
course of action that begins at t(1) and for whom the 
assessment of that larger course of action is crucial. Bratman 
acknowledges that this violates the assumption that agents 
are temporally located (the separability condition) but going 
through with one’s prior intentions may satisfy a non-regret 
condition. When the agent does not make a resolute choice to 
drink the toxin tomorrow, he will not be able to intend to 
drink the toxin tonight and, thus, forego the million. This 
non-regret condition can make follow-through rational even 
in the face of a present ranking to the contrary. Why should 
anticipated satisfaction of the no-regret condition matter to an 
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instrumentally rational planning agent? The idea is that 
anticipation of future regret or non-regret can be relevant to 
the stability of a prior intention of a planning agent; it can be 
relevant to the question of when it is reasonable to reconsider 
and abandon a prior intention, and when not. The force of the 
non-regret condition is grounded in one’s actual engagement 
of how one will see matters at a plan’s end. It is this concern 
that supports a distinctive kind of intention stability in 
certain no-unanticipated-information cases, by formulating a 
resolute choice to execute the intention. (Bratman, 1998, 75) 
  In his reaction to the Toxin puzzle Gauthier argues that a 
person should expect to have an adequate reason to execute 
an intention if he should expect that, were he to execute it, he 
should do better than had he not formed it. Only an 
unreflective person who considers her reason for and against 
the drinking of the toxin only when the time comes will have 
good reason not to drink it. Surely, one’s reasons for and 
against drinking the toxin do not change. What does change 
is the context in which these reasons are weighed. Rationally 
forming an intention requires looking ahead to its execution. 
The reflective person in forming her intention considers her 
reasons for and against drinking the toxin and assesses her 
course of action  -intention and execution- as a whole. "Once 
she undertakes a course of action as a whole she must 
rationally continue to assess her particular actions as part of 
that whole, unless she comes to have reason to abandon her 
course of action". (Gauthier, 1998, 55) 285 
The second example I want to consider is a case of 
cooperation or reciprocal behavior. (I borrow the example 
from Mintoff (1997)) 
 
                                                
285 Previously he had written that a commitment to a plan might 
rationally override preference-based reasons that in themselves would 
support an action incompatible with the plan. In other words, rational 
commitment to a plan may require a counter-preferential choice. 
“Resolute planning requires resistance to the direct appeal of preferences  
-resistance, we might say to temptation (…).” (Gauthier, 1996, 242/3)  
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Two farmers, Jones and Smith, have adjacent farms. Next 
week Jones’s crops will be ready for harvesting, the week 
after Smith’s will be ready. There is the chance of mutual 
benefit, if Smith would help Jones and next week Jones helps 
Smith. But when Smith has helped Jones, how does he know 
Jones will reciprocate? After the harvest Jones is retiring, is 
selling his farm and moving to another place. Therefore, 
Smith would like to know whether Jones really now intends 
to reciprocate and whether Jones might reconsider his 
intention after Smith has helped him. 
  Mintoff considers the argument of Gauthier that "it is 
rational to act on a previously formed intention if and only if 
the expected outcome of acting on that intention is at least as 
good as the expected outcome of not having formed any 
intention in the first place". (Mintoff, 1997, 624) Now suppose 
that after Smith has helped Jones, bad weather sets in and the 
costs of Jones of reciprocating escalate. Jones would need to 
reconsider whether to carry out his intention, for the expected 
outcome of non-cooperation could exceed that of cooperation. 
In that case it would not be rational for Jones to form an 
unrestricted intention to help Smith after Smith has helped 
him. But Mintoff believes that in the case of Jones and Smith 
it is best for Jones to be disposed not to reconsider it. (Ib., 630) 
Thus it would be rational for Jones to help Smith if she helps 
first, for the expected outcome of reciprocating  -namely 
mutual cooperation- is at least as good as the alternative, 
namely mutual non-cooperation.  
  Is it reasonable to execute an intention when the reason for 
that intention does not exist anymore? This is dilemma that 
Kavka raised in the Toxin Puzzle. The primary reaction is: no, 
unless. When the reasons for the emergence of the intention 
cease to exist, then the execution of the intention does not 
serve any rational purpose. An exception is when the 
intention has created an obligation/expectation. One has, for 
instance, accepted help and created the expectation to 
reciprocate. Though it seems that it is not rational to return a 
favor after one has received it oneself, it would neither be 
rational to prevent the emergence of spontaneous forms of 
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mutual provision of services by exhibiting ‘free-rider 
behavior’. The secondary reaction is: yes, if. Bratman refers to 
a commitment to one’s prior intentions and Gauthier thinks 
that an agent has reason to execute a prior formed intention if 
he should expect that, were he to execute it, he should do 
better than had he not done it.  For instance, because when he 
did not execute the former formulated intention, he would 
not have been able to formulate a sincere intention and 
thereby he would forgo the million dollars. 
  In all those cases in which it was thought rational to execute 
the intention, it appeared that some resolute choice or some 
balanced reason was called for. A resolute choice is not 
preference-based but plan-based. The execution of the 
intention is not desired but argued for. Reasons not only 
motivate, they can even suppress preferential desires. 
 
 6. Conclusion 
 
In this chapter I have discussed the question whether, if one 
has a reason to Ø, one ought (rationally) to have a motive to 
Ø. The rationale for this question is whether moral reasons 
have (contingent) motivational power.  
  Two issues appeared to be crucial. The first was the 
distinction between internal and external reasons; the second 
concerned the difference of opinion between Humeans and 
non-Humeans about the relation between reasons and 
desires. 
  The internal-external division turned around the problem 
that internal reasons are by definition motivating but not a 
priori justifying, while external reason are justifying, but not 
motivating. The standard view is that reasons only motivate 
when they are connected to the agent’s motivational set. 
Crucial in this context is the scope of the subjective 
motivational set. The essential difference between theories of 
practical reasoning is whether cognitive states are allowed 
next to connative states within the motivational set. When the 
scope of the motivational set is narrowly defined, and 
contains psychological states only, as in the Humean 
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tradition, the motivational force of reasons is nil indeed. 
When the scope of the motivational set admits moral 
principles, conventions, collective goals and so on (see 
Williams and Davidson), then we can conceive of the 
subjective motivational set as containing primary reasons in 
any combination of connative and cognitive attitudes, even 
allowing cognitive propositional attitudes. This would also 
give us the opportunity to introduce concepts like ‘coercive 
rationality’ or ‘resolute choice’ to solve the problem of the 
counter-preferential choice.  
  What divides the Humean and the non-Humean approaches 
is, whether, given a wide scope of the subjective motivational 
set, the emergence of a reason for action that would justify 
the action must always be supported by a prior desire 
according to the 'desire out-desire in' principle. The non-
cognitivism of the Humean approach has occasionally 
aroused the criticism that it leaves moral life too easy. That it 
distorts the sense of authority that (normative) reasons have 
over us with regard to the desirability of the action. The reply 
is that, when we deliberate, we make judgments about the 
prima facie desirability of our options and, on this basis, 
reach a conclusion whether a particular option is desirable, all 
things considered. Someone who has a prudent (or moral) 
belief like, "it is right that I Ø" expresses a belief, a belief 
about the rightness of his Ø-ing. From the point of view of 
the dispositional theory of value to be a value means that, 
which we are disposed, under ideal circumstances, to desire 
to desire (Smith, 1989). But non-Humeans think that it is just 
impossible to have a belief about what would be good and 
lack the corresponding desire. The belief and desire are 
conjoined. Beliefs can cause and rationalize desires without 
the aid of a further desire.   
  I suggest we adopt a more general approach of practical 
reason in which it is accepted that agents are motivated in 
different sorts of ways by different considerations in different 
circumstances. We should accept that desires sometimes are 
essential parts of the motivating state (unmotivated desires) 
and that desires sometimes only denote a state of being 
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motivated (motivated desires). We should perceive the agent 
as a multi-faceted being, with conflicting inclinations and 
dispositions. This would add some psychology to moral 
theories and would create some common ground between 
cognitive and connative attitudes. We should admit that 
neither are desires blind nor are reasons inert. 286  We usually 
cannot have a desire except for a reason, neither have a 
reason except for some desire. ( Raz, 1986, 29/30; see also, 
Griffin, 1986; 1996) 287 This would solve some paradoxes and 
puzzles. The paradox that we should have to say: “It is true 
that I believe in p; but that is just a psychological fact about 
me; about the truth of p itself, I remain uncommitted.” 
(Nagel, 1997, 32) And the ‘internalist’s puzzle’ that there are 
reasons which are not ‘reasons for us’ simply dissolves. All 
reasons motivate, but only good reasons justify.  
 
 
 
 
 

                                                
286 Pettit and Smith have moved in this direction. In "Backgrounding 
Desire" they argued "there is room and need to see desire as a sort of state 
which closely parallels beliefs". (Pettit and Smith, 1990, 591) 
We could envisage purely motivated and unmotivated desires as 
extremes on a scale ranging from pure cognitive to pure connative 
reasons. 
287 As Ford expresses it: ‘motivation represents the integrated patterning 
of a subset of cognitive and arousal processes.’ (Ford, 1992; in which he 
presents results of empirical research). 
An example of the infusion of some psychology in moral theory is 
Simpson’s suggestion to connect beliefs and motives by a psychological 
interpretation of moral dispositions. There are moral beliefs, he argues, 
that are not motivationally inert, but possess the disposition of ‘emotional 
concern’. It is arguable that reasons are also entailed by emotional beliefs. 
I can have a reason to be concerned. Whenever I pity others, the belief that 
something is hurtful to them gives me a reason to offer relief even if I am 
not always motivated to provide it. (Simpson, 1999, 204) The contingent 
awakening of his moral sensibility may explain why an agent is 
sometimes determined to act in an other-regarding way because he thinks 
he ought to, all things considered. 
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                                      CHAPTER XVIII 
 
 
 
 
 
                IS THERE SUCH A THING LIKE A MORAL        
                                           PREFERENCE? 
 
 
 
1. Introduction 
 
In chapter V I discussed the ranking of preferences, but 
excluded the ranking of moral and non-moral 'preferences'. 
The reason being that there are no strict moral consequences. 
The moral qualities of actions supervene on their 'natural' 
qualities i.e., on their 'natural' consequences in a way that 
differs from the way that non-moral qualities are related to 
the consequences of actions. For an action to count as 'moral' 
it is not just a question of "what to do' but also a matter of 
"how to do it", for instance, to act in a fair way, to be polite, 
generous and so on. In other words, the characteristics of the 
process leading to the outcome have to be incorporated in the 
evaluation of the resulting state of affairs.  
  In this chapter I take Etzioni's article “The Case for a Multiple 
Utility Function” as point of departure. Etzioni took the view 
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that moral acts are qualitatively different from acts aiming at 
the satisfaction of desires. He introduced moral preferences, 
and argued that they cannot be traded off against non-moral 
preferences and that, therefore, the quest for want-satisfaction 
and the sense of moral obligation are best kept apart. The 
acceptance of this view would lead to the practice of multiple 
utility functions. (Etzioni, 1986) 
  My aim in this chapter is to show that the concept of a moral 
preference is not tenable and that we should replace it by the 
concept of a moral meta-ranking. The discussion about the 
ranking of qualitatively different preferences, also allows me 
to compare some aspects of utilitarianism with some aspects 
of deontological ethics. These issues will occupy the first 
sections. Thereafter, I will discuss the possibility of 
introducing a moral preference into (expected) utility theory. 
The strategically important issue is the question whether 
moral considerations can consequentially be assessed. 
Dismissing this claim I propose to focus on constraints 
instead of preferences. In the last section I introduce the 
concepts of meta-preferences and meta-rankings.  
 
2. Conflicting values and multiple rankings 
 
Etzioni was one among others who questioned the ranking of 
moral and non-moral preferences. He took the view that 
individuals pursue at least two irreducible sources of well-
being: pleasure and morality. Moral acts are very different 
from acts aimed at want satisfaction. Moral acts are 
associated with duties and principles, not with pleasure 
seeking. Therefore, they cannot simply be compared with 
'mere tastes' or wants. And because moral and pleasure 
"preferences" are qualitatively different items, they cannot be 
traded off or substituted for one another. Consequently, the 
quest for self-satisfaction and the sense of moral obligation 
should be treated separately. (Etzioni, 1986, 163)  Lutz (1993) 
also questioned whether behavior guided by moral principles 
could be dealt with within a single value framework. His 
argument is that moral action is in the first place a means to 
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maintain one's personal integrity and that this is a very 
different kind of activity compared with the acquisition of 
commodities. Sagoff (1986) distinguished between personal 
and public preferences. The latter are not to be considered as 
an aggregate of personal preferences. Public preferences are, 
in the opinion of Sagoff, based on the concept of the good 
society. They reflect shared values and common intentions 
and take shape in public discussions. Sagoff seems willing to 
introduce a hierarchical ordering. The public preferences 
should be associated with greater reflection and a greater 
appreciation for the common interest, and as such are not on 
par with personal preferences. 
  A multiple value framework allows for a number of distinct 
motivations. lt emphasizes the internal tension between 
alternative motivations. These motivations differ not only in 
kind (e.g., moral versus non-moral), but also in degree of 
reflection.  Motivational plurality, however, is potentially 
problematic, because it suggests the possibility of 
motivational conflict and this would threaten rational choice 
theory. After all, the formal commensurability of available 
options is a precondition for a maximizing structure.   
  Therefore, Isaac rejects the multiple value framework, as he 
regards formal commensurability as a logical requirement for 
any interesting theory of choice. (Isaac, 1997, 167) If utility is 
defined in terms of preference satisfaction and if some 
preferences are for morally satisfying outcomes this would 
not sever the link between choice and maximization. Morality 
requires no special treatment in economic theory. Brennan 
(1989; 1993), likewise, thinks that wanting to do the right 
thing is no more complicated for economic theory than is the 
desire to do the good thing. The choice made by an 
individual to act in accordance with moral strictures or with 
regard to public values is not paradoxical. All one needs to do 
is to put morality or community values into the utility 
function. Brennan does not believe that dual or hierarchical 
(or multiple) utility frameworks are of any help in addressing 
the imperfections of the conventional single utility 
framework. Instead, he seems to propose something like a 
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"constrained extended utility representation". Instead of 
formulating a moral preference, he wants to address the 
moral standing of preferences directly and constrain the 
improper ones. (Brennan, 1989, 205) 288 
  To get a clear picture of what the issues are in this debate, 
we have to realize that Etzioni and the majority of economists 
occupy different positions with regard to current decision 
theory. Etzioni criticizes the all-things-considered ranking of 
preferences because he doubts whether preferences of 
various kinds share some  ‘covering value’ that renders them 
compatible. Rational choice theorists, on the other hand, rank 
alternatives in terms of all relevant consequences, including 
moral consequences. They take a formal view of preferences 
and argue that we should focus at the consequences of 
actions alone. And since consequences are measured by the 
same unit (utility, numbers or money) all preferences can be 
ranked. Etzioni could have criticized this view because the 
consequence is that an agent is always serving his well-being 
whatever he does (this is an inclusive account of well-being, 
see the next chapter). But this criticism would not 
automatically call for multiple utility functions. Etzioni, 
moreover, argues that to engage in moral actions, the 
intention of the agent is decisive. One cannot act proper 
without intending it. Rational choice theorists, however, 
relying on utilitarian ethics, do not take intentions or 
motivations into account when evaluating an action but look 
only at the consequences. Thus, although Etzioni and 
economists use the same concepts, these concepts not always 
refer to the same things.  
 
 
 

                                                
288 But in that case he does not really propose to introduce a moral 
preference, but a moral constraint. I shall neglect this problem in his 
argumentation as I proceed. In the opinion of Sen the principle of self-
welfare choice in rational choice theory excludes moral 'preferences' 
beyond prudential concerns. (Sen, 2005)  
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3. Intentions and consequences 
 
One of the differences between Etzioni's point of view and 
that of most economists is that Etzioni departs from a 
deontological ethical view, whereas economists are 
utilitarians. To explain the consequences of these different 
ethical positions I use Broome’s review of Etzioni’s book “The 
Moral Dimension”. Broome ’s arguments are partly directed 
against Etzioni’s conception of (expected) utility theory and 
partly against his proposal of a multiple utility function. 
  Broome argues that when one performs an act, one 
consequence of doing this is that the act then has been 
performed. The fact that the act has been performed is 
included among the consequences of the act, and any 
intrinsic value the act may have is counted along with the 
value of the consequences.289 This removes, in his view, any 
reason for distinguishing between the value of an act and the 
value of its consequences. Broome, who apparently discusses 
process-nonseparable preferences, takes it for granted that an 
act is as good as its consequences. A consequentialist ethical 
theory (such as utilitarianism), then, can accommodate the 
intrinsic value of an act. 290    He continues to observe that 

                                                
289 This is not the common view among utilitarians who usually do not 
include the action among the consequences as we just noticed. In their 
view we must be concerned with what happened, not with what has been 
done. Sen also assumes that the action performed should be included 
among the consequences of the act, but he does make a distinction 
between the value of the action (the agency aspect) and the value of the 
consequences (the well-being aspect). (see the next chapter; see also note 
294).   
290 Broome thinks that he can ignore the intention or motivation (as a 
qualifier) because it is already built into the consequences (whereas 
Etzioni takes the opposite view: an act is as good as the intention that 
gave rise to the action. (Etzioni, 1988, 12/3)). But good intentions can have 
bad consequences. Broome should either follow Sen and distinguish 
between the agency aspect and the well-being aspect or follow Khalil and 
Sandbu and distinguish symbolic value from instrumental value (see 
chapter XVI). These distinctions do not call for a multiple utility 
framework.  
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people may pursue different goals, for instance: the well-
being of oneself and the well-being of others, but this in no 
way implies that people have two kinds of ‘utilities’. People 
should integrate their goals into a coherent structure, giving a 
particular weight to each. This is what rational people do. 
People who do not have their goals properly integrated are 
acting irrationally. “Rationality requires us to put our goals 
together in a coherent pattern. If our goals are in dissonant 
conflict, we are not pursuing an alternative, non-teleological, 
morality. We are not acting on any rational principle at all.” 
(Broome, 1992, 281, my emphasis) What Broome requires is 
that moral and non-moral goals (which from Etzioni ‘s 
standpoint embody incomparable values) be traded off to the 
extent that the agent maximizes his utility.  

  To see Broome ’s point of view in perspective it is useful to 
underline that Broome is a utilitarian. In utilitarian ethics 
moral action is instrumental to non-moral ends, for instance 
to realize cooperation. 291 Within prudent behavior the trade-
off between moral and non-moral behavior is permitted.  
  Instead of drawing on utilitarianism Etzioni embraces a 
deontological position that assumes that human beings pass 
moral judgement upon their urges. “The essence of the 
deontological position is the notion that actions are morally 
right when they conform to a relevant principle or duty." 
(Etzioni, 1988, 12)  Deontology stresses that the moral status 
of acts should not be judged by its consequences, the way 
utilitarians do, but by its “intention”. Deontology uses as the 
criterion for judging the morality of an act, not the ends it 
aspires to achieve, nor the consequences, but the moral duty 
that should be observed.  
  Is a strict deontological position tenable? Should one never 
lie, irrespective of the circumstances and the consequences? 
Imagine you hide a person who is being sought by the secret 
police and the police ask you whether you are hiding 

                                                
291 To distinguish this instrumental interpretation of moral action from 
moral action proper, it is called prudent behavior. 
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someone? What do you do? Or, to borrow Broome ’s 
example, should one always keep one’s promises? Imagine 
that in peculiar circumstances your keeping your promise 
results in five promises made by five other agents being 
broken. What should you do? One option is that you break it. 
It is better that one promise gets broken than five. This is the 
simple utilitarian (consequential) point of view that takes up 
a neutral, impersonal, standpoint with regard to promises. 
From a neutral standpoint the breaking of one promise is just 
as bad as the breaking of another. The deontological position 
is that one should never break a promise; moral imperatives 
are side-constraints. But this is not the position that Etzioni 
practices. He says that “moderate deontologists, a position 
we built in here, do take consequences into account as a 
secondary consideration. This brings the position closer to 
moderate utilitarianism, which takes intentions into account  
-but as a secondary criterion.” (Etzioni, 1988,13) After all the 
differences between utilitarianism and deontology are not as 
irreconcilable as they seem at first sight. Etzioni does not 
suddenly argue that he distances himself from a multiple 
utility framework. He just is admitting that consequences 
play a role within each of the utility functions he wants to 
consider. By combining deontology with utilitarianism (as 
primary and secondary conditions), Etzioni enables himself 
to make a distinction between the process character of an 
action and its outcome. 292 
  In the following section I will discuss the question whether 
an all-things-considered preference ranking, and thus a 
preference ranking that includes 'moral preferences', fits into 
a consequential analysis, as Brennan and Broome assume it 
does. 
 
 

                                                
292 I think that such a mixture is only feasible as some kind of restricted 
deontological ethics. It is restricted in a double sense: consequences 
matter when judging moral imperatives and moral imperatives become 
hypothetical instead of being categorical 
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4. Utilitarian consequentialism and moral considerations 
 
Broome assumes that the fact that an act has been done can be 
included among the consequences of the act and any intrinsic 
value the act may have can be counted along with the value 
of the consequences. Thus, Broome argues, expected utility 
theory can cope with moral behavior provided that the 
agent’s moral preferences conform to the axioms of expected 
utility theory. However, one of the obstacles to integrate 
moral considerations into utility theory is precisely the 
violation of its axioms, notably the independence condition. 
The other obstacle is that consequentialism is not compatible 
with integrating the intentions and motivations into the 
outcome of an action. Since I have just discussed this obstacle 
I concentrate on the first one. 
  Suppose you have to choose between two options. Then you 
have to compare the aggregate value that each alternative 
offers. Such a comparison is easy to perform if the value of 
one option is independent of the value of the other option. 
This is what the separability or the independence axiom 
requires. Being one of the principal axioms of expected utility 
theory, its essence is that what happens in one state of affairs 
can be evaluated separately from what happens in the other. 
Many authors have denied that this will always be the case. 
They have claimed that there can be interactions between 
states, complementarities as they are called. Let us discuss the 
following case (borrowed from Broome, 1991; for a similar 
case, see Sen, 1985a). Imagine a doctor who has to allocate 
one kidney between two patients (P and Q). There are two 
states of affairs: A, the doctor flips a coin; B, he decides to 
give the kidney to Q. State B is considered because Q is 
younger than P and his prospects are therefore a little bit 
better, but the difference in prospects is too small to be a 
straightforward argument in favour of giving the kidney to 
Q. That is why the doctor flips a coin, for he does not have a 
weighty argument to donate the kidney to Q. In the case of 
tails the state of affairs are equally good, because they are the 
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same and therefore we can be indifferent between them. 
             
               state of affairs          state of affairs 
                          (A)                           (B) 
               __________________________________ 
                 head        tail              head       tail 
               __________________________________ 
     P          lives        dies             dies        dies 
 
    Q          dies          lives           lives       lives 
                __________________________________ 
     
In the case of heads the state of affairs are also equally good, 
because they are symmetrical and therefore we can again be 
indifferent between them. It is a sure thing, then, that the 
results of both states of affairs are indifferent. But actually, it 
is supposed that state A is better than state B, because in state 
B, P is treated unfairly. He dies, whether heads falls or tails. 
That P is treated unfairly in state B is because what happens 
in state A (where a coin is flipped). This suggests that the 
evaluation of what happens in state B is not independent of 
the evaluation of what happens in state A, and this means 
that unfairness is not genuinely a property of the outcome in 
a particular state.293 And thus, the consequentialist’s claim 
that all value that is relevant in the choice situation is 
contained in the outcome alone does not hold in this 
situation. Broome denies this. He thinks that unfairness is 
                                                
293 The preference for flipping a coin over making the selection oneself, 
when there is no distinct reason to favour either P or Q, can be written as: 
[P, 0.5; Q, 0.5] >P~ Q. Independence requires that the preference between 
these lotteries be determined by those outcomes of each lottery that are 
different. Since the agent prefers [P, 0.5; Q, 0.5] to [Q, 0.5; Q, 0.5] it must 
be the case that he prefers P to Q since those are the only outcomes that 
differ. But then he ought strictly to prefer P = [P, 0.5; P, 0.5] to Q =  [Q, 0.5; 
Q, 0.5} instead of being indifferent. As a result the agent’s preferences 
violate the separability condition. (see Verbeek, 2001) Verbeek uses a 
different, but comparable example to Broome's (the main difference is that 
P and Q know about the procedure). The same example and the same 
conclusion as in Verbeek are to be found in Machina, 1989, 1643, ff. 
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genuinely a property of an outcome despite the interaction 
between states. It is a property with modal elements. What 
makes it the case that an outcome possesses the property of 
unfairness is a counterfactual conditional. That if the coin had 
fallen differently, the result would have been the same.  
  But we should look at the outcomes form the perspective of 
the patients. Therefore, we should give utilities to P and Q 
(for instance (1) for lives and (0) for dies). When we look at 
the aggregate outcome (0, 1), however, we will realize that 
they are the same in both states of affairs. The utilities do not 
include the idea that state A is better than state B, for 
whatever the procedure, one of the patients will not survive. 
Broome, however, thinks that the procedure does make a 
difference to the patients. When this is not reflected in the 
outcome, it is because the patients were not informed about 
the procedure, or, when they were informed, the outcome is 
not accurately described because it does not reflect the 
feelings of P and Q. Broome argues that, to incorporate all 
intents and purposes, an outcome should be conceived as a 
complete description of a state of affairs in that particular 
world. The outcome ‘Q in a fair manner’ is a correct 
description of an outcome that was achieved through a fair 
procedure (the flipping of a coin) and this procedure could 
have resulted in another, equally fair outcome, ‘P in a fair 
manner’. If the outcome Q contains references to both the 
procedure and the alternative outcome, it is correctly 
identified as a fair outcome. And the worry that fairness 
emerges in the interaction of states of nature is avoided, 
because fairness is reduced to aspects of the outcome. (see 
Broome, 1991) 
  There are two comments on this account. The first is that 
there is a paradox. When a coin is flipped, but the doctor 
either decides that it would not be right to inform the patients 
about the procedure, or they cannot be informed because 
they are both in a state of unconsciousness, then fairness is 
not reflected in the utilities. Though the procedure is fair, 
neither for P nor for Q is there any difference with the 
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procedure that either was selected by the doctor. 294  
  The second point of criticism is that Broome has widened 
the scope of what counts as outcomes to an extent that is not 
compatible with expected utility theory. Broome tries to 
resolve the problem by ‘individuating’ the consequences (by 
rewriting them and allocating utilities to P and Q), but this 
assumes the reintroduction of psychological aspects in the 
measure of utilities, which were just eliminated in order to 
facilitate the formalization of rational choice theory (see also 
chapter III about the individuation of outcomes and its 
objections). We can still add another point of criticism. That 
is, that when Broome calls for a complete description of a 
state of affairs, then he says that it would be false to exclude 
missed opportunities, feelings, histories of acts etc. This 
contradicts consequentialism in another way. In decision 
theory all reasons for action are forward-looking. The 
combination of the forward looking character of conse- 
quentialism and the formal definition of preferences 
effectively excludes the attempt to take account of values, 
dispositions and emotions in decision situations. All these 
arguments point to the same conclusion and this is that moral 
‘preferences’ cannot be accommodated in expected utility 
theory without violating the axioms of expected utility 
theory.295 

                                                
294 Should fairness be connected to the choice of the decision maker 
instead to the utilities of the patients, many of the problems we have just 
encountered would not arise. It would not have made any difference 
whether the patients were informed or not, whether this information was 
reflected in the outcome or not and there is no need to rewrite the 
consequences. It would then be possible to acknowledge that the doctor 
who has chosen to allocate the kidney by flipping a coin in a situation, in 
which he felt he had no distinct reason to give it either to P or to Q would 
have preserved his self-integrity. This example shows that instead of the 
attempt to ascribe fairness consequentially, it makes more sense to adopt 
Sen’s distinction between a well-being aspect and an agency aspect. The 
agency aspect incorporates the responsibility of the decision maker for his 
decision (see Sen, 1985b). 
295 There is also the objection, formulated in chapter XVI, that a moral 
preference is not a 'natural' preference. 
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There are considerations of a less formal kind that support 
the conclusion that moral considerations and expected utility 
theory have a problematic relation. This is the argument I 
mentioned before, namely, that one cannot calculatingly 
reach the conclusion that it would be beneficial to be 
honorable or generous etc. Certain dispositions are not 
available under the strategy of calculation. If an agent opts for 
such dispositions, then he will be a restricted consequen-
tialist.296 "He will foreswear calculations over some actions, 
specifically over those actions that manifest the predis-
position". (Pettit and Brennan, 1986, 441) In a case like this we 
could say that the agent constrains himself. 
  We may conclude that Brennan’s assertion that it is easy to 
put moral or public values into the (expected) utility function 
is not warranted. Relaxing the constraint of the independence 
axiom by widening the scope of what counts as consequences 
is akin to the introduction of substance in utility theory. 
References to the history of the decision, the incorporation of 
feelings, commitments, values, and emotions contributes to a 
significant modification of expected utility theory.  
 
 

                                                
296 The recommendation of restricted consequentialism bears a strong 
resemblance to Gauthier’s recommendation of constrained maximization. 
Constrained maximizers are agents who are willing to reciprocate other-
regarding behaviour in order to collect the benefits of cooperation. 
Restrictive consequentialism, or embracing certain calculative-inhibiting 
predispositions, is functional when benefits are calculatingly elusive and 
vulnerable. (see Pettit and Brennan, 1986) 
Restricted consequentialism or constrained maximization cannot be 
formulated as a moral preference. To incorporate them in rational choice 
theory we should have to redefine the choice problem as follows: the 
choice is between ‘x and keeping to a moral commitment’ and ‘ x and 
failing to keep to this moral commitment’. But the description of the 
choice problem includes in this way references to the choice problem in 
which they are embedded. This is not in agreement with Savage’s 
definition of a consequence. Therefore, restricted consequentialism (and 
constrained maximization) cannot be easily assimilated in orthodox 
rational choice theory. (see Sugden, 1991; see also chapter III)  
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In the next section I suggest treating a moral preference as a 
meta-preference. A meta-preference is both a point of 
reference and an intention to act in a prescribed way. In fact it 
is not different from putting a constraint on a choice-problem. 
I argue that complying with that constraint requires a 
resolute choice, that is, it requires a reason. Thus, the 
application of a meta-preference involves a non-Humean 
theory of motivation.  
 
5. A moral preference as a meta-preference 
 
An agent’s motivation is explained by his pro-attitudes. 
Among the pro-attitudes desires play a prominent role. There 
are, of course, different sorts of desire. Some are, in effect, 
mere afflictions: cravings and obsessions. Some reflect 
necessities without which a decent life would hardly be 
possible and some are the result of careful deliberation. These 
latter kinds of ‘desires’ are reason-based and the pro-attitude 
is in fact a rational consideration. When people’s choices 
reflect unmotivated desires, they do not act irrationally. Their 
choices are, after all, consistent with their actual preferences.  
  The most important distinction between ‘desires’ is that 
between first-order and second-order desires. Second-order 
desires are desires about desires, not desires on their own. 
One could describe them as meta-desires or meta-preferences. 
Second-order desires are based on critical judgement and 
deliberation. We deliberate about what would be best for us 
to want regarding what would be best for us to have or to do. 
In articulating second-order desires we reason about what we 
have most reason to want. They are the kind of reflectively 
formed desires that are the object of motivated desires. 297 

                                                
297 Hirschman was among the first to introduce the concept of a meta-
preference in economic theory to accommodate the transition from 
impulsive, uncomplicated, recurrent preferences to higher-order 
preferences. Hirschman says that, when a change in preferences has been 
preceded by the formation of a meta-preference, it typically represents a 
change in value rather than a change in taste (Hirschman, 1985, 9). He 
argues that a taste about which an agent deliberates becomes a value. 
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A meta-preference will be used when the manifest choice 
deviates from the choice that is thought to be the proper 
choice in the circumstances. Meta-preferences may be socially 
provoked or may be motivated by personal considerations, 
e.g., considerations concerning one’s duty as citizen; or 
concerning one's health (a smoker who would prefer not to 
smoke) etc. To illustrate the use of a meta-preference, I will 
present an example in which, for simplicity's sake, there are 
only two goods: A and B.   
  There are two potential regular rankings of A and B: either 
A>B or B>A. And there are two meta-preferences: either 
(A>B prefer B>A) or (B>A prefer A>B). The agent may decide 
to select one of the meta-preferences after he has appraised 
both regular rankings, in order to judge whether they come 
up to some minimal (ethical) standard. When the selected 
meta-preference conflicts with the actual preference, the 
meta-preference will, directly or indirectly, overrule the 
actual preference.  
  Now let us assume that, after due reflection, the agent is 
dissatisfied with his current preference and confronts it with 
a meta-preference. Assume that the meta-preference is: (A>B 
prefer B>A). The regular ranking is: B>A and the choice is: B. 
Going from the state {(A>B prefer B>A) and B>A} to the state 
{(A>B prefer B>A) and A>B} would represent a welfare gain. 
(George, 1984; 1993) This is a welfare gain due solely to 
achieving congruence between one's regular ranking and 
one's meta-preference. 
  As a second-order preference, the meta-preference must 
overrule the regular preference. To accomplish this, the agent 
has to take recourse to reason. To illustrate this, I will use the 
former example. The meta-preference is: (A>B prefer B>A), 
the unconstrained regular ranking is: B>A, the choice is: B. 
The counterpreferential meta-ranking is A. When we look at 
the relation between meta-preference and regular preference, 
we observe a conflict between two preferences: a first-order 
(regular) preference and a second-order (meta-) preference. 
For the resolution of this conflict there are two options. The 
first is that the regular ranking adapts to the meta-preference 
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and that the correct choice will follow automatically. There is 
never any lasting conflict between the meta-ranking and the 
regular ranking. The second remedy is that the choice adapts 
to the meta-preference. This remedy does involve the belief 
that a conflict between the regular ranking and choice is pos-
sible. The meta-preference delivers the agent (normative) 
reasons to overrule the desire that underlies the regular ran-
king. We could express this by saying that a motivated desire 
willfully replaces the existing desire by constraining it. 298  
When the agent has acted upon his meta-preference for some 
time, he/she may internalize the reason(s) that motivated 
him/her and the regular ranking will adjust to the meta-
preference. Learning to desire what one desires to desire is 
welfare enhancing, for it takes away an inner conflict. 
  The weakness of the first solution is that desires oppose 
desires and as a result it remains unclear why the meta- 
preference takes over the manifest preference. The solution I 
propose is that reason silences the prevailing first-order 
desire in order to bring choice in accordance with the meta-
preference. Whereas the ordering of first-order preferences is 
based on the intensity of desires, the authority of second-
order preferences is based on reason. This includes the will to 
apply moral or public norms to the ranking of alternatives.  
  A moral ‘preference’, therefore, is a preference to use moral 
considerations as constraints on the ranking of options. The 
moral force of such constraints is embodied in its being the 
application of a (moral) meta-preference.299 
 
 

                                                
298 This reminds us of virtue ethics that also says that behaving virtuous 
depends on one’s will. "A virtue is not a mere capacity (... ), it must 
actually engage the will" (Foot, 1997, 169). Virtues are seen as correctives 
on manifest behaviour. 
299 Hausman and McPherson formulate a similar view though they 
express it in a different way. They argue that one should not model moral 
commitment as contributing to utility maximization (which it would 
when it was treated as a preference), but rather as constraining choices. 
(Hausman and McPherson, 2006, 93)  



 

 

406 

6. Conclusion 
 
In this chapter I discussed the view that moral considerations 
should and could (easily) be integrated into utility theory. 
Two points of view were developed: a consequence-oriented 
approach and a value-oriented approach. The first says that 
we should concentrate on the consequences (the resulting 
state of affairs). Since this seems self-evident, the relevant 
question is: can it be done? Consequences, of course, always 
count in assessing the relative merits of actions, but that is a 
different thing from consequentially ascribing value to 
actions. This is what the consequence-oriented approach 
pretends to do. But I have not found evidence that it can be 
done within the formal constraints of (expected) utility 
theory. 
  The value-oriented approach of Etzioni tells us that we 
should use multiple functions to rank different preferences. 
The relevant question is whether we can observe moral 
values in actions isolated from the other characteristics of the 
action. A moral preference is not a substantive preference of 
its own.300 Usually the agent is faced with the decision ‘to do 
something -taking moral considerations into account’ or  ‘to 
do something -not taking moral considerations into account’ 
(or to give them less than their full weight). This emphasizes 
that the way an action is conducted is decisive (see the 
example of the kidney allocation).  
  The most important distinction between ‘desires’ is that 
between first-order and second-order desires. Second-order 
desires are desires about desires, not desires on their own. 
One could describe them as meta-desires or meta-preferences. 
Second-order desires are based on critical judgement and 
deliberation. We deliberate about what would be best for us 
to want regarding what would be best for us to have or to do. 
In articulating second-order desires we reason about what we 
have most reason to want. They are the kind of reflectively 

                                                
300 This is acknowledged in non-expected utility theory by introducing 
experienced or not-outcome oriented utility. 
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formed desires that are the object of motivated desires. A 
meta-preference will be used when the manifest choice 
deviates from the choice that is thought to be the proper 
choice in the circumstances. A meta-preference can give 
someone the resolute intention to apply moral constraints 
when ranking options in specific circumstances. There are 
different reasons to impose a constraint on one’s preferences 
since meta-preferences can be morally, socially or politically 
provoked. 301 These meta-preferences are responsible for 
meta-rankings, between which the agent has to choose, given 
the circumstances and his or her objectives. 
 
 
 
 
                    
 
 
 
 
 
 
 
 
 
 

                                                
301 Farina has modeled the concern of an impartial observer for equity in 
non-expected-utility theory. The modified utility function  -the ‘equity 
function’- is the function by which the impartial observer avoids social 
situations in which the degree of equity does not conform to a certain 
threshold (Farina, 1996).  Since Farina’s model could be applied to each 
individual decision-maker, it could be argued that Farina’s model shows 
that one can put moral values into the utility function in spite of my 
objections. But Farina has not put moral values into a utility function but 
moral constraints. This is very similar to the construction of a moral 
preference as a meta-preference. (see chapter III) 
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                                         CHAPTER XIX 
 
 
 
 
 
                                         COMMITMENT 
  
 
 
 1. Introduction  
  
Sen’s concern with ethics can be characterized as a 
continuous confrontation with utilitarianism that he regards 
as an impoverished ethical theory. He criticizes it for being 
preference-based and for taking only utilities into account 
when evaluating states of affairs and neglecting, for example, 
the presence or absence of rights.  
  Sen was among the first authors to introduce the concept of 
commitment into rational choice theory. Though the concept 
of commitment is often taken to refer to an intention to act 
morally, this is not necessarily so. But it is a very useful 
concept for describing some characteristics of rational choice 
theory, in particular its relation with ethics.302 

                                                
302 As I said before, Sen has repeatedly stressed that committed action 
should not be seen as identical with moral action. People may be 
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Sen introduced the concept of commitment in a famous 
article in 1977 called “Rational Fools”. In this article he 
distinguished ‘commitment’ from ‘sympathy’. Sympathy 
refers to the case in which the concern for others directly 
affects your own well-being. “If the knowledge of torture 
makes you sick, it is a case of sympathy; if it does not make 
you feel personally worse off, but you think it is wrong and 
you are ready to do something to stop it, it is a case of 
commitment.” (Sen , 1977a, 95)  
  It this chapter I shall first explain why the concept of 
commitment cannot be accommodated by rational choice 
theory. Thereafter, I will discuss in more detail the 
characteristics of commitment and show that it creates a 
wedge between choice and personal well-being and between 
choice and self-goal. In the sections that follow I discuss how 
these wedges can be repaired.  
 
2. Inclusive and exclusive accounts of well-being  
 
Let us assume that everything we do contributes to our well-
being. The argument runs as follows: whenever we act 
intentionally, we act for a reason or for reasons. We do what 
we do because we prefer to do it and think that it serves our 
well-being. As long as agents deliberate and act rationally 
and succeed in conforming impartially to their best reasons, 
they are serving their well-being, and are doing what they are 
morally required to do at the same time. Moral considerations 
do conflict with non-moral considerations, but they do not 
conflict with the concern for the agent’s well-being.  This 
argument, then, leads to a view in which there is no room for 
rational actions that do not contribute to the agent’s well-
being. It uses, to borrow an expression from Sobel (1998), an 
inclusive account of well-being.303  

                                                                                                           
committed to moral principles, but they may be equally committed to, 
say, sectarian principles. 
303 The inclusive account of well-being uses an all-things-considered 
notion of preference ranking. 
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Sobel pointed to the dilemma that a preference-account of a 
person ’s good faces. "For, either the account takes everything 
that matters to the person to constitute a preference and to 
contribute to his/her well-being into consideration, or it does 
not. If the account does this, it has exhausted what matters to 
a person’s well-being. (..) If, on the other hand, one has 
concern for something beyond the extent to which that 
concern furthers the agent’s well-being, then not all concerns 
and not all preferences contribute to the agent’s well-being. 
At the same time it is acknowledged that well-being does not 
capture the whole of what matters to the agent." (Sobel, 1998, 
252/3) This is what Sobel calls an exclusive account of well-
being. This account must define which concerns or which 
preferences do not contribute to the agent’s well-being.  
  What comes first into your mind? To exclude thoughtless 
inclinations, or preferences that are manifestations of 
weakness of will, or preferences for risky habits? Maybe these 
are the kind of preferences you would think of. But in rational 
choice theory the idea is to exclude preferences to be 
benevolent and preferences to act morally; in short, those 
preferences that usually are considered to be other-regarding. 
(Brandt, 1979)  But we know that some other-regarding 
preferences do contribute to an agent’s well-being. A clear 
example is the well-being of one’s children. Their well-being 
has a direct influence on the well-being of the parents. We 
could say that the utility functions of the parents extend to 
those of their children. Thus, it is plausible to conclude that in 
the case of ‘named benevolence’ (Hahn, 1991), the utility 
functions of agents extend to those of known others (as 
children, family members, friends, and perhaps neighbors). 
Instead of benevolent preferences ‘tout court’, the 
consideration above would lead us to exclude only the 
preferences for the objects and concerns of “anonymous 
benevolence”. We should make matters of anonymous 
benevolence the subject of collective provisions. This idea is 
very alike the proposal of Overvold. From the point of view 
of Overvold, self-interested preferences are preferences for 
states of affairs in which the agent is an essential constituent. 
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Preferences excluded by definition are altruistic preferences 
for the well-being of (anonymous) others, malevolent 
preferences, that (anonymous) others be harmed, and 
principled prefeences, that e.g. justice be done. All of the 
states of affairs that are the object of these preferences can be 
obtained whether or not the agent exists and for that reason 
are not logically relevant to the determination of his self-
interest (Overvold, 1984). The subset of preferences that does 
not contribute to anyone’s well-being in the exclusive account 
are the kind of preferences that Brandt mentioned, i.e. 
preferences for the common good and other-regarding (or 
principled) preferences. The exclusive account of well-being, 
then, is intelligible when we assume that rational action is 
equivalent to self-interested action. The consequence is that 
the notion of rationality is contaminated with the notion of 
self-interest. Someone who is committed to a cause that does 
not contribute to his own well-being is not acting rationally 
no matter how generous the action is. 
  This exclusive account of well-being needs to be amended. 
Being self-interested does not exclude that the agent is fully 
aware of mutual interests. After all, he has to negotiate and 
trade with other people.  Moreover, a rational agent is not 
amoral and therefore we should watch the utilitarian roots of 
rational choice theory. The utilitarian model of rational action 
accommodates compliance with some social and moral norms 
because these norms are instrumental useful, i.e., they enable 
or facilitate the realization of non-moral ends. What are the 
conventional standards of good behavior in a rational choice 
framework? This is the quality to care for oneself and for 
those persons for whom the agent is responsible and/or with 
whom he has special relationships. It is also the quality that 
acknowledges that keeping promises or telling the truth and 
engaging in common enterprises or fulfilling one ‘s 
obligations is not contrary to one ‘s self-interest. This is the 
quality of keeping an eye on one’s long-term interests. An 
agent may be calculating but also grants a fair share to those 
with whom he trades. In short, the agent is rational, but not 
greedy, and he never loses sight of his own interests but he is 
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also keen to keep a good reputation. These are all important 
qualities and they distinguish him from agents who are 
selfish and/or are under the spell of their present aims. To 
add moral sentiments to Overvold ‘s model is to incorporate 
prudential concerns and the commitment to prudential 
norms. This is still an exclusive account, for the well-being of 
anonymous others is not taken into account.                  
 
 3. Other-goal choice and identity 
 
What kind of behavior does the concept of commitment 
involve? It seems to represents the opposite of self-interested 
account of well-being, namely choices that are not motivated 
by the pursuit of one's personal well-being only.  
  In his contribution to a symposium on commitment Sen 
reflected on the way in which the self is central to one’s 
preferences and choices in rational choice theory. He 
distinguished: (Sen, 2005, 6) 
a) self-centered welfare: a person’s welfare depends only on 

her own consumption.  
b) self-welfare goal: a person’s only goal is to maximize her 

own welfare, which rules out incorporating within one’s 
objectives some other consideration, such as the welfare of 
others or the pursuit of social justice, except to the extent that 
it influences the person's own welfare. 

c) self-goal choice: a person’s choice must be based on the 
pursuit of his own goals, which rules out being restrained 
by the recognition of other people’s goals.  

We see that the concept of self-interest is broadened, while 
going from a) to c). The picture of rational choice theory as 
contained in b) and c) confirms the concept of sympathy. 
Within this version there is room for ‘fellow-feelings’, the 
concern for others can sometimes directly affect your own 
well-being. Through extended utility functions the well-being 
of ‘named others’ is connected to your own well-being. 
Sympathy violates self-centered welfare but not necessarily 
the other two requirements, while commitment need not 
involve a violation of self-centered welfare but can violate 
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self-welfare goal or self-goal choice. Sympathy, therefore, can 
be incorporated in rational choice theory. This leaves us with 
the concept of commitment and with two wedges: the wedge 
between welfare and choice and the wedge between self-goal 
and choice.  
  In an earlier article Sen made the concept of identity central. 
This was the result of Sen’s concern with the prisoners’ 
dilemma (PD), which symbolizes the wedge between choice 
and (collective) well-being.  The prisoners’ dilemma game 
made Sen aware that the ability of groups and societies to 
deal with conflicts of interest and/or goals among their 
members depends largely on the way individuals think and 
act. Central is how persons define their identity, what image 
they have about themselves. We all have many identities, and 
'being just me' is not the only way we define ourselves. 
Community, nation, race, gender, class, and so on, all provide 
identities that can be crucial to the way we view ourselves 
and thus to the way we view our welfare, goals and 
obligations. 304 
  In the standard game theoretic format the following behavi-
oral assumptions tend to be incorporated (Sen, 1985d, 242/3):  
1. Goal-completeness: every player’s goal takes the form of 

maximizing according to a complete order of the resulting 
states.  

2. Goal-self-regardingness: each player’s goal takes the form 
of maximizing his or her welfare.  

3. Goal-priority: each player pursues his or her goal subject to 
feasibility considerations  

4. Mutual knowledge: each player is well informed about the 
other players’ goals, values and knowledge.305  

                                                
304 It will not come as a surprise that Sen thinks that “The conception of 
the individual as a very “private” person  -unconcerned about the rest of 
the world- has been, and in my judgment rightly, both empirically 
unrealistic and theoretically misleading.” (Sen, 1985d, 346)  
305 Goal-self-regardingness and goal-priority are the same assumptions as 
self-welfare goal and self-goal choice. There does not seem to be much of 
a difference between Sen's conceptions of the self and of identity and that 
is rightly so for a person has as many selves as he has identities. 
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I shall ignore the assumptions of mutual (or common) 
knowledge and goal-completeness that are not essential to 
elucidate the concept of commitment. 
  Can goal-self-regardingness be sensibly weakened to solve 
the problem? Sen argues that, at first sight, this must be the 
case. Indeed, the PD is often taken as a classic illustration of 
how ‘selfishness’ on the part of each will harm all. But, 
suppose, Sen tells us, that the players are completely non-
selfish, though they have different moral views about what is 
good for the world, and they act entirely in pursuit of that 
moral goodness as they see it. Then each person would end 
up in a state that he or she regards as morally inferior to the 
state that is possible. It is, of course, possible that the kind of 
ordering needed for the PD may occur less frequently, but the 
ordering combination, when it does occur, will lead to the 
same dilemma. Thus, this is, according to Sen, not an 
adequate solution to the dilemma. This sounds like an 
artificial argument to me. The idea that moral persons get 
involved in a prisoners’ dilemma violates the very idea of 
moral persons, to wit: detachment, tolerance, other-regard. It 
is not credible to assume that moral persons would be 
engaged in a game with a dominant strategy.306 Therefore, I 
believe that people with a moral disposition would never get 
engaged in a PD game. But since Sen does not share this 
view, he turned to the possibility of adapting goal-priority.  
  Goal priority is a different type of requirement. One can 
argue that recognizing the existence of other people’s goals is 
part of living in a community and the observable conflict in 
the individualistic pursuit of the respective goals must call for 
some response in behavior. “Of course, such a response 
might take the form of revising one’s goals (to bring them in 
                                                
306 This example confuses moral characters with zealots. It is also in stark 
contrast with other writings of Sen. In “Behaviour and the Concept of a 
Preference”, for instance, he criticizes rational choice theory because it 
“underestimates the fact that man is a social animal and his choices are 
not rigidly bound to his own preferences only.” (Sen, 1973a, 252/3) But it 
could be an argument when people are engaged in different ideologies. 
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line with those of others), (...).” (Sen, 1985d: 345). But Sen 
believes that, in rational choice theory, anything short of the 
unwavering pursuit of one’s own goals is seen as simply 
‘irrational’ and perhaps even as ‘not understandable’.  Adop-
ting ‘as if’ goals could provide a way out of the dilemma. 
“Indeed, ‘as if’ goals may play an important part in removing 
the perceived conflict between the communal and the 
individualistic principles.” (Sen, 1985d: 346) If people are 
ready to act on the basis of some ‘as if’ orderings, they can do 
better than when acting individually in direct pursuit of their 
own individual goals. 307 
  Commitment can involve violations of self-goal choice, since 
the departure may possibly arise from self-imposed restric-
tions on the pursuit of one’s own goals (in favor of, say, col-
lective goals). “ (...), the pursuit of private goals may well be 
comprised by the consideration of the goals of others in the 
group with whom the person has some sense of identity.” 
(Sen, 1985d: 348). “The rejection of self-goal choice reflects a 
type of commitment that is not able to be captured by broa-
dening the goals to be pursued. It calls for behavioral norms 
that depart from the pursuit of goals in certain systematic 
ways. Such norms can be analyzed in terms of a sense of 
“identity” generated in a community (..), and it has close links 
with the case for rule-based conduct, (..)” (Sen, 1985d: 352).  
  We see that in this article Sen is looking for a different 
solution to solve the conflict between individual and 
collective interests. In the PD game agents are confronted 
with dominating strategies and therefore they will defect. 
Within this game the conflict of interests cannot be solved. 
The alternative is that players adopt different identities and 
play a different game in which goal modification is a real 

                                                
307 In “Rational Fools”, Sen already suggested that a person “is more 
sophisticated than the theory allows and that he has asked himself what 
type of preference he would like the other player to have, and on 
somewhat Kantian grounds has considered the case for himself having 
those preferences, or behaving as if he had them. This line of reasoning 
requires him to consider the modifications of the game that would be 
brought about by acting through commitment (..).” (Sen, 1977a, 107)   
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option. We can distinguish two forms of other-goal choice: 
the first is that one adopts other people’s goals, i.e., other 
people’s goals shape one’s own goals (this is what Pettit has 
termed ‘goal-modifying commitment’); the second is the 
recognition of other people’s goals beyond the extent to 
which other people’s goals get incorporated within one’s own 
goals (what Pettit termed ‘goal-displacing commitment’).   
  The case of goal-modifying commitment means that an 
agent, recognizing that the goals of others are negatively 
affected by what he is about to do, alters his goals as a result. 
His modified goals will reflect broader values that bear on 
how others are to be treated or how common goals are to be 
promoted. The suggestion is that agents feel that they are part 
of a collective in which problems are solved by joining forces. 
(Anderson, 2001, 29) This implies a commitment to a joint 
strategy, in which goals are shared. We should make a case 
for the existence of ‘shared intentions’ (Bratman, 1993); 'team 
preferences' (Sugden, 2000) or ‘we-intentions’ (Davis, 2002). 
The agent’s capacity for ‘reasoning and self-scrutiny’ can help 
him to transform his goals in this way. 
  We are still left with the case of ‘goal-displacing commit-
ment’. The notion of goal-displacing commitment is highly 
implausible, since it suggests that we no longer act on our 
own goals. It is here that Sen proposes to make use of ‘as if’ 
goals, or to assume that people adopt certain behavioral 
rules.  Like Pettit, I do not see that this really means giving up 
the idea of self-goal choice. “[T]he goals endorsed in common 
with others are still goals we each endorse, and so are in that 
intuitive sense our individually endorsed goals.” (Pettit, 2005, 
20) My interpretation is that we do not here discuss the 
distinction between self-goal and other-goal, but a distinction 
between acting on internal or external reasons. 308 The goals of 

                                                
308

 An example of goal-modifying commitment is the case in which the 
agent’s goals conflict with communal goals and thereby with the goals of 
agents who are committed to these communal goals. A goal-modifying 
commitment assumes that people can act on a ‘collective intention’. In the 
case of ‘goal-displacing’ commitment, the agent has to follow rules of 
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other agents provide the agent with reasons to adopt this goal 
and to make it one of his own. The integration of com-
mitment in some modified variant of rational choice would, 
from this point of view, require that it can be argued that an 
agent can act on external reasons, i.e., on reasons that were 
not his own from the outset. The implication is that the 
Humean theory of motivation is replaced by a non-Humean 
theory.  
   If, for the moment, it is accepted that external reasons could 
motivate an agent, then (some of) the cases in which Sen talks 
about goal-displacing commitment would be transformed in 
goal-modifying commitment, and we could conclude that 
goal-displacing commitment hardly has a place in an 
adequately modified version of rational choice theory. There 
remains a case of other-goal choice that is not compatible 
with any version of rational choice theory and I discuss it in 
the next section.  
 
4. Other-goal choice and integrity  
  
Williams criticizes utilitarianism especially because of its 
consequentialism. He mentions two problems with the 
concept of commitment in connection with utilitarianism. The 
first is that a commitment may not contribute to a person’s 
happiness, the second, and the one I will focus on, is other-
goal choice. 
  The problem as mentioned by Williams has to do with goal-
displacement and integrity. The decisions of an agent as a 
utilitarian agent are a function of all the satisfactions that he 
can affect from where he is, and this means that the projects 
of others determine his decision. This may be so either 
positively or negatively. In the utilitarian view, the 
undesirable projects of other people as much undermine 
one’s decisions in the negative way as the desirable ones do 
in a positive way. But what if the projects of other people 
conflict with some project of the agent?  
  Williams mentions the case of a man, Jim, who finds himself 
in the central square of a small South American village. Tied 
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against the wall is a row of twenty local Indians and in front 
of them stand several armed soldiers. The captain in charge 
offers Jim a guest’s privilege of killing one of the Indians 
himself. If he accepts this privilege the other Indians will be 
let off. But if he refuses, al the Indians will be shot. What 
should Jim do?  
  What is of interest in this case is that the consequentialism of 
utilitarianism also involves the notion of negative 
responsibility; that if I am ever responsible for anything, then 
I must be just as responsible for things I allow or fail to 
prevent as I am for the things that I myself, in a more 
restricted sense, bring about. The doctrine of negative 
responsibility thus represents the notion of impartiality, and 
abstracts from the identity of the agent (Williams, 1973: 93ff). 
The simple consequential point of view takes up a neutral, 
impersonal standpoint with regard to collective well-being. 
From the point of view of consequentialism, Jim should kill 
one of those Indians: it is better that one gets killed than 
twenty. And the one that he kills would be killed anyway. 
Opposed to this is the point of view that we should take 
account of the agent’s position. From a personal point of 
view, the choice is forced upon him. He does not bear the 
same responsibility for the wrongdoings of others as he does 
for his own. This argument depends on an agent-relative 
value of responsibility. A third position is that one should 
never kill a person. Moral imperatives are side-constraints. 
Following these last two imperatives, Jim should refuse the 
offer. The utilitarian solution is that Jim ought to accept the 
captain’s offer and participate in the captain’s project. 
Williams concludes from this that utilitarianism cannot make 
sense of personal integrity.   
  This case raises two questions. First, the question whether 
an agent should act on another person’s goal. Second, the 
question whether there can be a conflict between what an 
agent should do to preserve his integrity and what he should 
do to enhance collective well-being. This case is very 
illuminating for discussing other-goal choice. It appears that 
there are two circumstances in which an agent can be forced 
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to act on another person’s goal, namely when he is forced by 
violence to do it and when the situation apparently leaves 
him no choice. In the case as described by Williams it is the 
situation that is relevant. From a utilitarian point of view, Jim 
should accept his responsibility and kill one of the Indians. 
When, notwithstanding this appeal, he refuses to do so 
because his moral conviction and his sense of self-integrity 
forbid him to kill a human being, then, from a utilitarian 
point of view, his sense of integrity conflicts with his obliga-
tion to maximize collective well-being. 
  But is the utilitarian point of view the correct way of 
interpreting this case? Shouldn’t we argue that the choice left 
to Jim is, from a moral point of view, a pit-fall: either he kills 
a person, or he is held responsible for the killing of many 
persons. Doesn’t this resemble “Sophie’s Choice”? Whatever 
Jim did, he would regret it. Only free persons can be held 
morally responsible for their actions. Since rational choice 
theory is concerned with the actions of ‘free’ agents, this 
variant of other-goal choice does not apply to her.  
 
5. Consequential evaluation and responsible choice 
 
In a theoretical context in which rational behavior is closely 
connected to self-regarding action the possibility of actions 
that benefit anonymous others (for instance actions that aim 
at social justice) and which do not contribute to one’s own 
well-being must be considered to be irrational. To avoid such 
a conclusion constructions have been developed in which 
well-being and agency are disconnected. (see Sen, 1985b).  
  The well-being aspect is important in assessing a person’s 
advantage; it refers to a person’s command over things. The 
agency aspect is important in assessing what a person can do 
in line with her conception of the right thing to do. It refers to 
her ability to form goals, to engage in commitments and to 
value her actions. The distinction between both aspects is 
required because it is possible that there is a difference 
between an action being right and the state resulting from 
that action being the best feasible state from the point of view 
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of one’s well-being, for instance because the agent rejected a 
lucrative job, for he feared that the company might behave in 
a socially irresponsible way. 309 Therefore, there is no need 
that the two correspond as consequentialism assumes. 
Opposing the consequentialism of utilitarianism, Sen intro-
duced consequential evaluation that he regards as the discip-
line of responsible choice. Consequential evaluation should 
be performed as a two level evaluation. First, to evaluate 
choice through an assessment of its consequences. Thereafter, 
to combine this analysis with an evaluation that focuses on 
the process leading to the cconsequences. In order to carry 
out this two level evaluation actions performed should be 
seen as part of the state of affairs resulting from an action. A 
state of affairs certainly does consist of what has happened 
and when an action x has been performed by person H, then 
it certainly has happened that H has done x. Sen thinks that it 
would be odd to remove this occurrence from the description 
of the resulting state of affairs. Taking the action into account 
can make one conscious of the rightness or wrongness of an 
action. Take, for example, the case of A who pushes B into the 
river, just for the fun of it, and B, who cannot swim as he 
happens to be afraid of water, hardly escapes drowning. It 
can be said that everything follows from the consequences of 
A’s act. But A failed as a responsible agent when he did not 
consider whether B was a good swimmer, and this too has to 
be included in evaluating the state of affairs. (Sen, 1985b, 219) 
 The distinction between well-being and agency is also 
relevant because well-being does not need to cover 
everything that matters to the agent. A person may have 
objectives other than personal well-being. If, for example, a 
person fights, under a dictatorial regime, for democratic 
processes, he may be put in jail. He did a great job (it was a 
big agency-achievement), but it was accompanied by a loss in 
personal well-being. “[I]t may be said that we move from 

                                                
309 This distinction is lost in a model of exclusively self-interested 
motivation. For in that case the person’s agency cannot be geared to 
considerations not already covered by his well-being. (Sen, 1987a, 41) 
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agency achievement to personal well-being by narrowing the 
focus of attention through ignoring ‘commitment’, ...” (Sen, 
1987b, 28; see also Sen, 1985b) This suggests a kind of trade-
off between the agency aspect and the well-being aspect. 
Making use of the distinction between well-being and agency 
we could close the wedge between (moral) choice and well-
being by attributing to the agent two ultimate ends: material 
comfort and social respect. Between these ends there can be a 
trade-off. When agents deliberately try to act appropriately, 
not just because they want to gain acceptance for their action 
from their fellow-agents, but because their quest for self-
integrity requires this, then the knowledge that they acted 
properly will make them feel good. Moreover, it is quite 
possible that the acknowledgement by other people that they 
behaved with propriety will arouse signs of approval and 
appreciation. This will also affect the agents' well-being in a 
positive way. 310 I do not suggest that a gain in symbolic 
utility precisely offsets a loss in substantive utility, but that 
the agent would not feel well when he violated his sense of 
integrity or encountered signs of social disapproval. 
  Consequential evaluation not only requires that the action 
should be included in the evaluation of states of affairs. The 
theoretical framework also permits taking other aspects of the 
state of affairs into account than merely (dis-)utilities, for 
instance the presence or absence of moral (human) rights, 
whenever this is relevant for the description of the state of 
affairs 311  Rights aim at freedom of the rights holder to do 
certain things, and it demands some correlate obligations on 

                                                
310 I have deliberately chosen the term social respect instead of social 
status, because I wish to exclude any association with economic success 
through which the two ends would coincide after all. A proposal to 
include social respect as an end of equal importance as the acquisition of 
material comfort has also been made by Brennan and Pettit. They argue 
that social respect and self-esteem is something one gets by the grace of 
what others think, or what one thinks oneself. (Brennan and Pettit, 1993) 
311 We should not equate human rights with legal rights. In normative 
discussions rights are entitlements or powers or immunities that it would 
be good for people to have. (see Sen, 2000, 496)  
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the part of others to help in the realization of this freedom. 
Neglect or disregard of those obligations can be seen as a bad 
thing, and can be taken into account in evaluating state of 
affairs. A consequence of taking rights into consideration is 
that an agent will have to balance rights and this presupposes 
that rights have certain moral ‘weights’ and that he should 
see whether one right is or is not outweighed by another. 312 
 
6. Conclusion  
  
Sen has formulated three propositions related to his concept 
of commitment: (i) that commitment is a relevant concept to 
describe human relationships; (ii) that rational choice theory 
cannot accommodate this concept; and (iii) that an alternative 
theory of rational action should be developed that is able to 
incorporate the concept of commitment. (Sen, 2005) 
  Sen proposes to develop a more general theory of rational 
choice, in which utility maximization is a special case. 313 The 
problem with rational choice theory is not the maximizing 
framework itself, rational people will of course choose among 
the available options the option they regard as the best, but 
the limiting features of utility maximization in combination 
with the construction of the selfish agent.  
Sen has suggested that we should adopt a goal-rights system 
in which the values of states of affairs take the value of 
protecting rights and the disvalue of having them violated 
into account. Also the action itself should be included among 
                                                
312 Scanlon believes that in many conflict situations it may not be decent to 
balance rights against one another. The question rather is whether one of 
these rights may be infringed in the situation at hand (for instance, the 
right to privacy). He agrees that any acceptable process through which 
principles of action are justified must be consequence-sensitive. But we 
should consider not the overall value of resulting states of affairs, but the 
reasons that individuals have for accepting or rejecting these principles. 
(Scanlon, 2001) I believe that Sen agrees with this comment. Anyway it fits 
my construction of Sen’s theory of responsible choice. 
313 Sen rejects the requirement of optimalization and replaces it with the 
weaker requirement of maximization. The maximization approach does 
not require completeness of orderings. (see also Walsh, 2008) 
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the consequences that constitute the resulting state of affairs. 
This should be combined with replacing economic man by 
rational man, an agent with a different identity. 
A characteristic of such a general theory is that agents are 
able to engage in reasoning and self-scrutiny. Sen considers 
reflective rationality in the form of self-scrutiny and 
assessment as an important aspect of a concept of the self that 
opens the door to morality and moral considerations. When 
we reflect on our lives, eventually, inevitably, it occurs to us 
to ask ourselves whether our most fundamental desires are 
justified and directed at worthy ends. This is the step in 
which one raises the ‘desire-transcending question’, that 
makes us agents. (Regan, 2002, 223) One way in which an 
activity or pursuit might be good for the agent engaged in it 
is by making the agent’s life worthwhile and meaningful. "By 
acting in accordance with moral requirements, we enter into a 
distinctive kind of relationship with other people, one that is 
based on mutual recognition or acknowledgement, and that 
involves essentially a form of interpersonal justification". 
(Wallace, 2002, 409) 
  Commitment, as a moral concern, reveals the ability to be 
involved in the pursuit of collective well-being or in the well-
being of anonymous others; to have other-regard. In the 
general maximization framework that Sen envisages notions 
such as ‘identity’, ‘collective agency’ and ‘reasons for action’ 
can be accommodated. (Sen , 2001) Once it is accepted that 
rational choice theory is not a body of accepted and 
unshakeable views, the concept of commitment is no longer 
foreign to rational choice theory.314  I pursue this issue in the 
following and concluding chapter of Part III. 
 
  
                                           

                                                
314 In 1977 Sen wrote that the characteristic of commitment is the fact that 
it involves a counter-preferential choice. (Sen, 1977, 96) But it is only 
counter-preferential within a theoretical context in which the agent is by 
nature self-interested. 
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                                           CHAPTER XX 
 
 
 
 
 
                       RATIONAL AND MORAL ACTION          
               
 
 
1. Introduction 
 
In the preceding chapters I discussed two main issues: first, 
whether we can discuss ends and second, what a moral 
preference is like and what its place is in rational choice 
theory.  
  The instrumental conception of rationality in fact prevents 
both discussions. "(T)he assumption of instrumental 
rationality impoverishes economic discourse by making 
certain types of arguments illegitimate. (...) Arguments about 
the validity of ends, as well as means, should not be excluded 
from economic discourse." (Stewart, 1995, 78) In order to 
discuss ends, we need a concept of rationality that captures 
its non-instrumental function. The non-instrumental 
character is the fusion of striving and attaining, that is, the 
inseparability of ends and means. We could call it expressive 
rationality. (see Hargreaves Heap, 2001)  
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I have approached the integration of ends within rational 
choice theory in terms of the justification of decisions and 
actions. The discussion about moral preferences introduced a 
wider perspective, namely what the place is of moral concepts 
in rational choice theory. I took the concept of commitment as 
an example. Commitment can take different forms, but they 
share the mechanism of goal-modifying reasoning. The 
integration of commitment as a moral concern requires the 
disconnection of rationality and self-regard. It must be 
possible to have other-regarding convictions without being 
irrational. We have to replace economic man by rational man, 
a human agent without a selfish identity.  A second 
requirement is to replace utilitarianism as the ethical 
companion of rational choice theory. Ethics is sometimes 
called "the inquiry into what one has good reasons to do." 
(Hurley, 2006, 705) Utilitarianism certainly satisfies this 
definition, but it imposes restrictions on moral action due to 
its instrumental character.315 Utilitarianism narrows the moral 
outlook to prudence. Prudence is an important virtue, but it is 
one among many.  
  In the following sections, I shall first portray the autono-
mous agent and then present another (than a moral way) to 
solve the conflict between individual and collective interests, 
namely by introducing 'collective intentions'. In section 4 I 
introduce a model of rational choice theory that includes 
justified choices. In the conclusion I summarize the modifi-
cations of rational choice theory that are required to incorpo-
rate non-instrumental normative (moral) considerations.  

                                                
315 Hurley argues that utilitarianism is very unlike traditional (Kantian 
and Hobbesian) theories of moral reason. These theories are demanding, 
what they morally prohibit the agent has reason not to do. Utilitarianism 
is only a theory of moral standards not a theory of moral reasons. "It is not 
a theory of the relationship between practical reason and moral standards 
but one of the relationship between rightness and goodness. (..) It is the 
theory that the right action brings about the best overall consequences". 
(Hurley, 2006, 683) It says that the right action to perform is the action that 
maximizes overall utility, it does not appeal to intrinsic moral values as 
rights, justice and so on. 
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2. The autonomous agent 
 

How are agents portrait in rational choice theory?  Pettit is 
among the many who feel that there is an inclination to 
picture agents as simple intentional systems. Simple 
intentional systems are not thinking systems. Rational choice 
theory presents agents as means-ends automatons, as black 
boxes designed for the instrumental pursuit of certain goals, 
it does not represent agents as fully situated, deliberating 
persons. (Pettit, 1993, 268) To become a genuine normative 
theory rational choice theory should be based on a more 
realistic conception of (economic) agents. (see Thaler, 2000) 
Instead of a person with invariant characteristics (as having 
certain sorts of desires and purposes, as acting on a certain 
sort of motivation and as having certain interests) there is the 
need to picture an agent as a person with variable 
psychological characteristics, bearing certain titles, occupying 
social positions and fulfilling social roles: a real, social, 
human being. Such a human being is capable, in various 
degrees, of engaging in critical self-reflection and in making 
plans with the resolute intention to carry them out. When an 
agent is pictured in this way, then all kinds of psychological 
processes will reappear in the rationalization of actions.  
  In the tradition of liberal individualism much weight is 
given in rational choice theory to the agent's autonomy. In the 
Humean tradition this is taken to mean that autonomy rules 
out that individuals exhibit some externally determined 
purpose. In an alternative conception of individual autonomy 
a person is autonomous when, and to the extent that, he or 
she is in control of his/her wants. Frankfurt describes a 
person who has a mindless indifference to the enterprise of 
evaluating his own desires and motives as a “wanton”. He is 
not an autonomous person but the victim of his passions. Just 
what kind of freedom is freedom of the will? When we ask 
whether someone is free we are not asking whether he is free 
to do as he pleases. Rather we question him about the 
autonomy of his desires. The statement that a person enjoys 
freedom of the will means roughly that he is free to will what 
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he wants to will, or to have the will he wants. A person who 
enjoys both freedom of action and freedom of will is not only 
free to do what he wants to do; he is also free to want what he 
wants to want. He is free either to make that desire his will or 
to make some other desire his will instead. (Frankfurt, 1971) 
Freedom of the will is a necessary condition for having the 
capacity to justify one’s choices. ‘Wantons’ lack this freedom 
of the will and therefore lack this capacity. My claim, then, is 
that the fact that people are free to want what they want is 
entirely irrelevant to any question about how they might 
justify their choice.  
 

3. Collective intentions 
 
One of the problems with rational choice theory is that its 
conceptual framework invites a continuous conflict between 
individual and collective interests. That is why Sen referred 
to "Rational Fools" when he noticed that agents engaged in a 
prisoner's dilemma-game choose the defect strategy instead 
of the cooperative strategy that would deliver them more. 
The rationality concept is contaminated with the notion of 
self-interest. One of the ways to solve this problem is to 
assume that agents are sensitive to collectively hold norms or 
even can act collectively. 
  The idea that agents might be committed to a joint strategy 
in which goals are shared is quite foreign to a theory 
grounded in self-regarding individualism. Against this 
background it is challenging to discuss "collective agency", 
"shared intentions" or "we-intentions". I shall first summarize 
three attempts to formulate the concept of collective agency 
or some variant of it and afterwards try to generalize the 
main findings  
  Bratman writing about “shared intentions,” argues that we 
should understand shared intentions as a state of affairs 
consisting primarily of appropriate attitudes of each 
individual participant. For how will the concept of joint 
action get into the intentions of the individuals? Bratman 
explains that in order for me to intend that we Ø, I need to 
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see the other agent’s playing his role in our Ø-ing as in some 
way affected by me. I intend that the other agent participates 
as an intentional agent in a joint activity, that, as I know, the 
other agent too intends. It is common knowledge that we 
intend to Ø. A shared intention unifies our intentional 
agency. Shared intention should lead to planning, bargaining 
and action of those individuals who participate. (Bratman, 
1993) 
  Bratman’s account of shared intention has been criticized in 
a variety of ways. The basic criticism is that normally when 
we intend to do something, the action I intend to do is under 
my control. But how can I control the actions that we 
perform? He could solve this problem by acknowledging that 
a binding agreement among the participants is part of shared 
intentions.316  

  Sugden (2000) has argued that rational choice theory should 
allow ‘teams of individuals' to be decision-making agents and 
should allow such teams to have preferences. Crucial for his 
proposal is the idea of “team-directed reasoning”. The 
individual frames the problem not as “what should I do”, but 
as “what should we do”. Each chooses whichever action is his 
part of the combination of actions that is best for the team. A 
cooperative venture is started "when a set of individuals agree 
to constitute themselves as a team and agree on a common 
objective which each of them will then play her part in 
achieving it". (Sugden, ib, 186) 
  Team directed reasoning is quite different from strategic 
reasoning in game theory. Team directed reasoning does not 
generate recommendations that are conditioned by the actor’s 
belief about what other individuals will do. A team exists to 
the extent that its members take themselves to be members of 
it and share a common objective. Team reasoning, team 
preferences and team agency are properties of a set of 
individuals and require a network of common beliefs. 

                                                
316 Bratman has, in fact, done this. He distinguishes a stronger and a 
weaker version of shared intentions. The former involves the condition of 
a binding agreement. 
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Sugden's aim is to amend rational choice theory in such a 
way that team agency becomes a coherent concept within it. 
Therefore, it must be argued that team preferences exist. 
Team-directed preferences are preferences that can be held by 
any individual, independently of other indivi-duals. But team 
preferences require, as just said, a network of common 
beliefs. What is required is that there is confidence among the 
team members that each of them will engage in team-directed 
reasoning with respect to a set of team preferences. Team 
agency supervenes on the agency of precisely these 
individuals. A person who engages in team-directed 
reasoning has a team-directed preference for x over y. This 
means that she takes herself to have a reason to make those 
choices that, according to team-directed reasoning, are 
implied by that preference. This is a straightforward genera-
lization of the standard analysis of individual-directed 
reasoning.317 That people frame their problems or decisions 
has gradually become part and parcel in conventional 
rational choice theory. The additional hypotheses that are 
needed to generalize the conventional theory of rational 

                                                
317 Bardsley, referring to Tuomela and Miller, argues that the argument 
usually is that a member Ai of a collective G we-intends to do X if and 
only if: (Bardsley, 2007, 145) 

 1) Ai intends to do his part of X 
 2) Ai has a belief to the effect that the joint action opportunities for X will 

obtain, especially that at least a sufficient number of full-fledged and 
adequately informed members of G will do their parts in X 

 3) Ai believes that there is (or will be) a mutual belief among the 
participants of G to the effect that the joint action opportunities for X will 
obtain.  
Bardsley observes that only (1) is an intention; the other components are 
beliefs. Hence, a "we" intention is here rendered as an ordinary intention 
occurring in conjunction with certain beliefs. Bardsley argues that if an 
account of collective intention is reduced to individual intentions plus 
beliefs it has not given an account that shows that agents adopt the first 
person plural perspective in practical reasoning to an action. I believe that 
the key to collective intention is that the agents constitute a team, 
implying that the other agents are fellow team members with reciprocal 
beliefs about the membership of the relevant others.   
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choice into a theory of team agency “are not hypotheses 
about the nature of rationality, but about how individuals 
frame their decisions problems, which teams they take 
themselves to belong to and what they take the objective of 
those teams to be.” (Sugden, ib., 203)   
  Davis explains collective agency in terms of “we-intentions”, 
a structure of reciprocal attitudes shared by individuals. 
“(…), a we-intention is an individual’s attribution of an 
intention to a group that the individual believes is 
reciprocally held by other members in that same group.” 
(Davis, 2002a, 14) Davis assumes that individuals are socially 
embedded and that each individual’s position within a group 
is characterized in terms of tasks and rights. The overall 
framework explains individual rights and duties within and 
across groups in terms of task-rights pairs that ultimately 
have we-attitudes in groups as their foundation. Davis' 
approach is closest to an institutional-individual framework, 
but the impression is that in his approach collective agency is 
restricted to formal groups within which tasks and rights are 
allocated. The term 'team' does not evoke this impression. 
  The question is how the personal identities of persons relate 
to their (multiple) social identities. Sen' s understanding of 
personal identity is based on his view of the individual agent 
as a being with the capability to evaluate her own values and 
objectives. His concept of social identity is that they are 
determined according to how the individual agent chooses to 
interact with social groups. (see Davis, 2006) The question is 
how different persons (personal identities) can make up a 
single social group understood as a shared social identity.   
  A central element in the approaches, I just discussed, that 
answers this question, is that agents adopt a "we-
perspective"; they frame their decision-problems as a 
collective decision. In doing this they trust reciprocally held 
intentions, the content of which is common knowledge. 
Bratman’s shared intentions are grounded in the attitudes of 
agents, an attitude to be willing to participate in a joint 
project. Those attitudes become binding when the agents are 
engaged in planning and bargaining. But ultimately, Bratman 
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trusts on a binding agreement. Sugden relies on informal 
agreements and Davis on tasks and rights, i.e., formal 
agreements.  
 
4. Justified choices  
 
In this section I introduce a model of rational choice theory 
that incorporates the idea that agents may be motivated to act 
properly. Why would they be motivated in this way? 
  The basic issues are connected with the writings of Kant and 
Hume. Kant thought that it is a mark of a moral action that it 
is motivated by what justifies it. Otherwise morality’s 
imperative would be hypothetical, not categorical, for it 
makes no sense to insist that something ought to be done, but 
nonetheless accept that it need not be done. In the Humean 
tradition this argument is turned upside down. What 
motivates an action also justifies it. I have argued that the 
requi-rement to justify an action is not always a matter of 
showing that we must ultimately want to act morally. The 
conclusion then is that it must be a matter of showing that it 
stands to reason that we should act morally. 
  Both Humeans and non-Humeans agree that agents are 
contingently inclined to commit themselves to (moral) norms 
because human beings are social animals, who are constantly 
conscious of potential criticism from the outside. They are 
aware of the possibility that their acts excite the hostility or 
praise of others. They learn to identify with normative expec-
tations, to cherish and to promote them. They feel ashamed 
or guilty when they behave in a way that is not applauded. 
So, for both Humeans and non-Humeans the motivation to 
pursue and respect commonly held principles is a natural, 
socially explicable, aspect of practical life.318 
  But it is not the case that people act properly because they 
enjoy that their actions are applauded. The authority of social 

                                                
318 "So when one's actions confirms (or breaches) a norm it is regarded as 
worthy (or shameful) for the same reasons by a group. This endows action 
with symbolic meaning: (..)." (Hargreaves Heap, 2001, 99) 
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norms is also based on convictions, principles and on shared 
practices. Ethical standards need to be communicable, and 
understood, and reliable, or else public life becomes 
impossible. The social nature of ethical commitments not only 
explains their existence, but also justifies them, for they can 
be discussed and, therefore, be accepted, rejected, or be 
adapted. And in this way it is worked out which attitudes 
stand up and which do not stand up so well. In moral 
reasoning one expresses one’s arguments in hoping to 
convince another person's attitudes. Normative 
recommendations have to do with reasons not with truth. As 
Raz rightly said (see page 410): "judgement rather than 
knowledge is what the wise person possesses". 319 
 
That people seek to make justified choices implies that, at 
times, their own goals will be modified in deliberation. What 
real people do they do as thinking and deliberating agents 
and the best explanation for their actions must always take 
fully into account the fact that people are guided by norms 
and reasons.  
  I have argued in chapter XVII that rational choice theory 
should allow that justifying reasons both be initiated by 
desires (internal reasons) as by beliefs about having reasons, 
that is, it should admit both motivating reasons as motivated 
desires. Not all desires are blind and not all reasons are inert. 
Beliefs and desires interact in various ways. In this model of 
plural motivations, agents rank options on the basis of a 
mixture of objective reasons and subjective considerations.  

                                                
319 There is an objection to any form of moral cognitivism that has to be 
addressed. If the argument is that the justification of morality is a rational 
matter, then it looks like it is possible to have moral knowledge. And any 
sort of knowledge brings with it the possibility of expertise. This 
conclusion has to be rejected. Moral practice does not recognize experts 
because what gives morality the peculiar authority it has is precisely that 
it cannot be imposed. Moral knowledge is general and universal; it is not 
a special sort of expertise. We are all moral beings in a way in which we 
are not all historians or mathematicians. (Brecher, 1998)  
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It is acknowledged that motives to act neither always justify 
the act (unmotivated desires), nor are justifying reasons 
always motivating. These considerations suggest the 
modification of the model of rational choice that is shown 
below. 
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DESIRES ACTION        SUBJECTIVE           ACTION 

                                   MOTIVATIONAL SET 
         

   Traditional model                       Modified model 
 
In order to integrate the normative aspects of practical 
reasoning into rational choice theory we have to make some 
distinctions. First, we assume process-nonseparable 
preferences, in combination with a distinction between a 
well-being aspect and an agency aspect of actions. Following 
this we distinguish two senses of the term utility. Decision 
utility is inferred from choices and experienced utility refers 
to the experience (regret, pride, embarrassment, etc.) 
associated with the outcome. (Kahneman and Thaler, 2006) In 
the normative domain we have made a distinction between 
substantive utility and symbolic utility in which the first is 
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associated with decision utility and connected with the well-
being aspect and the second is associated with experienced 
utility and connected with the agency aspect. 
  With the distinction between an outcome-related and an 
agency-related utility it looks as if I combine two definitions 
of desires (preferences); desires as emotion and feelings and 
desires as dispositions (see Smith, 1987). To unite the 
definitions, we do best to perceive them as two aspects of 
desires, as it is done in non-expected utility theory, and to 
view utility primarily as a vector (with several distinct 
components), instead of some homogenous magnitude. The 
vector view does not refer to alternative interpretations of 
utility, such as pleasure or preference fulfillment. It is not 
concerned with different views on utility at all, but with the 
existence of many co-existing aspects of utility. "With the 
primary (vector) view of utility  -interpreted in terms of 
desires, or pleasures, or some other elements, or some 
mixture of these- there is a minimal partial ranking of 
secondary utility given by the intersection of the rankings 
reflecting the different elements." (Sen, 1981, 204/5) This 
yields a partial ordering, unless the weights to be put on the 
different components are fully specified.320  
  In this modified model of rational choice we have replaced 
the traditional isolated agent with a true social agent, an 
agent who shares, in varying degrees, norms and beliefs (and 
desires) with his fellow-citizens. This creates the possibility, 
on the theoretical level, of rationally discussing ends (de 
gustibus est disputandem) and endogenous preference 
change. We have reintroduced moral sentiments into the 
model of rational behavior, not by evoking a moral character, 
but by assuming moral institutions and practices and by 
introducing the level of reflexivity whereby the agent can 
deliberate about the question whether or not he or she can 
justify his/her decisions.  

                                                
320 Whereas in individual decisions it may make sense to concentrate on 
utilities, in distributional issues the information base has to be widened 
(see chapter XXIV).  
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5. Conclusion: a non-instrumental theory of rational choice 
 
In classical philosophy the concept of rationality constrained 
the selection of ends themselves. A choice was rational in the 
classical sense only if the end sought is consistent with 
rational judgment. Classical philosophers characteristically 
viewed a proper choice as a struggle between an individual's 
principles and his impulses. They saw an unprincipled choice 
as a mistaken choice, as evidence of a defect in the choosing 
agent. (Levy, 1982) With the suggestion to change the concept 
of rationality, to disconnect it from self-regard and to connect 
it with short-sightedness I have in a way restored the classical 
concept of rationality.  
  In the introduction to this chapter I suggested more 
improvements, as a follow up of the improvements suggested 
in chapter XIV. The modifications I propose are directed at 
two goals; first to introduce moral and normative concepts 
and second to introduce the concept of a proper choice. 
Though these goals are connected, I argue that in order to 
realize the first goal the following modifications are to be 
considered in particular:  
* the separation of rationality and self-interest 
* the replacement of economic man by rational man 
* the introduction of a non-instrumental moral theory  
* the introduction of lower-order and higher-order preferences  
* the distinction of first-order and second-order preferences 
* the introduction of meta-ranking  
* the concept of a plural subject.   
* the incorporation of the concept of collective intentions  
To realize the second goal the modifications to be considered 
in particular are:   
* the incorporation of the action into the description of the 

relevant features of the resulting state of affairs (the accep- 
tance of process nonseparable preferences)  

* the resulting separation of the agency aspect and the well-
being aspect;  

* the acceptance of a non-Humean theory of motivation;  
* the recognition of two dimensions of utility.  
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In chapter XIV I criticized the competitive theory of rational 
choice because it makes all aspects subsidiary to the economic 
aspect.  I compared it with the comparative theory of rational 
choice, a combination of non-expected utility theory and new 
institutional theory and now add to this variant a non-
Humean theory of motivation and a non-instrumental theory 
of ethics. It will be obvious that this combination is anything 
but a coherent theory. The different parts are to be considered 
as materials to design a coherent and consistent institutional 
theory of rational choice. 321  

  I do not claim having presented theoretical novelties. 
Numerous theorists already discussed all modifications that 
are presented here. Neither am I the first to claim that rational 
choice theory has to be rebuilt. Almost more than two 
decades ago Sugden wrote: that  "...it is increasingly 
becoming clear that these foundations [of rational choice 
theory] are less secure than we thought, and that they need to 
be examined and perhaps rebuilt. Economic theorists may 
have to become as much philosophers as mathematicians." 
(Sugden, 1991, 783). I hope to have presented more and, as I 
hope, new arguments to support this claim. 
 
Moral considerations enter rational choice theory in two 
ways. In personal choice when the question is raised how 
agents can justify their actions and in social choice (the social 
welfare function) which discusses the collective moral point 
of view. In Part IV I discuss collective ethical choices, in 
particular in the context of distributive justice.  
 
 
 

                                                
321 Despite these modifications the resulting theory is still a rational choice 
theory. Rational choice theory is, in my view, defined by three core 
concepts: preferences, constraints and an ‘extremum principle’. Only 
when one of these core concepts is sacrificed would I speak of an 
alternative theory. 
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                                        INTRODUCTION         
 
 
 
 
 
Ethical theory is the third of the three interlocking theories 
that together, in the view of Harsanyi, constitute rational 
choice theory. In the chapters to come I discuss three ethical 
theories that are compatible with rational choice theory. Their 
relative merits and shortcomings will be established and 
compared. In this evaluation I shall particularly address 
questions of distributive justice.  
  I present the theories of three authors: Harsanyi, Gauthier 
(together with Nozick) and Rawls. All three authors endorse, 
some variant of, the political theory of liberal individualism. 
It can be characterized by its conception of the good and its 
conception of the individual. Harsanyi’s and Rawls’s theories 
both belong to a class of theories which are called 
“hypothetical choice theories”, i.e., theories which say that 
the right answer to some question is the answer that a person 
or a group of persons would choose if subjected to certain 
conditions. Both employ the device of an “Original Position”. 
Gauthier uses the device of an “Archimedean choice” which 
has the same function as the original position. Besides this 
device Gauthier (and Nozick) take as their point of departure 
a “the state of nature”. A state of nature is conceived as the 
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state that existed before any government ruled. The test 
whether a certain political institution is justified is to ask 
whether individuals living in that state of nature would have 
consented to that constitution as part of a contract in which 
they established a government. Nozick and Gauthier both are 
inclined to believe that they are also describing an actual 
historical process, but most theorists consider the state of 
nature as just a point of departure as in traditional contract 
theory.322 
  The important thing to notice about the people in the 
original position is to know to which conditions they are 
subjected; i.e., what are they allowed to know. They know 
that society exists and that it consists of a collective of people 
with varied tastes and interests and that each person in the 
original position is to become a person in that society. In 
contrast to Rawls’s construction, the people in the original 
position/state of nature in the theories of Harsanyi and 
Gauthier know a lot about the current society, but a common 
element in all theories is that they do not know which person 
they will become. All authors mentioned work with some 
conception of a social contract. We may think of contrac-
tualism as a family of views that seek to justify morality or 
political institutions by reference to rational agreement. 
  What inspires contractual views of ethics is that moral 
principles must be rationally acceptable to every agent who is 
willing to take up a perspective that recognizes the common 
need for agreement. The contract notion is attractive because 
it links justice to consent and to rationality. Contractualism 
comes both in a Hobbesian and a Kantian form. Hobbesian 
versions attempt to explain moral constraints in terms of 
individual advantage. Morality is instrumental to non-moral 
interests. In contrast, on Kantian versions, practical reason 
expresses itself as a fundamental commitment to act in 

                                                
322 The original position in the theories of Harsanyi and Rawls refer also to 
a ‘state of nature’ in that it precedes any social state. But it is a 
hypothetical construction; they do not claim to describe an actual 
historical process. 
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accordance with principles to which all rational beings would 
agree.  
  Harsanyi, Nozick and Gauthier follow the Hobbesian 
approach. It is a simple perception and it provides plausible 
answer to questions as: "how are moral rules justified?" "By 
showing that they are necessary if we are to cooperate for our 
mutual advantage". Or, "why is it reasonable for us to follow 
those rules?" "Because it is in our interest to live in a society in 
which the rules are accepted". Rawls’s approach entails a 
reconsideration of Kantian morality. The autonomous agent 
must only act on principles that he would be willing to have 
everyone follow them 'as a universal law'.  
  While describing these three moral theories I will question 
their view on the subject of distributive justice. The subject of 
justice is the distribution of rights, entitlements, privileges, 
powers and opportunities and the command over material 
resources. Therefore, I will evaluate these ethical theories 
with an eye to the way benefits and burdens are distributed.  
 
Harsanyi uses the construction of an "original position" for 
the purpose of letting individuals choose between alternative 
social systems from behind " a veil of ignorance". They know 
the whole history of the world, but they do not know what 
their personal position will be under any system. They would 
have the same probability of taking the place of the worst-off 
or of the best-off or of any position in between: this is the 
equiprobability assumption. He asks himself: "which decision 
rule would rational individuals use in this model." Now 
suppose that an individual would have to choose between 
two social situations in complete ignorance of what his 
personal position would be in either situation and that he 
would have the same probability of occupying any of the 
available social positions, then his choice would fully qualify 
as a moral value judgement. Obviously he would, utilitarians 
believe, choose the situation providing a higher level of 
average utility to the individual members of society.  The 
utilitarian doctrine prescribes that we choose that alternative, 
of those available to us, which maximizes the preference-
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satisfaction, in sum, of all those affected by our action, 
considered impartially (the doctrine of equal concern). 
  Rawls locates the basis of reasonable agreement not on the 
claims of individual preferences, but on the fact that they are 
to be conceived of a citizens, who seek areas of agreement in 
building the basic principles and institutions of their shared 
political life. The justice of social and political institutions is 
measured by their tendency to counteract the material 
inequalities deriving from birth, talent and circumstances. 
His point of departure is the same as that of Harsanyi: an 
original position characterized by a veil of ignorance. What 
would be the appropriate claims to make on behalf of the 
citizens? Rawls argues that in the special circumstances of 
deciding behind a veil of ignorance it is rational first to seek 
to safeguard basic political and personal liberties and second 
to minimize the costs of winding up at the bottom. Therefore 
the parties in the original position will judge basic social and 
economic institutions according to the capacity to secure 
basic liberties and to promote the interests of the least well-
off social group. When the parties consider both themselves 
and their companions as free and morally equal, an equal 
division is the most obvious option. The reference point for 
the division of all-means (or primary) goods is, therefore, an 
equal division. But the size of the societal product is not fixed; 
rather it depends on individual incentives. It is the incentive 
problem, which moves Rawls away from strict equality. 
Inequality in the division of primary goods is therefore 
allowed if it increases the size of societal product and is in the 
interest of the group who is worst off. This condition is laid 
down in the “difference principle’.  
  From Gauthier’s point of view morality arises from market 
failure. Gauthier believes that the market may fail in two 
respects: free riding on public goods and parasitism because 
of externalities. It is because of these two market failures that 
a moral zone, a zone of justice, in which these failures are 
eliminated, is needed. To overcome the situation that 
mutually advantageous projects of cooperation will not be 
realized because each agent follows his own self-interest, 
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agents have to constrain themselves, that is adopt an 
impartial, attitude. Once agents constrain themselves 
cooperative projects can be realized and the agents will be 
able to reap the fruits of cooperation. The next question is 
how this ‘cooperative surplus’ will be divided. When is a fair 
outcome reached? According to Gauthier, rational persons 
will, in bargaining, act on a measure of relative concession, in 
particular on a principle of minimax concession. This means 
that the bargainers examine all possible outcomes and agree 
on the outcome that requires the smallest relative concession 
from the individual conceding the most. This principle may 
be formulated equivalently as a principle of maximin relative 
benefit.  
  As Gauthier points out, his theory has nothing to say about 
"equalizing" or "meeting needs". People who do not 
contribute to the social surplus do not have any entitlement 
to it, and thus he rejects out of hand respecting those with 
whom we have no need of cooperating, as elderly, retarded 
children and handicapped. Gauthier admits that his approach 
to morality does not correspond to convential morality. The 
explanation is that morals by agreement are the morals of 
economic man. In his relations to other persons, economic 
man exhibits a radically contractarian view of human 
relationships. He is concerned with society as an instrument 
or tool for the attainment of his personal ends. 
 
The device of a hypothetical choice situation is applied to 
create the circumstances in which people can make an 
impartial, and, therefore, moral decision concerning the 
initial conditions of a society they would like to live in, or 
concerning the social state they would like to see realized, or 
to choose some definite moral principles which would define 
a well-ordered society.    
  The authors we discuss have applied two, very different, 
models of the original position. One involves a thin veil, 
which is combined with a thick theory of the good. This 
construction has to guarantee that the chosen principle is 
rational; i.e., that it contributes to the good of the individuals 
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concerned. The other construction is characterized by a thick 
veil of ignorance and a thin theory of the good to warrant that 
the rational deliberations are in such a way embedded in 
moral considerations that the principles agreed to are 
reasonable. Why these different constructions?  
  The explanation is that the construction of the first kind 
serves to produce principles which are instrumental to the 
living standard or the well-being of the citizens, while the 
construction of the second kind is meant to produce plain, 
moral safe-guards, i.e., to guarantee basic rights and 
protection against exploitation. This also teaches us that it is 
very difficult to compare the recommended principles 
because they more or less follow from the chosen 
construction. 
  Therefore, I discuss the issue of distributive justice in the last 
chapter without departing from some hypothetical 
construction, but by a direct appeal to the arguments for 
equality and liberty. It appears that these arguments can 
ground the difference principle. 
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                                        CHAPTER XXI 
 
 
 
 
 
               SOCIAL WELFARE AND EQUAL CONCERN  
 
 
 
1. Introduction 
 
In chapter VI I introduced utilitarian ethics and I said that the 
sentiment to which utilitarianism appeals is generalized 
benevolence. This expresses the notion that an agent counts 
himself neither more nor less than any other person. As 
benevolent people, utilitarians want as many people as 
possible, now and in the future, to be as happy as possible, or 
to enjoy as much utility as possible. To that end, the 
preferences of each individual should count equally. The 
moral choice would be to choose that social state in which 
social utility is maximized. Social states must be compared 
and ranked and to that end social welfare functions must be 
constructed that are based on the ethical preferences of all 
individuals. 
  So far, so good; but in developing this idea several problems 
arise, such as the possibility of interpersonal comparisons and 
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the question whether, besides looking at average well-being, 
also the distribution of well-being matters and, last but not 
least, whether in Harsanyi's approach there is any relation at 
all between preferences and well-being. These issues will be 
discussed in the sections to follow. In the sections 3 and 4 I 
shall discuss extended preferences and the impartial observer 
theorem, subjects that are directly related to the problem of 
interpersonal comparisons. In section 5 the question of the 
dispersion of utilities and the inequality of well-being is 
considered. In section 6 the question is raised whether 
Harsanyi’s approach is still concerned with well-being. And 
in section 7 I present my conclusions. But I first introduce 
Harsanyi ’s construction of a social welfare function.   
 
2. Harsanyi ‘s social welfare function323 
 
In this section I will present Harsanyi's version of utilitarian 
ethics. (see Harsanyi; 1953, 1955, 1975, 1977, 1982, 1985) 
According to Harsanyi the updated version of classical 
utilitarianism (neo-utilitarianism) is the only theory that 
treats moral behavior as a special form of rational behavior.324  

  The emergence of modern decision theory has made ethics 
an organic part of the general theory of rational behavior, 
which relies on Bayesian rationality postulates and on Pareto 
optimality. Harsanyi beliefs that if one takes the rationality 
postulates of Bayesian theory seriously, then one can obtain a 
clear and unambiguous solution for the problem of defining 
an adequate social welfare function. It can be shown that the 
social welfare function must be a linear function of all 
individual utilities; this means that it must be defined as the 
arithmetic mean of the utility levels of all individuals. 
  

                                                
323 For a detailed discussion of Harsanyi’s social welfare function I refer the 
reader to the article by Mongin and d’ Aspremont “Utility Theory and 
Ethics” (1998). 
324 "Ethics is a theory of rational behavior in the service of the common 
interests of society as a whole." (Harsanyi, 1982, 43) 
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In using individual welfare functions for collective choice, 
there are at least three problems: a) the measurability of 
individual welfare; b) the possibility of interpersonal 
comparisons and c) the form of a function, which will specify 
a social preference relation. Or, to formulate this differently, 
is the function related to any relevant conception of utility, 
i.e., does it relate to well-being? In order to characterize the 
relationship between the social welfare function of a given 
individual i and the utility functions of all individuals, 
Harsanyi introduced in his earlier articles implicitly two 
models. In the 1953 article he formulated the Impartial 
Observer Theorem”, and in his 1955 article he stated his 
"Aggregation Theory". One can regard these models as 
delivering the moral respectively the mathematical argument 
for the linearity of the social welfare function.  
  In the first model Harsanyi explicates the notion of social 
welfare through the welfare judgments of individuals. The 
problem of aggregating these individual social welfare 
functions he did not undertake, because he thought this to be 
superfluous. He assumed that the social welfare functions 
would be the same for each individual if full factual infor-
mation were available to the evaluating individual about 
other people's utilities. 
  The Aggregation model is based on the following argument: 
there is a group of individuals each of whom has a preference 
relation on the lottery L. Based on these individual pre-
ferences (Ui), a collective or social preference relation (W) is 
determined. The individual and the social preferences are 
related by a Pareto principle. Each Pareto principle is a 
formalization of the idea that unanimity should be respected. 
When both individual and social preferences satisfy the 
axioms of expected utility theory, then it is possible to 
represent each individual’s preference relation Ui by a vNM 
utility function Vi, and it is possible to represent the social 
preference relation W by a vNM utility function V. Given 
Pareto Indifference the social utility function must be a 
weighted combination of the individual utility functions. This 
is Harsanyi ‘s Aggregation Theorem that is based on three 



 

 

450 

postulates: a) the personal preferences of i can be represented 
by a vNM utility function; b) the moral prefe-rences of i can 
be represented by a vNM utility function and c) if i’s welfare 
is greater in social state x than in social state y and if all other 
individuals are personally indifferent between the two social 
states, then social welfare is greater in social state x than in 
social state y. This Pareto condition provides the link between 
the individual utility functions and the social welfare 
function of i. 
 
                            V(p) = n   aiVi(p) + b 
                                         i=1   
 
The three postulates together imply that i's social welfare 
function will be a linear combination of individual utilities. I 
already discussed this in chapter VI. 
 In absence of any objective criteria to compare the utilities of 
each individual with each other, an individual’s social 
welfare function will take the form of a weighted sum of all 
individual utility functions with more or less arbitrary 
weights chosen according to his own value judgements. 
People’s preferences may differ and people may react 
differently to similar situations and this does present a real 
difficulty in comparing the utilities enjoyed by different 
people. Harsanyi refers to this as the psychological difficulty. 
But he is confident that the more complete people’s 
information and the more value judgements are shared, the 
more the individual’s social welfare functions will converge 
toward the objective quantity, namely the unweighed sum of 
all individual utilities. (Harsanyi, 1955) Harsanyi did not 
really aggregate individual preference relations; instead of 
this he took one of those preference relations, constituted not 
by actual preferences but by moral preferences, as 
representing the social preference relation. In doing this 
Harsanyi departed from the Aggregation model and 
switched to the Impartiality model. This is the model of the 
impartial observer, which has two variants. 
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In his 1953 article Harsanyi assumed that the impersonality of 
an individual’s judgement concerning social welfare requires 
that the individual be completely ignorant about his or her 
relative position within actual society. The impersonal 
judgement of preferences amounts to a choice between 
equiprobable prospects made by an outside observer. This 
construction personalizes the ethical problem by setting the 
observer as judge over alternative social states and inquiring 
as to the principles he might use to reach his judgement. 
Impartiality in this context implies that the observer must 
show equal concern for each individual and, therefore, equal 
respect for the preferences of each individual. Harsanyi uses 
the intrapersonal comparison of the ideal observer, whose 
preferences take account of the cardinal information built into 
the utility functions of each individual, to solve the problem 
of the interpersonal comparison of utility. It follows that the 
ideal observer's utility function has exactly the same form as 
the utilitarian welfare function. But treating society as a 
person begs all the important questions.325 
  Therefore Harsanyi took another road by replacing the 
outside observer by an inside observer. In his 1955 article the 
requirement of impartiality is equated with the idea that one 
has the chance of occupying anyone else's social position, 
including his or her subjective features. The impartial judgement 
is obtained by complete empathetic identification. The inside 
observer perspective relies on the similarity postulate, that is 
the assumption that "once proper allowances are made for 
empirically differences in tastes, education, etc, between me 
and other persons, then it is reasonable to assume that our 
basic psychological reaction to any given alternative will be 
otherwise much the same". (Harsanyi quoted by Fontaine, 
2001, 400) In the context of the original position it is very 
                                                
325 Rawls observed that the consequence of this view is to extend to society 
the principles of choice for one man. Utilitarianism does not take seriously 
the distinction between persons. (Rawls, 1971, 27) His criticism focuses also 
on the inappropriateness of the analogy between individual choice and the 
choice of a social ethic. Moreover, since all persons have been collapsed 
into one, so to speak, distribution drops out as a value. 
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tempting to use this apparent paradox. Is it not the purpose 
of the veil of ignorance to remove everything that makes 
people different? If so, then one can count on the moral 
preferences held by those in the original position to be the 
same. The psychological difficulty has, in Harsanyi’s opinion, 
been solved. From this similarity postulate the equivalence of 
intra- and interpersonal comparisons can be deduced.326  

 This conclusion, however, has met with severe criticism. And 
I shall investigate Harsanyi ‘s Impartial Observer Theorem in 
more detail in the following two sections. To solve the 
problem of interpersonal comparisons Harsanyi uses two 
devices: extended preferences and complete identification. 
 
3. Extended preferences 
 
A conclusion drawn by ordinalists is that we cannot compare 
one person’s good with another’s. Person i’s preference will 
inform us whether one alternative is better for i than another. 
Person j’s preference will tell whether an alternative is better 
for j than another. But no one’s preferences will tell us 
whether one alternative is better for i than another is for j. 
Extended preferences are invented as a basis for interpersonal 
comparisons. "An extended preference is a preference 
between extended alternatives and an extended alternative 
consists of a way of life paired together with particular 
personal characteristics". (Broome, 1999c, 31) The idea is that 
everyone will have the same extended preferences, provided 
that the extended alternatives are construed widely enough. 
Harsanyi calls a utility function that represents extended 

                                                
326 The similarity hypothesis asserts that rational individuals placed in the 
same situation will respond identically: "if Peter had Paul’s biological 
make up, had Paul’s life history behind him, and were currently subject to 
Paul’ s environmental influences, then he would presumably have the 
same personal preferences as Paul has and would ascribe the same utility 
as Paul does now to each particular situation’. (my italics, Harsanyi quoted 
by Broome, 1999c, 32) But when Peter had Paul's life history behind him, 
he wouldn't be Peter but Paul. 
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preferences an extended utility function.327 Let ’s investigate 
an extended preference function (I follow Broome, 1999c). Let 
R stand for the causal variables (her upbringing, her friends, 
education and so on) that determine the form of a person’s 
preferences. A person who is subject to the causal influences 
R will have preferences that can be represented by a utility 
function U(R). Any person subjected to the same influences R 
will have the same preferences. Thus, everyone with a way of 
life A will have the same utility function U (A; R). This 
function U is a universal function, the same for everybody. It 
represents the preferences that a person subjected to causal 
influences R will have about ways of life A. Harsanyi calls 
Vi(Aj, Rj) an extended utility function which is Broome’s U 
(A; R). Harsanyi asserts that it represents extended 
preferences over ways of life A and causal variables R 
together. But Broome denies this.  
  Harsanyi hoped to construct universal extended preferences 
as being the same for everyone. But in Broome's opinion he 
overlooked a complication. The things that have a causal 
influence over people’s preferences may also be things that 
people have preferences about. For instance, people have 
preferences over friendship and their friends, at the same 
time, influence their preferences. Harsanyi’s separation 
between ‘objective position A’ and causal variables R is too 
sharp. Let A be a variable that stands for ways of life. Let P 
stand for personal characteristics. Then (A, P) is an extended 
alternative, a way of life combined with particular personal 

                                                
327 Mongin, and also Weymark, noticed that when Harsanyi argues about 
extented preferences, he replaces them with extended utility assessments. 
The utility values measure, in the opinion of Harsanyi, the individual 
satisfaction based on the realization of preferences, given the objective and 
subjective variables. This delivers uniformity of utility amounts (under the 
assumption of full comparability), but not uniformity of extended 
preferences. Mongin concludes that there is no way of bridging the gap 
between Harsanyi ‘s argument in terms of utilities and his argument of the 
uniformity of extended preferences. (see, Weymark, 1991 and Mongin, 
2001) 
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characteristics. People have extended preferences about these 
extended alternatives when we make sure that A and P are 
defined broadly enough to include anything that anyone has 
a preference about. Now there are causal variables R that 
determine people’s extended preferen- ces. A person who is 
subject to causal preferences R will have extended 
preferences V (A, P; R). V is a universal function, for anyone 
subjected to the same causal variables will have the same 
extended preferences. R contains the causal variables that a 
person is actually subjected to. (A, P), on the other hand, 
contains the values of the variables that the person 
contemplates as objects of her preference. V (A, P; R) is a 
universal function. But it does not represents universal 
extended preferences. "It does not represent any preference at 
all over A, P and R taken together. It represents preferences 
over A and P, but many different preferences, one set of 
preferences for each value of the causal variable R". (Broome, 
1999c, 36) The causal argument was offered as a 
demonstration that everyone will have the same extended 
preferences. It fails, Broome concludes.  
  There is a suggestion that extended preferences could be 
universal when everyone had the same information. Let us, 
for instance, ask how we should solve the question whether it 
would be better to live in conditions x having the 
characteristics of i than to live in conditions y having the 
characteristics of j? The preference satisfaction theory would 
tell me that I (!) would be better off in conditions x with the 
characteristics of i than in conditions y with the 
characteristics of j if and only if I prefer (x,i) to (y,j). But this 
preference does not have to be universal. It does not say that i 
thinks that it would be better for her to live in conditions x 
than it would be for j to live in condition y, just because I 
myself prefer (x,i) to (y,j). The well-being that I derive for 
having my preference satisfied, does not have to be shared by 
i and j. A possible solution would be to say that only rational 
and well-informed extended preferences coincide (this is 
what Harsanyi actually beliefs). But even this conclusion is 
implausible. For it implies that my preference (x,i) > (y,j) only 
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differs from another person’s preference (y,j) > (x,i) because 
of some irrationality or lack of information on the part of one 
of us (which Harsanyi also believes). But it could be the case 
that our preferences differ because we have different values.  
(see Broome, 1993)328  

 
4. The impartial observer theorem 
 
The important thing to notice about ‘hypothetical choice 
theories’ is that what hypothetical persons would choose is 
determined by the conditions to which they are subjected. 
(see Mongin, 2001) Therefore, the interpretation of the 
observer’s ignorance is very important. What is he allowed to 
know about i or j: a) their names; b) their preferences; or c) 
the causal factors, which determine their preferences? And 
what is the proper way to understand these causal factors? 
Do they bring about that i has the preferences he has? And is 
it implied that he could have had other preferences and still 
be himself? And, thus, could it be that j could be subjected to 
the same causal factors as i, and thus have the same 
preferences, while still being j? And if so, then j‘s and i’s 
identities can be defined independently of what their 
preferences are. (Mongin, 2001, 156) Harsanyi clearly 
differentiates between an individual’s subjective attitudes 
(including his preferences) and all the objective causal 
variables needed to explain his subjective attitudes. His 
formal notion of extended preferences should be read with 
interpretation c) in mind. Mongin calls this version the causal 
one. Following the causal interpretation; 
 
            (x, k) E  i (y, j) should be read as either: 

                                                
328 Broome thinks that the preference satisfaction condition is false for 
extended preferences. He thinks that Arrow and Harsanyi accept it 
because they endorse a monistic theory of good. They believe that the 
goodness of life consists in one thing  -happiness, satisfaction- and each life 
delivers a particular quantity of this thing. Consequently, it is only a 
matter of objective fact which of the two lives is better. (Broome, 1993, 67) 
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1e individual i prefers to be in state x and under the influence 

of the factors determining k ‘s preferences than to be in 
state y under the influence of the factors determining j ‘s 
preferences. 

The more standard formulation is: 
2e individual i prefers to be k in social state x to being j in 

social state y.  
The second formulation requires that the individual, in the 
position of observer i, identifies himself with k ‘s and j ‘s 
personality or, at least, manages to reproduce in himself their 
preferential attitudes. The word empathy is used to cover 
these psychological experiences. By contrast, the first 
formulation does not require the observer entering a 
particular mental state. Here the process of identifying 
oneself with the other gives way to the process of deducing 
what one’s own preferences would be under certain ideal 
conditions. (Mongin, ib, 160) To decide whether it is better to 
be rich and old than being poor and young, the observer will 
use his knowledge of psychological laws and deductive 
ability. Harsanyi follows the first formulation. 
  The benefits that Harsanyi hoped to reap from the causal 
account have, in Mongin ‘s view, exclusively to do with the 
principle of Uniformity of Extended Preferences (UEP). 
Mongin ’s objection to the EUP is not based on his belief that 
the psychological laws are too imprecise to deliver accurate 
predictions on individual ‘s dispositions. His objection is con-
nected with the way Harsanyi mixes up preferences and 
utilities (see note 329 and section 6). He proposes to formulate 
a well-being interpretation of extended compari-sons in order 
to contrast this with the interpretation of causal factors: 
 
3e ‘k in social state x is better off than j in social state y’ 
 
Essentially, the argument for this conclusion consists in 
saying that well-being is an objective concept, and, therefore, 
may be uniform among observers. But we have already 
rejected this interpretation and it does not fit Harsanyi either, 
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because he is a preference utilitarian. "It would be nice if 
comparisons of well-being could be deduced from some 
universally shared set of preferences, but there is no 
argument available to provide the desired set of preferences." 
(Mongin, 2001, 166)329 
  The impossibility of confirming the impartial observer 
theorem along the causal way has led many writers to 
elaborate the possibility of complete empathetic 
identification. "When I put myself in another person’s shoes 
in complete empathetic identification, I imagine myself in 
double counterfactual circumstances. I imagine myself first, 
not in my own actual objective circumstances (occupation, 
residence, family, income), but in that of the other person. 
Second, I imagine myself in that situation not as having my 
own personality, subjective outlook, and response, but with 
that of the other person.  (..) The aim of that manoeuvre is to 
induce in the investigator some experience or mental state 
that will ‘represent’ that of the other person. That is, by 
imagining myself in another’s objective situation with his 
personality traits and subjective responses, I expect to have 
an experience just like the experience he is presumably 
undergoing. I might perform this manoeuvre once on Smith 
and once on Jones. Since, by hypothesis, these induced 
experiences replicate those that Smith and Jones have in their 
actual situation, I can use the resources of my self-knowledge 

                                                
329 Even if we should replace the extended preference functions by 
extended utility functions, it could not be taken for granted that we could 
compare two extended utility functions. How do we compare Uj (y) and Ui 
(x).  The extent to which preferences are satisfied is the position they have 
in a preference ranking. We could employ the zero-one rule, in which we 
assign the value of 1 to the highest ranked preference and the value of 0 to 
the lowest ranked. But the question is whether j ‘s bottom is on par with x 
‘s bottom. (Hausman, 1995a, 480) (Another complicating factor is that the 
zero-one rule does not exclude expensive tastes.) The conclusion, therefore, 
is that individuals who are on the same location in their preference ranking 
are not necessarily equally well-off. Not only does this conclusion trivialize 
the comparison, it also leads us to deny that well-being is unproblematic 
related to the satisfaction of preferences.  
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to compare their experience". (MacKay, 1986, 309) MacKay 
calls this the induced-experience approach. 
  Another point of view is that I expect that complete 
empathetic identification "gives me the position to make 
counterfactual judgements to the effect that I would have 
such and such experience if I were in Jones’s objective 
situation, with his personality and subjective response. And, 
knowing that, I can then compare his experience (that I 
would then have had) with others." (Ib, 310) This time, ‘I 
wonder what I would feel if.... compares with what I would 
feel if...’ MacKay call this the counterfactual judgement 
approach.  
  The logical basis of the interpersonal utility comparison 
along this way is the similarity postulate  -the idea that all 
human beings have much the same basic biological and 
psychological needs and, therefore, have much the same basic 
desires for all these valuable things. The similarity postulate 
reduces the interpersonal to the intra-personal by replacing a 
multiperson, categorical, comparison by a single person, 
counterfactual comparison. Does this really solve the problem 
of interpersonal utility comparison? This postulate says 
something hypothetical: if I were to satisfy some conditions, I 
would have a certain reaction. But to imagine satisfying those 
conditions is not actually satisfying them.  Therefore, how do I 
know I have succeeded in imagining what it is like to be him 
(her) and be leading his or her life? And, even more urgent, 
how could I possibly know how rewarding life has been for 
another person? Any plausible hypothesis must be embedded 
in a complex psychological picture of the nature and 
possibilities of human experience and of the causes of 
differences in human experiences. (Gibbard, 1986) One 
cannot circumvent these difficulties with the similarity 
postulate.  
  Gauthier has raised similar doubts regarding the possibility 
of complete identification. For Harsanyi’s argument to 
survive, he argues, we must assume that whenever utilities 
are interpersonally comparable, then Ua(x) = Ui(a,x), for all 
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persons a and i in all situations x.330 This need not be so. It 
holds if and only if the extent to which person’s i’s prefe-
rences are fulfilled by being person a in situation x is the 
same as the extent to which a’s preferences are fulfilled by 
being in situation x. In evaluating the utility of a, i takes into 
account not just the preferences a has, and the extent to which 
they are fulfilled, but his own preferences for having certain 
personal characteristics, and the extent to which they would 
be fulfilled. Harsanyi leaves this out of account. (Gauthier, 
1986, 242) 
  Full impartiality requires that one be ignorant, not only of 
the characteristics one now has, but also of the characteristics 
of the persons in the social states. One must assume 
equiprobability and impartiality, that is, one must assume 
being anybody. But in not knowing who she is, she cannot 
express a single set of preferences, to be represented by a 
single utility function. Gauthier claims that the average-
utilitarian fails to understand the human individual. To 
suppose that a person should choose between social states 
solely by maximizing the average level of preference 
fulfillment is to suppose, not that he should choose 
impartially, but that he should exhibit no concern for who he 
is, that he should care not what capacities and preferences he 
has, but only that his capacities enable him to fulfill his 
preferences. A choice is rational only to those able to identify 
with it, and impartial only if all are able to identify with it. 
But the choice required by average utilitarianism affords no 
basis for this identification. Whereas Rawls said that 
utilitarianism does not take serious the distinction between 
persons, Gauthier argues "Utilitarianism does not take 
seriously the individuality of persons.” (Gauthier, 1986, 245)  
  When Arrow suggested solving the problem of the 
interpersonal comparison of utility by formulating extended 
preferences he was cautious to formulate some difficulties. 
When I step in someone’s shoes and the satisfaction that the 

                                                
330 Ua(x) is person a's utility for being in state x, Ui(a, x) is person i 's utility 
for being person a in x.  
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target person gets depends on some inner qualities that I do 
not possess, then my experience and, hence, my judgements 
will not agree with his. "But it is essential in this construction 
that the comparison of individual i in state x with that of 
individual j in state y will be the same, whether the com-
parison is made by i, j or a third person k. Secondly, the 
reduction of an individual to a specified list of qualities 
denies his individuality in a deep sense. In a way (...) the 
autonomy of individuals seems to be denied by the 
possibility of interpersonal comparisons." (Arrow, 1977, 225)  
The I as arbitrator has become a man without qualities. As 
Makay's formulated it: "in making the total-objective-and-
subjective exchange supposition, I thereby lose touch with 
whatever it was about myself that offered the epistemic 
advantage in 'reducing' interpersonal to intrapersonal 
comparisons." (MacKay, 1986, 322)  
 
5. The problem of inequality 
  
The requirement that average utility be maximized may be 
thought equivalent to the idea that the social state is best in 
which a citizen selected at random is best off. This argument, 
however, is invalid for there can be two social states with 
population and aggregate utility equal in both, but where the 
probability of picking at random a citizen whose utility falls 
below the average is much greater in the one than in the 
other. The same average utility is compatible with both a 
great and a small dispersion of utility. Utilitarianism is 
focused on the aggregate outcome, and the extent to which 
this outcome is divided more or less equally among the 
population is of no or minor importance. 
  Diamond envisaged a hypothetical society consisting of two 
individuals, where the government has a choice between two 
alternative policies. One policy would yield the utility vector 
(1,0) with certainty. The second would yield the two utility 
vectors (1,0) and (0,1) with equal probabilities. According to 
the axioms of Bayesian decision theory the two policies 
should be assigned the same value. But, in Diamonds 
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opinion, the second is socially preferable because it would 
yield both individuals a fair chance. (Diamond, 1967) 
Harsanyi rejected Diamond's argument for logical and moral 
reasons. First, it would conflict with Bayesian’s postulates, 
and therefore, conflict with rationality. But Diamond 
questioned whether the Bayesian postulates could be 
transferred from individual to social choices. In particular he 
doubted whether the independence axiom is valid in the case 
of social choice.331 Harsanyi next argued that Diamond is 
mistaken, because it would mean that the utility of a lottery 
ticket does not only depend on its expected value, but also on 
some measure of risk, i.e., some measure of dispersion among 
its possible utility outcomes. This would be an inadmissible 
double counting for the risk-aversion of a person is already 
included in the utilities he assigns to various possible 
lotteries. We observe that Harsanyi suddenly moves the 
discussion from a concern with (in) equality to a concern with 
risk-aversion. A move that does not come as a suprise 
because the vNM functions deal with choice-behavior in 
relation with lotteries and in this context there is a relation 
between risk-acceptance and the attitude towards 
inequality.332 
                                                
331 The question is not whether the independence axiom makes sense, but 
whether it can be regarded as a universal rule (as Harsanyi believes). This 
is questioned by Diamond in the case of ethical matters (matters of 
fairness). I believe that the arguments in favour of the independence axiom 
in these matters do not hold against the objections (see chapter III and 
XVIII). 
332 The relation between risk-aversion and (in)equality can be elucidated as 
follows. Suppose there are two prospects A and B that deliver two 
equiprobable events I and II. 
                                                     event I                  event II                    
                 prospect A                   1,1                        1,1 
                 prospect B                    0,2                        2,0 
The numbers that indicate the wealth that will result from a particular 
prospect if a particular event is shown, first for person 1 then for person 2. 
Both prospects deliver the same expected total value. Someone who 
subjectively thinks that the difference between 1 and 0 is greater than the 
difference between 2 and 1, will choose prospect A. This person is risk-
averse. Someonewho is concerned about equality would make the same 
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To do justice to Diamond’s argument, however, we better 
discuss it in terms of fairness, for instance, in the context of 
social preferences (in Pattanaik's sense).333 (The following 
argument is adapted from Broome, 1989). Consider the 
following prospects: 
                                          
                                         event 1             event 2 
                prospect A         2,2                     2,2 
                prospect B          3,0                     0,3 
 
Person 1 attaches a probability of 0.7 to event 1 and 0.3 to 
event 2. Person 2 attaches a probability of 0.3 to event 1 and 
0.7 to event 2. For both persons the expected utility in 
prospect B is 2,1 and consequently both prefer B to A. The 
Paretian condition demands that also the social preference 
should indicate the preference B > A.  
  What does a social preference exactly mean? In this case it is 
linked with the aggregation of individual preferences. "B is 
socially preferred to A" means that both persons individually 
think that B is better for him/her than A. Alternatively, a 
social preference is linked with social choice. "B is better than 
A" means that if the two persons had to vote for a social 
policy, they would choose one that would have as outcome 
prospect B. In this interpretation the statement "B is socially 
preferred to A" does not mean that B is better than A, but that 
it should come about. This is the democratic argument. 
(Broome, 1989, 10) Now, assume that in the democratic 

                                                                                                           
choice. Harsanyi assumes that all persons have the same attitude to risk, 
i.e., they are risk-neutral.  
333 There are three distinct concepts: personal preferences of the individual, 
'moral' preferences of the individual (Harsanyi's social preferences, based 
on an individual’ s value judgements concerning social welfare) and 
Arrow's social (collective) preferences. Arrow derived his social preference 
(choice) directly from the personal, subjective preferences. Pattanaik's 
suggestion, that is followed here, is that they should be derived from the 
personal 'moral' preferences. (Pattanaik (1967)) It is, of course, assumed 
that personal 'moral' preferences differ. Thus, the similarity postulate is 
repudiated. 
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argument much weight is attached to an equal distribution of 
wealth, and that A is chosen instead of B. This is a 
contradiction, for it would imply that the persons do not 
follow their individual preferences when they vote for a 
social policy. How could this contradiction be solved?  To 
begin with, it must be acknowledge that, when both persons 
decide individually, they will choose B. But, though they both 
prefer B to A, it cannot be better for both. Fortune decides 
who will be the winner and who will be the loser. However, 
they could show some consideration for each other and try to 
judge impartially what is best for the two of them. Thus, 
impartial considerations could turn the balance. 
  Of course, the case I have presented here in defense of 
Diamond's point of view is entirely hypothetical (and does 
not represent Broome's view). People could just as well base 
their votes on their self-interested subjective preferences. All I 
wish to emphasize is, that from a moral point of view one 
could easily sympathize with people who decide to reflect on 
moral constraints and act accordingly.  

 
Sen also argued with Harsanyi on the question whether the 
dispersion of utility should be taken into account when 
measuring social welfare. Sen would make social welfare 
depend, not only on the mean, but also on some measure of 
inequality, i.e., of dispersion among the different individuals’ 
utility levels. This means that the social welfare function 
should be a non-linear function of the individuals’ utilities. 
(Sen, 1973, 18) Harsanyi's counter argument is that the 
dispersion argument would be perfectly valid if it referred to 
money values of the possible outcomes instead of their 
utilities. It makes good sense to assume a decreasing 
marginal utility for money, but it would make no sense 
whatever to assume a law of decreasing marginal utility for 
utility. Harsanyi regards Sen's dispersion argument as "an 
illegitimate transfer of a mathematical argument from money 
amounts, for which it does hold, to utility levels, for which it 
does not hold". (Harsanyi, 1977, 321) The basic reason why 
the utility dispersion argument is invalid is similar to the 
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reason he advanced against Diamond, namely that it would 
involve double counting because the individual utility 
functions already reflect a concern for inequality (in terms of 
diminishing marginal utility). The social welfare function 
should treat different individuals' utility functions in a 
similar manner, and should assign the same weight to each of 
them.334   
  Sen's first reaction was that the utility-dispersion argument, 
to which Harsanyi made extensive reference was, in that 
form, a figment of Harsanyi's imagination. He never made 
any proposal to define a non-linear welfare function on vNM 
functions. (Sen, 1977b, 279)  In a second reaction (1977c), Sen 
questioned Harsanyi's justification for the linearity of the 
social welfare function. What Sen brings up for discussion is 
what the Wi values exactly are. In his opinion they are mere 
accounting values for predicting choice under uncertainty. 
They need not coincide with any concept of utility that has an 
independent meaning, such as happiness or preference-
fulfilment. The numbering system Wi works the way it does 
precisely by incorporating attitudes to risk in the Wi values 
themselves. The fact that W is the sum of the Wi values does 
not imply sum ranking of the utility values Ui. This 
procedure does not yield any evaluative conclusions 
concerning social states as such, only linearity. Because "(..) 
the sum-of-utilities theorem is really a theorem about the 
representability of social preferences, and not directly about 
the proper way to evaluate social states, (..)." (McClennen, 
1981, 601)   
  The justification of a linear social welfare function is also 
based on the impartiality argument. People have to choose 
between social states without knowing their own position in 
them, assuming equiprobability. Sen admits that, if in this ‘as 
if’ position, people are assumed to behave according to the 
axioms of expected utility theory, then they must end up 

                                                
334 Nunan thinks that Harsanyi "makes a serious mistake by substituting an 
empirical law of human psychology for a moral principle". (Nunan, 1981, 
589) 
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maximizing expected utilities from the different lotteries, and 
since the prizes are being particular individuals this would 
amount to maximizing the mean utility of all indivi-duals 
taken together. (Sen, 1977c, 300)  But even if the indepen-
dence axiom is accepted and so the entire vNM framework 
for social choice involving risks and even if one believes that 
the utilitarian rule is acceptable, what is its force?  In the view 
of Sen the linear form it yields is trivial: "W = i (1/n)Wi 
follows from the fact that W is the utility of the lottery and 
Wi's are the prizes with equal probability. But this linear form 
asserts very little, since Wi is simply the value of the lottery of 
being person i with 1/n probability in state x. The result is 
quite non-controversial. (..) But its non-controversiality arises 
essentially from its non-assertion". (Sen, 1977c, 300/1) 
 
6. Harsanyi and his critics 
 
Harsanyi's construction of a social welfare function has been 
criticized for very different reasons. In Rawls' theory of 
justice the alternatives to choose between are not social states 
but alternative conceptions of justice to regulate the basic 
structure of society. All that is known in the original position 
is that each of the conceptions of justice available to the 
parties has consequences superior to general egoism. Rawls 
emphasizes that "Neither our situation in other societies, nor 
in a state of nature, have any role in assessing conceptions of 
justice." (Rawls, 1993, 279) Rawls, moreover, rejects the very 
use of the Bayesian decision theory in the original position. 
The use of probabilities in the original position is pointless for 
two reasons. First, because it is characterized by radical 
uncertainty; not only are the parties unable to conjecture the 
likelihood of the various possible circumstances, they cannot 
say much about what the possible circumstances (social 
situations) are. Consequently, they have no knowledge over 
alternative social systems at all. Second, there is no objective 
ground for assuming that one has an equal chance of turning 
out to be anybody. He also rejects the use of the vNM-utility 
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function, because it basically expresses people's attitudes 
toward risk-taking, i.e., toward gambling, and these attitudes 
have no moral significance. Moreover, it is inappropriate to 
equate individual choice with the "choice" of a social ethic. 
Furthermore Rawls objects to the way in which the problem 
of interpersonal utility comparison is 'solved', namely, by 
assuming that individuals have similar preferences. (see 
Rawls, 1971, 167ff) 
  Gauthier argues that only a non-utilitarian ethical theory is 
compatible with the general theory of rational behavior. It is 
generally impossible to satisfy two maximization 
requirements -the maximization of individual utility and the 
maximization of welfare- simultaneously, as the prisoner's 
dilemma illustrates. Therefore, if ethics is part of the general 
theory of rational behaviour, then it must be shown that it is 
rational, at least in some contexts, to constrain preferences. 
(Gauthier, 1982, 148) Gauthier also rejects Harsanyi's claim 
that an impartial choice is necessarily a choice based on the 
average utility principle. In choosing among prospects 
without knowing what one's characteristics and 
circumstances will be, one rationally maximizes not the 
average utility received by the various persons in their 
situations, but the average of one's own utilities for being 
each of those persons. Impartial choice can only be rescued 
by violating individuality. (Gauthier, 1982, 159) And he 
concludes, that a choice reflecting no point of view, but which 
awards equiprobability to each point of view, has lost both 
ethical and rational appeal.  
  Harsanyi is very confident that the utilitarian rule of 
choosing that social state, of those available, which 
maximizes the preferences, in sum, of all individuals, 
considered impartially, is the only rule that is justi-fiable. 
And doesn’t he have two kinds of justifications: a logical and 
a moral one? The first is developed in his Aggregation 
Theorem and the second in his Impartiality Theorem. But are 
his arguments as valid as Harsanyi thinks they are? Harsanyi 
equates ‘not knowing’ (judgements made in a situation of 
hypothetical ignorance) both with impartiality and with 
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‘equal chance’. How does he proceed from here to the 
utilitarian rule? There are two steps in the argument: one 
from ignorance (not knowing) to equal chance and the other 
from equal chance to impartiality.335 The first step amounts to 
the application of Laplace ‘s principle of insufficient reason. 
Complete ignorance should be modelled as equi-
probability.336 But Bayesian writers have always been divided 
on the significance of Laplace ’s principle. There are plausible 
alternatives within this doctrine, which replace ‘equal 
chances’ with the assumption of subjective probabilities, one 
for each observer. (see Mongin, 2001). In this alternative 
approach impartiality is understood epistemically as 
complete ignorance. Once this line is taken it is quite 
naturally that observer i assesses social states in terms of 
some probabilistic measure p(i). The conclusion is that “ a 
genuinely utilitarian formula, that is with equal weights and 
no observer dependence is out of reach..” (Mongin, 2001, 174) 
The observer’s dependence follows from the observer ’s 
reliance on subjective probabilities and the weights are 
unequal because they are determined by these unequal 
probabilities. When unequal probabilities are accepted, more 
arguments become available which throw doubts on 

                                                
335 In Harsanyi's philosophy ignorance and risk are important ingredients 
of a moral position. The statement 'slavery is good' would be a moral 
judgement when the speaker says it even though he does not know what 
his position is going to be (because his statement is irrespective of his own 
position, it is universalizable), or to be more precise, even though he 
knows, so to speak, that he has an equal chance of being slave or slave 
holder. Risk and universalizability together give us Harsanyi ‘s concept of 
an impersonal, impartial preference. (see Pattanaik, 1967) 
336 This principle says that equal probabilities should be assigned to 
different events unless some reason exists to suppose that one is more 
likely than the other. Harsanyi reasons that in the original position the veil 
of ignorance conceals all information about each position and so Laplace‘s 
principle tells us to assign equiprobabilities to every event. Significant 
paradoxes arise only when Laplace's principle is applied to situations that 
make it necessary to evaluate an infinite number of possible states of the 
world 
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Harsanyi’s enterprise.337 Sen has raised doubts concerning the 
question whether Harsanyi's theory can be called a utilitarian 
theory at all. This criticism is based on two distinct objections. 
First, in Harsanyi's theorems utility is only used to represent 
preferences and has no other independent basis. Therefore 
Harsanyi's theorems can only be regarded as social 
preference representation theorems. Second, when an 
independent concept of utility is used, utility functions may 
not be vNM functions, even if the expected utility axioms are 
satisfied and social welfare functions could be non-linear and 
hence, obviously, non-utilitarian. 
  If utility and preferences have an independent basis (utility 
is for instance measured as a mental state -happiness-, or as 
desire fulfilment), then the preference-ordering Ri and the 
utility function Ui may be congruent. When utility does not 
have a meaning independent of preferences, then utility is the 
derived concept and then Sen is right in saying that the utility 
function is merely a representation of a preference ordering. 
And then the numbers generated by a vNM function aren't’ a 
measure of anything other than preferences and certainly not 
of something called ‘utility’ that could be identified with 
‘welfare’ which is supposed to underlie the preferences. Then 
utility is only an ordinally measurable unit and 
noncomparable between individuals. And neither Harsanyi's 
aggregation theorem, nor his impartial observer theorem 
could stand the test. Furthermore, with this concept of utility 

                                                
337 Has Mongin undermined Harsanyi's moral justification? When the 
assumption of equiprobability is suspended, then also the logical 
justification comes under attack. Broome argues that the Aggregation 
Theorem is only feasible if the vNM conditions and the Pareto conditions 
on social preferences are mutually consistent and they are only consistent 
when the individuals agree on the probability of every social state. 
(Broome, 1991b) The Aggregation Theorem will also not be feasible when 
people differ in risk attitudes. When people differ in risk attitudes not only 
will their ordering of uncertain prospects differ, but also their ethical 
preferences will not be the same and social welfare functions need not to 
be linear. 
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it is arbitrary to consider only vNM utility functions. If, on 
the other hand, utility does not simply represent preference, 
then Harsanyi's impartial observer theorem can be used to 
justify the axiomatization of utilitarianism, provided: 1) well-
being is cardinally measurable and fully comparable and 2) 
each person's well-being, including that of the impartial 
observer, is measured by vNM utility functions and 3) the 
principle of welfare identity is satisfied. (Weymark, 1991, 
310)338 
  What does this third condition entail? As we have seen, the 
impartial observer in Harsanyi's theory could in fact be one of 
the individuals in society who has temporarily adopted an 
impartial perspective from which to judge the relative 
desirability of alternative outcomes. Harsanyi is in effect 
saying that all interpersonal comparisons can be reduced to 
intra-personal comparisons. He regards everyone as 
fundamentally the same (the similarity postulate), and thus 
any individual could in principle determine the well-being of 
any other individual by simply imagining how well-off 
person i would be with person's j alternative (lottery) and j's 
causal variables. This is the "principle of welfare identity". 
This principle is easy to satisfy, for according to Harsanyi,  
"..., it amounts to much the same thing as assessing the 
utilities I would derive from various commodity's baskets if 

                                                
338 Harsanyi believes that: "..utility is merely a convenient measure of a 
person's preferences but does not explain his preferences. It is rather the 
other way around: a person's preferences explain and determine his 
utilities." (Harsanyi, 1987, 340) 
Harsanyi holds to the vNM representations because they preserve the 
risk-attitudes of the decision-maker. He believes that there is a strong 
connection between the amount of risk someone is willing to take in 
order to possibly receive x, and his preference for x. (Harsanyi, 1982, 
52/3) The more higher-ranked preferences are realized, the more 
satisfied an individual is with his state of affairs. In this way he still 
connects preferences with ‘utility’and well-being. I think this a legitimate 
argument when he is prepared to admit that a vNM utility is more than a 
number and that it also serves as an emotional index. But this is just what 
vNM indexes are not supposed to be. 
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my personal situation and personal characteristics underwent 
a specific change." (Harsanyi, 1977, 327) But Harsanyi has 
never provided satisfactory justifications of these critical 
assumptions. He restricts his attention to vNM utility 
functions because he mistakenly assumes that their use is 
required by the adoption of the axioms of expected utility 
theory.  
  Following Weymark the debate can be summarized as 
follows: if utility has no independent basis Sen is right in 
denying Harsanyi's theorems a utilitarian status. 
"Furthermore, no significance should be attached to the 
linearity or non-linearity of the social welfare functions, as 
the curvature of this function depends solely on whether or 
not vNM representations are used, and the use of these 
representations is arbitrary. If utility does have an 
independent status, Harsanyi's impartial observer argument 
can be interpreted as an axiomatization of utilitarianism, 
provided certain conditions are fulfilled." (Weymark, ib, 315) 
The similarity postulate and the principle of welfare identity 
trivialize however this result.    
 
7. Conclusion 
 
Social preferences are, in contrast to individual preferences, 
pure theoretical constructs, as I hope this chapter has made 
clear. The problematic aspect, even as a theoretical construct, 
is the interpersonal comparison of utilities. Harsanyi 
circumvents this problem by equating the intra-personal 
comparison and the inter-personal comparison. He feels 
supported in the permissibility of this item of his construction 
by using the construction of an "original position" in which 
individuals have to choose between alternative social systems 
from behind " a veil of ignorance". 339 They know the whole 

                                                
339 Though it seems that the utilitarian ethics puts the individual central, it 
is a mistake to belief so. Utilitarianism is concerned with states of affairs, 
i.e., with aggregate welfare. In the political domain the utilitarian view is 
impersonal. Most utilitarians believe that benefits and burdens should be 
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history of the world, but they do not know what their 
personal position will be under either system. They would 
have the same probability of taking the place of the worst-off 
or of the best-off position or any position in between: this is 
the equiprobability assumption. He asks himself: 'which 
decision rule would rational individuals use in this model 
when they would apply a moral point of view.' His answer is 
that each individual will act as choosing in circumstances of 
uncertainty and that she shall evaluate each system in terms 
of its institutional arrangements and each arrangement in 
terms of the arithmetic mean of the vNM utility function of 
each individual. This is the utilitarian principle. The proof of 
this principle depends heavily on complicated concepts as 
universal extended preferences and complete empathetic 
identification and auxiliary assumptions of which the 
similarity assumption or the assumption of welfare identity is 
the most crucial. This assumption does not stand the test of 
criticism. This means that interpersonal comparisons of well-
being are not value free. And when they are not value free, 
different weights can be attached to different individual 
utility functions. Exit the utilitarian principle? 
  Of course, an outside observer with a utilitarian character 
still could decide to give equal weights to all utility functions. 
Which moral (and non-moral) considerations would make 
him do that? What moral principles might require of any 
person is to do for each person affected by his actions what he 
wishes were done for him in the hypothetical circumstances 
that he was precisely in their situation. Hare argues that this 
way of putting the matter emphasizes that he has to give the 

                                                                                                           
freely weighted against each other, even if they come to different people. 
Utilitarianism merges individual welfare into overall totals or averages 
and takes the improvement of these totals or averages as desirable quite 
apart from the decisions of any individual that it is. In short: 
utilitarianism is not concerned with people but with states of affairs. The 
right act maximizes the good. The goal is not to respect people but rather 
to respect the good to which people may or may not be useful 
contributors. (see chapter VI) 
 



 

 

472 

same weight to everybody’s interests, including his own. It 
may be surprising to find that a Kantian rule has to ground 
utilitarian ethics, but this is part of Hare’s defence of 
utilitarianism. Hare stipulates that in moral reasoning we are 
required to prescribe universally for cases of a given sort. The 
utilitarian doctrine prescribes that we choose that alternative, 
of those available to us, which maximizes the preference-
satisfaction, in sum, of all those affected by our action, 
considered impartially. Hare believes that this is the only 
categorical imperative in ethics. (Hare, 1989, 108) This is so 
because only by giving equal positive weight to the equal 
preferences of all individuals can we find universal 
prescriptions that are most acceptable to us.      Kymlicka 
does not think that the idea of equal concern automatically 
ends in maximizing good. We may as well show our concern 
by guaranteeing each an adequate level of resources and 
liberties. Or we might do what is best for the least well off. 
(Kymlicka, 1990) In the next chapter I will show that Rawls 
on Kantian grounds formulates such a general rule.  
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                                         CHAPTER XXII 
 
 
 
 
 
                         FAIRNESS AND PRIMARY GOODS 
 
 
 
1. Introduction: 
 
For Rawls questions of justice are questions about how the 
benefits and burdens in society as a system of social 
cooperation are to be shared. These questions must be solved 
in "reasonable terms", indicating that social cooperation is 
founded on the idea that economic institutions are 
arrangements for mutual advantage in which parties 
cooperate on a footing of equality. The justice of social and 
political institutions is measured by their tendency to 
counteract the material inequalities deriving from birth, talent 
and circumstances. The basic arguments for his principles of 
justice are that they best systematize our considered 
judgements when we consider them in "reflective 
equilibrium", and that they would be chosen from a 
perspective which embodies constraints that seem morally 
compelling: the "original position".  
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Rawls himself begins his theory of the good with the idea of 
goodness as rationality as the starting point of a sequence of 
different ideas of the good. This idea allows him to say that 
things are good if they have properties that make it rational 
for people to want them, given their plan of life. Starting with 
that idea we next get the primary goods; once we have these, 
the argument from the original position can proceed, and so 
we arrive at his two principles of justice, which are then used 
to specify permissible (comprehensive) conceptions of the 
good. Once the two principles of justice are accepted, the 
political virtues essential to sustain a just basic structure can 
be identified. (Rawls, 1988) Thus, given a formal definition of 
goodness, social unity is founded on the publicly accepted 
political conception of justice to regulate the basic structure of 
society. The concept of justice is independent from and prior 
to the concept of goodness in the sense that its principles limit 
the conception of the good that is permissible. (see Rawls, 
1985)  
  The parties in the original position have to decide under 
conditions of ignorance. They must be viewed as being 
within an initial situation of equality with regard to the 
primary goods and their task must be seen as determining the 
principles for the distribution of these goods in cases where 
this situation of equality is not in force.  
  I will start my exposition of Rawls’s theory with presenting 
its Kantian roots. Thereafter, I describe the original position 
in some detail, before I turn to the principles of justice as 
proposed by Rawls. Of course, the question is raised why 
people in real life should accept principles agreed to under a 
veil of ignorance. This question will be discussed as the 
problem of stability in section 5. The next two sections will be 
devoted to the criticism on Rawls’s theory of justice. A central 
place is occupied by the comparison of alternative 
conceptions of the original position.  
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2. Kantian constructivism 
 
Rawls's theory of justice " is a theory of the moral sentiments 
(..) setting out the principles governing our moral powers, or 
more specifically, our sense of justice." (Rawls, 1971, 51) His 
theory is grounded on a Kantian perspective of morality.  
  Kant conceived of moral judgments as essentially to be 
reason-based. From which follows that moral judgments 
should be universal. An ethical system, such as utilitarianism, 
which judges institutions and actions on the basis of how 
much pleasure they generate or how many desires they 
satisfy, fails to consider the most important aspect of human 
beings, namely, their rational nature. "Kant's account of what 
we ought to do is to be understood in terms of what we 
would do, if reason completely determines the will." 
(Darwall, 1980, 319)  
  An essential point for any conception of justice is that it only 
fulfils its social role provided that citizens, by affirming it, are 
led to a sufficient convergence of opinion. "Thus a conception 
of justice should be framed to meet the practical requirements 
of social life and to yield a public basis in the light of which 
citizens can justify to one another their common institutions." 
(Rawls, 1980, 561) Principles of justice are to be applied to the 
design or criticism of the major institutions of society that 
define people's rights and duties. Institutions are defined by 
their constitutive rules, which create offices and roles, 
regulate procedures, and influence the overall distribution of 
benefits and burdens. The principles of justice apply to these 
rules and only indirectly to the acts and to the states of affairs 
that fall under the rules. A Kantian concept of justice tries to 
dispel the conflict between different understandings of 
freedom and equality, by asking which conception free and 
equal moral persons would agree to. "The two basic model-
conceptions of justice as fairness are those of a well-ordered 
society and of a moral person. (..) The 'original position' is a 
third and mediating conception. (Rawls, 1980, 520)  
  What are the features of a well-ordered society? First, as we 
just saw, it is a society in which everyone accepts, the same 
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public principles of rights and justice.340 Justice as fairness 
takes as its fundamental idea that of society as a fair system 
of cooperation over time, from one generation to another. To 
the citizens, as participants in a fair system of social 
cooperation, two moral powers are ascribed: a capacity for a 
sense of justice and a capacity for a conception of the good. 
Related to these two capacities are a disposition to be 
reasonable and a disposition to be rational. The reasonable 
subordinates the rational because its principles limit the final 
ends that can be pursued. "In justice as fairness the 
Reasonable frames the Rational (...)." (Rawls, 1980, 532).341 

This means that the principles of justice are lexically prior to 
claims of the good.342  
  The principles of justice and the rights and liberties they 
define cannot be overridden by considerations of efficiency 
and a greater net balance of well-being. (Rawls, 1985) In a 
well-ordered society there is a public understanding of the 
appropriate claims for citizens to make. How is such public 
understanding imaginable? The notion of primary goods 
addresses this moral and practical problem. It rests on the 
idea that particular conceptions of the good, how different 
they may be, require for their advancement roughly the same 
primary goods. Rawls assumes that each citizen is presented 

                                                
340 Citizens recognize one another as having the moral power to have a 
conception of the good. The weight of their claims is not given by the 
strength and psychological intensity of their wants and desires, but by 
their needs and requirements as citizens. (Rawls, 1985, 244) Everyone is 
equally capable of understanding and complying with the public 
conception of justice. Therefore, all are capable of honouring the 
principles of justice and of being full participants in social cooperation 
throughout their life.  
341Reasonableness is a matter of being prepared to propose, to listen to, 
and to abide by proposals that constrain the pursuit of ends if others will 
accept the same constraints. Reasonableness is a matter of willingness to 
accept terms 'which all can accept'. 
342Thus, it was an error to describe his theory in A Theory of Justice as part 
of the [economic] theory of rational choice (Rawls, 1985, 237). 
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by a party in the original position, who decides between 
alternative principles of justice according to how securely 
these principles provide all citizens with primary goods. The 
share of primary goods that citizens receive is not intended as 
a measure of their psychological well-being. "The idea of 
restricting appropriate claims to claims to primary goods is 
analogous to taking certain needs alone as relevant in 
questions of justice." (Rawls, 1982, 172) 
 
3. The original position 
 
In the derivation of the principles of justice Rawls makes use 
of the same special hypothetical situation as Harsanyi, "the 
original position". People have to agree over principles that 
will shape the basic institutions of society while behind a 
"veil of ignorance" that deprives them of the knowledge of 
the role they will occupy in society, their good or ill fortune 
in the distribution of natural talents and abilities, their final 
aims and interests, and of their particular psychological 
makeup (their aversion to risk or liability to optimism or 
pessimism).343 Neither do they have knowledge over the 
present state of society, the stock of natural resources or the 
level of technology. That is, they do not know the economic 
or political situation, or the level of civilization and culture. 
The veil of ignorance also rules out any knowledge about 
entitlements to certain sorts of goods and claims they have 
toward other individuals. Thus they have to decide in a 
situation of radical uncertainty. It is taken for granted, 
however, that they know the general facts about human 
society. They understand political affairs and the economy; 
they know the basis of social organization and the basic 
elements of human psychology. "While the original position 
                                                
343 The whole point of Rawls’s approach is that it leaves people to form, 
revise and pursue their own conception of the good. Would the parties in 
the original position know their conception of the good, they would have 
no incentive for building into the principles of justice a preference for 
each particular conception of the good 
. 
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as a whole represents the two moral powers, the capacity to 
be reasonable and the capacity to be rational, the parties in 
the original position, as rationally autonomous represen-
tatives of the citizens in society, represent only the rational. 
(..) The reasonable, the capacity to honour fair terms of social 
cooperation, is guaranteed by the various restrictions to 
which the parties are subject in the original position and by 
the conditions imposed on their agreement." (Rawls, 1993, 
305) “Indeed, the rational autonomy of the parties is merely 
that of artificial agents who inhabit a construction designed to 
model the full conception of the person as both reasonable 
and rational" (Rawls, ib., 306) The parties in the original 
position are presented with a short list of traditional concep-
tions of justice and are required to agree unanimously to one 
conception that they consider is the best among those enume-
rated. These principles must bear on the distribution of 
primary goods. Primary goods are singled out by asking 
which things are generally necessary as social conditions and 
all-purpose means to enable agents to exercise their moral 
powers. The idea is that persons require for their advance-
ment roughly the same basic rights, liberties, opportunities, 
and the same all-purpose means as wealth and income. 344 

These goods are things citizens need as free and equal per-
sons, and claims to these goods are counted as appropriate 
claims. The basic list of primary goods has five headings;  
a) basic rights and liberties; b) freedom of movement and 
freedom of choice of occupation; c) powers and prerogatives 
of offices and opportunities; d) income and wealth; and e) the 
social basis for self-respect. People should enjoy the same 
liberties and equality of opportunity [(a) and (b)]. The only 
permissible difference among citizens is their share of the 
primary goods under c), d) and e). (Rawls, ib., 308) 

                                                
344Primary goods are defined as things that: "from the standpoint of the 
original position, it is rational for the parties to want whatever their final 
ends (which are unknown to them). They serve as generalized means (..), 
for realising all, or most all, rational systems of aims." (Rawls, 1993, 278) 
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After the principles of justice are selected, they have to be 
implemented in society. To this end Rawls has developed a 
sequence of four stages, of which the original position is the 
first. The following stages are the making of the constitution, 
the legislation and the adjudication of particular cases. At 
each stage the veil of ignorance is progressively lifted so that 
the general knowledge required at that stage is available. At 
each stage the options are subject to constraints imposed at 
the earlier stage.  
  Crucial questions concerning the appraisal of Rawls’s 
approach are: 1e who are to be included among the parties in 
the original positions 2e what are they allowed to know and 
3e how can we be sure that the actual living people accept the 
principles agreed to in a completely hypothetical setting? 
Rawls has restricted the membership to the parties to the 
members of one generation in world’s history. (Rawls, 1971, 
292) 345 It is evident that the parties in the original position are 
to take a decision behind a thick veil of ignorance. This 
characteristic of the original position has two aspects. On the 
one hand the parties are initially in a situation of complete 
equality with regard to the primary goods and their task 
must be seen as determining the principles for the 
distribution of these goods in situations where equality is not 
in force. On the other hand, the parties find themselves in a 
situation of extreme uncertainty. Obviously this will 
influence their decision. This aspect of uncertainty has 
provoked many discussions, as we will become aware off in 
the sections to come. The third question will be discussed in 
section 5, after I have discussed Rawls’s principles of justice 
and their justification.   
 
 

                                                
345 In A Theory of Justice Rawls addressed the question of savings between 
generations. The problem is that his difference principle would not 
support such savings, assuming that next generations are better off. 
(Arrow, 1977) By restricting the membership to one generation he 
sidestepped this problem. (see Rawls, 1974) 
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4. Justice as fairness 
 
Rawls argues that in the special circumstances of deciding 
behind a veil of ignorance it is rational first to seek to 
safeguard basic political and personal liberties and second to 
minimize the costs of winding up at the bottom. Therefore 
the parties in the original position will judge basic social and 
economic institutions according to the capacity to secure 
basic liberties and to the tendency to promote the interests of 
the least well-off social group. 346 The most well-known and 
most disputed principle is the second principle of the special 
conception, called the "difference principle" (especially the 
second part of it). 
  What are Rawls' arguments for this difference principle? 
Rawls uses two different kinds of considerations. He derives 
his arguments from an analogy between this principle and 
the maximin rule for choice under uncertainty. The principle 
is, moreover, based on considerations of fairness and 
stability. "The maximin rule is not a suitable guide for choice 
under uncertainty in general, but is attractive in situations 
marked by certain special features." (Rawls, 1971, 153) Firstly, 

                                                
346 Rawls, in fact, formulated two conceptions of his principles of justice. 
A general conception, that says:  
"All social primary goods (..) are to be distributed equally unless an 
unequal distribution of any of all these goods is to the advantaged of the 
least favoured." (Rawls, 1971, 303) 
This general conception is held to be applicable in relatively frugal 
conditions. 
The special conception is formulated in two principles: 
  1."Each person has an equal right to a fully adequate scheme of equal 
basic rights and liberties, which scheme is compatible with a similar 
scheme for all; and in this scheme the equal political liberties, and only 
those liberties, are to be guaranteed their fair value." 
  2. "Social and economic inequalities are to satisfy two conditions: first, 
they are to be attached to positions and offices open to all under 
conditions of fair equality of opportunity; and second, they are to be to 
the greatest benefit of the least advantaged members of society." (Rawls, 
1993, 5/6; see also Rawls, 1971, 302/3)   
The first principle is lexical prior to the second. The two principles 
together regulate the basic institutions that realize these values. 
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the situation is such that knowledge of likelihoods is 
impossible, or at best extremely insecure. Secondly, it is not 
worthwhile to take chances for further advantages above the 
minimum. Thirdly, the rejected alternatives have outcomes 
that are hardly acceptable. The paradigm situation for 
following the maximin rule is when all these features are 
realized to the highest extent. The original position has been 
defined in such a way that the maximin rule applies. (Rawls, 
1971, 154)347 One cannot properly assign probabilities to the 
options available in the original position. The information to 
derive objective probabilities is lacking and Rawls rejects the 
logicist view of probabilities. He draws attention to the well-
known paradoxes that arise when attempts are made to apply 
Laplace's principle of insufficient reason. (see the preceding 
chapter) 
  Rawls also rejects the use of subjective probabilities. He 
thinks this is not appropriate for 'large world' decision 
problems.348 Thus the original position is characterized by 

                                                
347The maximin rule was popular in the first part of the twentieth 
century, but was abandoned with the rise of modern, Bayesian, decision 
theory and replaced by the principle of expected utility. It has to be 
added that simultaneously the concept of pure uncertainty was replaced 
by the concept of calculable risk in the guise of participating in a lottery. 
In the vNM utility functions uncertainty is replaced by risk combined 
with a concept of risk aversion. The question of risk aversion, therefore, is 
a dominant theme in the discussion about Rawls’s difference principle. It 
is relevant in this context to notice that Von Neumann and Morgenstern 
explained that the solution concept of a two person zero sum game is the 
minimax criterion: every player behaving rationally receives at least this 
amount when the other player acts rationally (it is a Nash solution). The 
minimax is played after the elimination of dominated strategies. The 
reason for choosing the minimax strategy is that it guarantees the 
security level. It secures the best of all the worst outcomes, while 
avoiding the risk of being found out by a rival. There is a close 
resemblance with the maximin rule. This resemblance remained 
apparently unknown for many critics of Rawls, as game theory remained 
largely unknown to many economists until the late 1970s. 
348In a way Savage supports this point of view, because he insisted that it 
is only sensible to use subjective probabilities in the context of what he 
called a 'small world'. As Savage puts it, a small world is one in which it 
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radical uncertainty and great risk.349 The implication of 
complete ignorance requires the parties in the original 
position to consider the worst eventualities and to regard 
them as real possibilities. Another consideration for the 
parties involved in the original position is that they must 
select only those principles about which they are sure that 
they can always be honoured; principles moreover that shall 
be used to arbitrate conflict and to assess as a final court of 
appeal. This makes the parties involved reluctant to gamble 
on principles. Therefore they have to negotiate a final result 
that is fair to all reasonable persons.  
  When the parties consider both themselves and their 
companions as free and morally equal, an equal division is 
the most obvious option. The reference point for the division 
of the primary goods is, therefore, an equal division. But the 
size of the societal product is not fixed; rather it depends on 
individual incentives. It is the incentive problem that moves 
Rawls away from strict equality. Inequality in the division of 
primary goods is therefore allowed if it increases the size of 
societal product. Rawls claims that the difference principle is 
the only distributive rule that meets the reciprocity condition: 
those who are better off at any point are not better off to the 
detriment of those who are worse off at that point and they 

                                                                                                           
is always possible to "look before you leap". A decision maker can then in 
advance take into account the impact that all conceivable future pieces of 
information might have on the underlying model that determines his 
subjective beliefs. Any mistake built into his original model that might be 
revealed in the future will then already have been corrected, so that no 
possibility remains of any unpleasant surprises. (Binmore, 1994, 305) 
Rawls, by the way, emphasizes that probabilities, if they are to be 
grounds of rational choice, must have an objective basis. (see Rawls, 
1971,172) 
349 Despite this analogy, Rawls emphasizes that the difference principle 
and the maximin rule for choice under uncertainty are two very different 
things. (Rawls, 1974, 141) The only purpose of the analogy is to argue that 
there is no sense in assigning probabilities to uncertain events or states. 
In spite of this, most critics have tended to equate the difference principle 
with the maximin rule. That is, they accept the maximin rule as an 
explanation for the choice of the difference principle. 
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should choose the outcome that maximizes the outcome of 
the worst off. It satisfies the "strain of commitment"; the 
requirement that parties must decline a principle if they have 
reason to doubt that they will be able to honour the 
consequences of its consistent application.350 Rawls argues 
that the greater the reciprocity that members of a society feel 
with one another, the more likely they are to gain allegiance 
to principles and institutions that embody that feeling and 
thus the more stable a society guided by these principles is 
likely to be. There exists in "justice as fairness" a strong link 
between the question of fairness and the question of stability. 
The problem of stability will be further discussed in the next 
section.  
  To conclude this section on Rawls’s principles I will mention 
a critical remark on the ‘index-number problem’. The 
difference principle assumes that we are able to pick out the 
least advantaged representative group or individual. This 
requires statements of the kind “individual A is worse off 
than individual B”. Thus we have to be able to rank the 
individuals on the basis of the amount of primary goods they 
possess. But the primary goods are different of kind and 
therefore there is an index-number problem in commen-
surating these different primary goods. (Arrow, 1973, 254) 
How can we aggregate a person’s holdings of various 
primary goods into an overall measure of the size of his share 
of primary goods? Rawls has not really offered a solution to 
this problem. 351 
                                                
350 Rawls believes that the strain of commitment is less when the 
difference principle is selected instead of the average principle, because 
the less advantaged will adopt it sooner than the average principle. 
Buchanan even argued that, given the threat-potential of the relatively 
disadvantaged, it is rational to select the difference principle. In fact, this 
stability argument far outweighs the role attributed to risk-aversion. 
(Buchanan, 1976) 
351 When primary goods are defined as concrete goods such as food, 
shelter, security, etc., they will be differentially useful to individuals 
depending on their fundamental values. There are theorists who argue 
that the discussion about the size of the share of primary goods neglects 
that people who have the same amount of primary goods may differ in 



 

 

484 

5. The problem of stability 
 
The Rawlsian original position is one in which individuals 
are stripped of all their particular interests, desires and 
special knowledge in order that they can be seen to be in a 
situation in which all are equally informed about the general 
nature of society without any knowledge of its actual state 
and their own position within society. What the principles of 
justice must regulate is the inequalities in life prospects 
between citizens that arise from social starting positions, 
natural advantages and historical contingencies. How should 
this hypothetical construction claim (ethical) authority? Why 
would people in real life commit themselves to the principles 
of justice obtained in a hypothetical situation? Gauthier, for 
instance, believes that redress of the accidents of natural and 
social endowment would not be a concern of self-interested 
persons. (Gauthier, 1974, 16) Thus, they would never agree to 
redistribution. They would, for instance, argue that people 
not involved in the actual production of primary goods 
should be excluded from the benefits of the cooperative 
efforts. In a reaction, Rawls notices that there is no place for 
the idea of an individual's contribution to society that 
parallels that of an individual's contribution to associations 
within society. Membership in society, which he conceives as 
a cooperative enterprise, is given. (Rawls, 1993) 
  The question of the stability of the agreed principles requires 
that persons possess a ‘sense of justice’, an effective desire to 

                                                                                                           
well-being. The question whether a distribution is fair should, therefore, 
depend on the outcome in terms of well-being that individuals reach 
under that distribution. (see Arneson, 1990b) But the consequence of this 
kind of reasoning is that people with expensive preferences should be 
entitled to receive more of the primary goods then people with modest 
preferences. (see also chapter XXIV) I think that the index-number 
problem is slightly exaggerated. Primary goods are all-means goods, 
goods that every agent wants. The most relevant are income and wealth. 
In terms of these primary goods it is not difficult to establish who belong 
to the worst-off. 

 



 

 

485 

act as the principles of justice require. Since Rawls’s 
principles give maximal expression to the interests of the less 
advantaged, it is not unlikely that they will support the 
principles. But what about those who are well off? What 
serves to engender in them the requisite sense of justice? 
Crucial to make this link is Rawls's notion of a reflective 
equilibrium. According to Rawls each individual has some 
intuitive notions of ethical justice and also an image of a 
hypothetical original position from which an ethical principle 
may be derived by contractarian processes. These intuitions 
will play a part in the deliberations in the original position 
and equally the principles deriving from the hypothetical 
position may cause the individuals to revise their intuitions. 
Thus the method of reflective equilibrium is an attempt to 
produce coherence in a triple set of beliefs held by a person, 
namely; "a) a set of considered moral judgments, b) a set of 
moral principles and c) a set of relevant back-ground theories 
[for instance: theories of the person; theories of procedural 
justice; general social theory and so on]. (..) We can imagine 
an agent working back and forth, making adjustments to his 
considered judgments, his moral principles and his 
background theories." (Daniels, 1979, 258/9) Only when this 
process of redesign and revision is stationary, so that the 
principles agreed are consistent with his moral views and his 
general knowledge, an individual is said to be in a state of 
reflective equilibrium. This idea of a reflective equilibrium as 
a kind of mental state is a device to ground the hypothetical 
contract in the ethical intuitions of individuals, so that it can 
be argued that this contract binds real individuals. This 
device supports a "coherence" theory of morality. 
  In his A Theory of Justice Rawls has solved the congruence 
between the requirements of justice and of the good via the 
Kantian interpretation of justice. According to this point of 
view acting justly is something we want to do as free and 
equally rational beings. However, a modern democratic 
society is characterized by a pluralism of incompatible, yet 
reasonable, comprehensive doctrines. In Political Liberalism 
(1993), Rawls therefore has reformulated the idea of a well-
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ordered society so as to take account of this pluralism. The 
conception of justice should, so far as possible, be indepen-
dent of controversial philosophical and religious doctrines. 
Thus, to formulate such a conception, the public conception 
of justice must be political, not metaphysical. As a conse-
quence, the Kantian interpretation can, according to Barry, no 
longer be regarded as a straightforward solution for the 
problem of congruence (and stability). The reason being that 
the Kantian interpretation is just one of the reasonable com-
prehensive views Rawls takes into consideration. The stabi-
lity requirement now demands an "overlapping consensus" 
among these comprehensive views. Rawls's first principle is 
at least tolerably established among the most of the major 
reasonable comprehensive views. "It is when we come to the 
second principle that the strategy of an overlapping consen-
sus collapses." (Barry, 1989, 911) Barry suggests abandoning 
the idea that a consensus is to be reached among doctrines, 
and focusing instead on the need for an overlapping consen-
sus among reasonable people (with different comprehensive 
ideas). 352 To make liberal democratic policies secure, we only 
need persons who combine "scepticism on conceptions of the 
good or "comprehensive views" with strong conclusions 
about the requirements of justice." (Barry, 1995, 915) All that 
can, and needs to be justified to reasonable others, are the 
principles of justice and the basic structure of a just society.  
 
6. Rawls and his critics 353 
 
The idea of the original position is to set up a fair procedure 

                                                
352Barry distinguishes the epistemological claims of comprehensive views 
from their content. With regard to the epistemological claims he makes a 
further distinction between dogmatist and sceptical views. Only persons 
representing sceptical views can be part of an overlapping consensus. 
(Barry, 1995) 
353 In this section I will present a heterogeneous collection of critical 
remarks about the whole of Rawls’s enterprise. This will be followed by 
an exchange with utilitarianism. 
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that guarantees that any principle agreed to will be just. 
When there is no independent criterion of justice, we must 
turn to fair procedures. When the procedure is fair and 
properly followed, then the outcome can be regarded as fair, 
or not unfair. As Rawls formulates it, the original position 
incorporates pure procedural justice. "This means that the 
outcome of the original position defines (..) the appropriate 
principles of justice." (Rawls, 1980, 523) But both the 
procedure as the resulting principles of justice (especially the 
difference principle) came under attack.  
  Rawls calls his theory a contractarian theory, but some 
critics wondered whether his principles of justice have a 
contractual basis at all and even Rawls sometimes seems to 
deny this. Hampton argues that the veil of ignorance ensures 
that the differences among the parties are unknown to them, 
and since everyone is equally rational and similarly situated, 
each is convinced by the same arguments. Faced with 
identical information and reasoning in an identical way, the 
parties can only arrive at identical conclusions. One can 
understand the deliberation in the original position as carried 
out by a single deliberator, whose principles are voluntarily 
consented to, because they are recognized as self-imposed. 
(Hampton, 1980, 338) Rawls admits this: "(...) we can view the 
choice in the original position from the standpoint of one 
person selected at random."  And from that follows the very 
important consequence "that the parties have no basis for 
bargaining in the usual sense." (Rawls, 1971, 139) Thus the 
selection seems rather characterized by choice than through a 
contract. Barry thinks that the concept of a contract under the 
conditions of the original position as Rawls has construed it is 
entirely trivial. Rawls is thus open to exactly the charge he 
levels against utilitarianism: "he does not take seriously the 
plurality or distinctiveness of individuals (..)." (Barry, 1996, 
59) Gauthier also rejects the idea that the agreement in the 
original position can be conceived as a social contract. Since 
the parties do not know due to the veil of ignorance their 
ends, abilities, endowments etc., their is no room for 
bargaining. This is the basis for Gauthier's objection: Rawls's 
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agreement is not a contract because it is not modeled as an 
economic bargain. (Gauthier, 1974) (In the following chapter I 
shall give more details of the critique of Gauthier on Rawls).    
  In defense of Rawls it is argued that the agreement in 
Rawls's theory is not to be thought as a compromise between 
conflicting interests, but more akin to the idea of a rational 
pre-commitment. Because free and equal moral persons have 
a fundamental social interest in cooperating with one another 
in publicly justifiable terms, "[w]e may look upon this desire 
to realize this interest as a meta-preference for justice, that is, 
a preference that all one's futures preferences meet the 
condition of reasonable principles." (Freeman, 1992, 144). 
Nevertheless, some philosophers remain unconvinced and 
argue that, though the egalitarian liberalism which Rawls 
develops and the conception of the good on which it depends 
are extremely persuasive, the original position serves to 
model his principles rather then to justify them. They think 
that Rawls's conclusion would be more persuasively 
defended by direct moral arguments for liberty and equality. 
(Nagel, 1975; Scanlon, 1982; Barry, 1996) 354  

 
The main point of criticism concerns, as to be expected, the 
difference principle. Rawls defended this principle with 
arguments borrowed from the maximin rule. I already 
mentioned that he thinks that three features of decision 
situations that warrant the use of this rule are manifest in the 
original position. In the first place, he denies that it is possible 
to have any knowledge of the probable consequences of one's 
choices. Moreover, it is inappropriate to make use of the 

                                                
354Sen also wonders whether a 'transcendental' approach (identifying 
perfectly just societal arrangements) has any relevance for a comparative 
approach (ranking alternative societal arrangements). A comparative 
analysis of justice may be entirely viable and usable without containing 
any answer to the question: "what is a just society?" (Sen, 2006, 236) We 
must seek a framework for a theory of justice that concentrates on 
advancements, an approach that reduces injustice. (See also chapter 
XXIV). 
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principle of insufficient reason given the fundamental 
importance of the decision to be taken. Thus the parties in the 
original position have to make use of a decision rule that does 
not take probabilities into account, and such a rule is the 
maximin rule. This argument is severely criticized. Some 
critics argue that is a great leap from wariness about 
probability calculations to a strategy in which people behave 
as if they are 100% certain of the worst outcome (Mueller et. 
al. 1974). Harsanyi uses a similar argument. He believes that 
“[I]t is extremely irrational to make your behavior dependent 
on some highly unlikely unfavorable contingencies regardless 
of how little probability you are willing to assign to them.” 
(Harsanyi, 1975, 595).355 
  But philosophers who also believe that probabilities should 
be totally discounted support Rawls on this question. Nagel 
thinks "their suppression is justified on the assumption that 
the proportion of people in various social positions is 
regarded as morally irrelevant, and this must be the case 
because it is not thought to be acceptable to sum advantages 
and disadvantages over persons, so that a loss for some is 
compensated by a gain for others." (Nagel. 1975, 12) 356 
  The second reason for referring to the maximin criterion is 
                                                
355In a similar vain it is argued, that, while it may be true "that 
individuals would have no notion of their eventual place in society, they 
would have some idea of the likely structure of society and some 
impression that the least-advantaged would represent a minority only". 
As solipsists, they would be concerned to maximize their own expected 
utility (Rowley & Peacock, 1975, 142). This kind of criticism ignores that 
Rawls, in contrast to Harsanyi’, has put the parties in the original 
position behind a thick veil of ignorance. They simply have no idea of the 
structure of the present society. And furthermore, from a moral point of 
view the size of the least-advantaged group is irrelevant.  
356 He adds that "this aspect of the design of the original position, 
therefore, appears to be motivated by the wish not to extend to society as 
a whole the principle of rational choice for one person", wich clearly 
contradicts the statement of Rawls "that we can view the choice in the 
original position from the standpoint of one person selected at random." 
But Rawls means that the thick veil of ignorance deprived the persons in 
the original position of the knowledge of claims or distinctions on which 
bargaining could be based.  
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that the parties in the original position care little about the 
gain above the minimum stipend they can be sure of by 
following the maximin rule. This argument rests on the 
assumption that the principles of justice selected will ensure a 
socially acceptable minimum, but also on the conviction that 
what people need is meaningful work in free association with 
others. To achieve this state of affairs great wealth is not 
required. (Rawls, 1971, 290) The third reason is that the parties 
in the original position will not take a risk, considering what 
they might lose if the chances are against them.  
  With hindsight it can be established that the analogue 
between the difference principle and the maximin rule has 
only created misunderstandings. Instead of focusing the 
attention on the constraints that the original position imposes 
on the deliberating parties, it had the effect that the two rules 
were equated. Rawls has himself contributed to this interpre-
tation by referring to the difference principle as the maximin 
equity rule. (Rawls, 1974) This formulation strengthened the 
idea that, instead of providing a rule legitimating to restrict 
inequality, the difference principle demanded that under all 
circumstances priority should be given to the needs and 
wishes of the worst-off members of society. A demonstration 
of this interpretation is Harsanyi's criticism of the difference 
principle. Harsanyi vigorously repudiates the difference 
principle, because in his view it discriminates against the 
interests of people, who happen to be rich, or gifted, etc. The 
difference principle "(..) would require us to give absolute 
priority to the interests of the worst-off individual, no matter 
what (,.)." (Harsanyi, 1975, 596) The utilitarian moral code, on 
the other hand, gives equal a priori weight to every person's 
legitimate interests. Hare also suggested that the difference 
principle allows us " to impose any loss, however great, upon 
a better-off group in order to bring a gain, however small, to 
the least advantaged group, however affluent the latter's  
starting position." (Hare, 1975, 107) 357 

                                                
357 This criticism can be reversed. The difference principle also allows 
tremendous gains to the well to do as long as the position of the less well 
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This kind of criticism makes it clear that the discussion of 
Rawls's principles of justice is very confused. There seems to 
be a lack of awareness of the difference between distributive 
justice and allocative justice. Rawls's principles of justice 
apply only to the main public principles and policies that 
regulate social and economic inequalities. The rules of 
allocative justice apply directly to individuals and 
associations and are to be followed by them in their 
transactions. When he discusses allocative justice, Rawls does 
not seem to differ in opinion with Harsanyi and Hare. For 
then he says  "(..) the allocative conception of justice seems to 
apply when a given collection of goods is to be divided 
among definite individuals with known desires and needs. 
The goods to be allotted are not produced by these 
individuals, nor do these individuals stand in any existing 
cooperative relations. Since there are no prior claims on the 
things to be distributed, it is natural to share them out 
according to desires and needs, or even to maximize the net 

                                                                                                           
off is improved also, how petty that amount might be.  
Objections to Rawls’s principles often centre on cases like the following: 
                 I                                       II                                    III 
        i                j                     i                 j                    i                 j   
x      2               5                   2                 1                  2                 2 
y      1             20                   1               20                  2               20   

 
i and j are individuals, the numbers present primary goods and x and y 
are alternative policies. Case I is the case referred to above. In this case 
policy x should be chosen, because it seems that the position of j has been 
improved at the expense of i, the least well-off. This is a situation that 
Rawls wanted to exclude, as a safe-quard against exploitation. In case II, 
to favour policy y seems to grant j a superior claim, to favour x grants i a 
better claim. In this case the lexical difference principle should prevail, 
which entails that when the lowest shares are equal under alternative 
policies, we should move to the next lowest position and maximize 
benefits for it. This means we should adopt policy y. In case III policy y 
will also be the preferred one. Rawls attached no intrinsic value to 
equality. There is no objection to a policy that makes no one worse off 
and some better off. Rawls does not want to reward envy. Envy is not a 
moral feeling. (Rawls, 1971, 533) There is a significant difference between 
the maximin rule and the leximin rule; most discussions refer to the first. 
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balance of satisfaction." (Rawls, 1971, 88) The objection that 
the difference principle enjoins continuous corrections of 
particular distributions and capricious interferences with 
private transactions is consequently based on a misunder-
standing. The difference principle is to justify inequalities 
from a starting point of equality, not the other way around.358 
In the next section I will delve deeper into the conflict 
between Rawls and his utilitarian opponents and compare 
their conceptions of the original position.  
 
7. Rawls and utilitarianism 
 
Rawls aspired to show that utilitarianism is inferior to his 
own theory. Using the overview presented by Smith 
Goldman (1980), his arguments can be divided in two 
categories. Some are designed to show that utilitarianism is 
inadequate without invoking the contractarian apparatus, 
that is, the original position, the veil of ignorance, and so 
forth. Smith Goldman refers to these arguments as "extra 
contractarian" arguments. 
  The contractarian arguments take the form of attempting to 
establish that the parties in the original position would 
choose Rawls’s principles of justice rather than the average 
principle. In fact this was the discussion about the difference 
and the average principle in the previous section. In this 
section I want to argue that the choice between the difference 
or the average principle is already implicated in the concep-
tion of the original position. 
  The major extra-contractarian arguments are: " i) the 
argument that utilitarianism generates prescriptions which 

                                                
358 On Rawls's conception of the morally arbitrary all differences in 
achievement are based on morally arbitrary factors. The "natural lottery, 
which distributes genetic endowments; the "social lottery", which 
distributes home and school environments; and the "lottery of luck", that 
distributes illness, accidents, and so on. There is no case at the most basic 
level of justification for anything else than equality in the distribution of 
primary good. (Rawls, 1971, 74; 104) 
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violate our considered moral judgments concerning what is 
just and unjust; ii) the argument that the reasoning in favour 
of utilitarianism illegimately "merges persons" and iii) the 
argument that utilitarianism requires making interpersonal 
comparisons of utility that have no scientific basis." (Smith 
Goldman, 1980, 351) I will first discuss these objections 
toward utilitarianism, thereafter, instead of merely criticizing 
utilitarianism; I will compare the constructions of the original 
position.  
  In arguing that utilitarianism generates prescriptions that 
violate our considered judgements on justice, Rawls may 
have two arguments in mind. First, utilitarians are only 
concerned with the size of the cake (i.e., maximizing average 
utility), not how it is distributed. In Rawls's opinion a 
differential reward structure can only be defended when the 
compensation due to the "inequality surplus" is big enough 
and the size of the share of the least well-off group is larger 
than under the circumstances of the original practice with 
equal compensation for everyone.  
   The second argument that utilitarianism might violate 
moral intuititions is based on the assertion that a utilitarian 
doctrine may require unacceptable sacrifices of liberties. I 
doubt that this is really a strong argument. When the 
question is raised whether basic liberties should always be 
given priority, then the opinions of Rawls and Harsanyi don't 
seem to differ that much. Harsanyi presents the case of 
underdeveloped countries where economic growth may not 
be set in motion without concentrating a good deal of power 
in the hands of government and perhaps even some 
curtailment of civil liberties. "[J]udgement about any 
particular policy must always depend on the balance of the 
advantages and disadvantages it is likely to yield (,.)." 
(Harsanyi, 1975, 602) Rawls presents a similar argument. 
Under the general conception of justice particularly dire 
conditions may make it rational to sacrifice basic liberties for 
the sake of other goods such as increased security or 
economic development. (Rawls, 1971, 247)  
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Rawls' second argument against utilitarianism is that it fails 
to take seriously the distinction among persons. Rawls’s 
accusation is directed against the model of the impartial 
observer with complete empathetic identification in which 
society is taken as if it were one person. But this is just one 
model of social choice, and, for instance, surely not Arrow ’s. 
Moreover, we have seen that Rawls is accused of making a 
similar error, namely that the agreement in the original 
position is merely the choice of a representative individual. 
Alternatively Rawls could have referred to another content of 
the impersonal strain in utilitarianism, namely that benefits 
and burdens can be freely weighted against each other, even 
if they come to different people. Rawls rejects this impersonal 
view of benefits and burdens, since someone’s burden cannot 
be compensated by benefits to someone else.359  

  Rawls' third argument against utilitarianism arises from the 
fact that utilitarianism requires us to make interpersonal 
comparisons of utility. In his view it is possible to arrive at an 
objective comparison of the distribution of primary goods, 
but it is not possible to measure and compare the satisfaction 
of preferences. However, how are we to compare the benefits 
derived from rights, or liberties, or powers, or opportunities? 
Rawls argues that this is not a serious problem for the 
following reasons. "The fundamental liberties are always 
equal, and there is a fair equality of opportunities; one does 
not need to balance these liberties and rights against other 
values. The primary goods that vary in their distribution are 
the powers and prerogatives of authority, and income and 
wealth. (..) The only index problem that concerns us is that 
for the least advantaged group. (..) We try to do this by taking 
up the standpoint of the representative individual of this 
group and asking which combination of primary goods it 
would be rational for him to prefer." (Rawls, 1971, 93/4)  But 

                                                
359 Parfit argues that there can be moral reasons that allow that the 
burdens of one person are outweighed by the benefits of another person. 
(Parfit, 1984, section 115 
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Arrow thinks that when this problem could be resolved by 
reducing everything to a single primary good, the same could 
be done in the sum-of-utilities approach. (Arrow, 1973) Rawls 
keeps on denying that the index-problem is comparable. "The 
theory of primary goods is a generalization of the notion of 
needs, which are distinct from aspirations and desires." 
(Rawls, 1974, 643) By comparison it is much more difficult to 
know what maximizes average utility than to determine what 
kind of policies sustain the needs of the least well-off group.  

  The extra-contractual arguments against utilitarianism are 
not equally powerful and sometimes not powerful at all. To 
demonstrate the inferiority of utilitarianism stronger 
arguments are needed. Will the comparison between the 
alternative conceptions of the original position provide us 
with reasons to conclude in favour of one of the two moral 
theories? This is the question to which I will turn now. 
  Hare declared that what the hypothetical person would 
choose in hypothetical choice theories has to be determined 
by the conditions to which he is subject (Hare, 1975, 87). 
These conditions must, deductively, determine the choice. 
But when Rawls’ construction produces the difference 
principle he shows great embarrassment and suggests that 
“Rawls may have reasoned that, since an 'economical veil' 
would make him into a utilitarian, he had better buy a more 
expensive one.” (Hare, 1975, 91) 360 But Rawls has simply done 
what he, according to Hare himself, had to do, namely, to 
deduce the principles from the constraints that characterize 
his construction of the original position. These constraints are 
not meant to get specific principles, or to avoid some, but to 
secure the idea that moral considerations are compelling. The 
question is how one can choose between these conceptions of 
the original position. Utilitarians like Harsanyi and Hare 
argue that, in order to secure the idea that fair principles are 
designed, the parties in the original position only need to be 

                                                
360 Of course, this argument recoils on Hare, who can be charged with 
adopting a construction of the original position that delivers him the 
average principle. 
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ignorant of their roles as individuals in the real world. With 
this thin ('economic') veil the normative consequences of the 
"ideal observer" and the "rational contractor" would be the 
same (and these normative consequences would be 
utilitarian). This is so, because, in both constructions only that 
information in the original position would be excluded that is 
necessary to achieve impartiality and, together with the 
application of Laplace’s principle, this would lead to the 
average principle. Rawls disagrees; he acknowledges that 
under the conditions of the ‘ideal and impartial observer’ the 
average principle is likely to be selected, however on the 
additional condition of sympathetic identification. But in 
Rawls’s description of the original position the representative 
individuals are characterized by mutual disinterest.361 

Moreover, Rawls uses a thin theory of the good (as contrasted 
to the ‘thick theory of the good’ of the utilitarians) and the 
reason for doing this is that something is good only if it fits 
into ways of life consistent with the principles of justice 
already chosen. The theory of the good is, therefore, restricted 
to the bare essentials. This thin theory about the good is to 
secure the premises about primary goods that are required to 
arrive at the principles of justice. "The Kantian doctrine, 
therefore, proceeds in the opposite direction [compared with 
utilitarianism]: it starts by allowing to the parties no 
information and then adds just enough so that they can make 
a rational agreement. (..) The parties are not to be influenced 
by any particular information that is not part of their 
representation as free and equal moral persons. (..) (Rawls, 
1980, 549) Utilitarianism, on the contrary, adopts a thick 
theory of the good because of the focus on maximizing social 
well-being. What is right is what maximizes the good. 
  Thus we have two very different models of the original 
position. One with a thick veil of ignorance and a thin theory 

                                                
361 "In the one case perfect knowledge and sympathetic identification 
results in a correct estimate of the net sum of satisfaction; in the other, 
mutual disinterestedness subject to a veil of ignorance leads to the two 
principles of justice." (Rawls, 1971, 187)  
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of the good. This construction has to guarantee that the 
rational deliberations are in such a way embedded in moral 
considerations that the principles agreed to are reasonable. 
The other with a thin veil that is combined with a thick theory 
of the good, and this construction of the original position has 
to guarantee that the chosen principle is rational; i.e., that 
social well-being is maximized by giving equal weight to the 
equal preferences of all individuals. What must be our criteria 
to choose between these two views?  
  The utilitarians believe that Rawls’s construction is biased 
because of its extreme emphasis on risk-aversion. Without 
this bias he would have assumed equiprobality and when he 
had assumed equiprobability he would, without doubt, have 
chosen that principle which would give equal weight to the 
preferences of all concerned. Did not Rawls admit that he 
deduced the difference principle from the comparison with 
the maximin rule and isn’t this the rule a person will apply 
“(..)  for the design of a society in which his enemy assigns 
him his place.” (Rawls, 1971, 152)?  
  But Rawls also stipulated that it is essential not to allow the 
principles chosen to depend on a special attitude toward risk. 
What must be shown is that choosing as if one had such an 
aversion is rational given the unique features of that 
situation. (Rawls, 1971, 172)362 Thus, he does not assume that 
the parties are particularly risk-averse, but that they, under 
the constraints to which they are exposed, and because of the 
extensiveness of the losses they would suffer if they were the 
least-advantaged, they had good reason to adopt the 
conservative attitude expressed by this rule. They seemed to 
have followed the advice of Popper, to be not so much 
concerned with the maximization of happiness as with the  
minimization of misery. 363 
                                                
362 Given the features of the original position, reasonable people would 
choose principles as if they were highly risk-averse. (Rawls, 1974, 649) 
363 In contrast to the model of the impartial observer the parties in 
Rawls’s original position are in a position of radical uncertainty, for not 
only do they not know which social position they will occupy, they don’t 
even know the range of social positions. Neither do they know how bad 
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Rawls’s conception of the original position results in the 
difference principle as Harsanyi’s conception leads to the 
average principle. It is almost impossible to choose between 
both principles, unless we follow Dworkin and invoke a 
deeper theory.364 In the deeper theory that Dworkin presents, 
utilitarianism is a goal-based theory and Rawls's theory is a 
rights-based theory. (Dworkin, 1975) Dworkin distinguishes 
two basic rights: the right to liberty and the right to equality. 
A right to equality may be described in the following way: 
individuals have a right to equal concern and respect. Being a 
highly abstract right, it can take different forms. Someone 
might argue that it is satisfied by arrangements that provide 
equal opportunity; or by a system that guarantees equality of 
income and wealth; or that equality means that the interests 
of each individual are weighted equally. Rawls’s original 
position may now been seen as a device for testing these 
competing arguments. The original position is well designed 
to enforce the abstract right to equal concern and respect that 
must be understood as the fundamental concept of Rawls's 

                                                                                                           
the worst positions are and therefore there is no sense in assuming 
equiprobability. The difference between Rawls’s model and the 
utilitarian model in this regard is the difference between uncertainty and 
risk. Ellsberg’s experiments have shown that individuals are not 
prepared to apply the principle of insufficient reason when they cannot 
assign probabilities to events. Aversion to uncertainty cannot be captured 
as risk aversion. Even when probabilities are known it appears that most 
people are risk-averse when confronted with a situation in which their is 
a small chance to lose and that they only are prepared to take great risks 
if there is a small chance to win. This pattern became known as "the 
common consequence effect".(see chapter III) See also the maximin 
solution in game theory (note 347). 
364 Dworkin suggests that the agreement in the original position "must be 
seen as a product of a deeper political theory that argues for the 
principles through rather than from the contract. We must therefore try to 
discover the features of a deeper theory that would recommend the 
device of a contract as the engine of justice, rather than the other 
theoretical devices Rawls mentions, like the device of an impartial 
spectator (..)." (Dworkin, 1975, 37) According to Dworkin a political 
theory may be goal-based, right-based or duty-based. 
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deeper theory. "The right to equal respect is not on this 
account a product of the contract, but a condition of admis-
sion to the original position. (..) This is a right that does not 
emerge from the contract, but it is assumed, as a fundamental 
right must be, in its design. (...) Justice as fairness rests on the 
assumption of a natural right of all men and women to 
equality of concern and respect, (..)." (Dworkin, ib., 51) The 
utilitarian position is goal-based. The parties in the original 
position have to make a choice between alternative social 
systems; and rational people will chose the social system 
providing the highest level of average utility. 
  The preference between the alternative constructions of the 
original position must be based on a meta-preference for an 
approach in which what is right is what contributes to the 
good or an approach in what is right is what is fair.365 For 
utilitarianism all that matters is aggregate well-being, Rawls’s 
main concern is the establishment of institutions that 
contribute to a fair distribution of well-being. In the 
utilitarian original position claims to goods are secured, while 
the Rawlsian original position captures the insight that those 
claims that will later arise must be put forth in relation to 
institutionalized rules that are fairly established or adopted 
by agents. 
 
8. Conclusion 
 
Concerning the procedure which the parties in the original 
position adopt in order to reach a decision, Rawls proposed 
imagining that they are given a short list of alternative 
conceptions of justice and that the parties proceed by taking 
two pair-wise comparisons. "The first choice is between a 

                                                
365 From Rawls' point of view the difference principle reflects the priority 
of the right in the original position (De Marneffe, 1990) We could imagine 
that the parties in the original position were to reflect on the question: ' 
how would you have liked that the other parties had acted, with regard 
to the definition of the good and its distribution, when it appeared that 
you ended in the worst-off position in society.' 
 



 

 

500 

conception defined by the principle that average utility be 
maximized and a conception defined by two principles that 
express a democratic idea of justice." (Rawls, 1974, 142) The 
second pair wise comparison is "between the two principles 
of justice and a variant in which the second principle reads 
as: social and economic inequalities are to be adjusted so as to 
maximize average utility consistent with a fair equality of 
opportunity." (Rawls, ib., 143)  
  But in the Revised Edition that appeared in 1999 Rawls 
writes that were he to write A Theory of Justice now, there 
would be two things he would handle differently and one of 
these concerned the two comparisons. Now he would let the 
parties first decide between the two principles of justice, 
taken as a unit, and the principle of (average) as the sole 
principle of justice. “In the second comparison, the parties 
would decide between the two principles of justice and those 
same principles but for one important change: the principle of 
(average) utility is substituted for the difference principle.” 
(Rawls, 1999, xiv).366 He continues that using these com-
parisons has the merit of separating the argument for the 
equal basic liberties and their priority from the arguments for 
the difference principle itself. “The arguments for the equal 
basic liberties are at first glance much stronger, as those for 
the difference principle involve a more delicate balance of 
considerations.” (ib.,xiv) It is better to recognize that the case 
for the difference principle is less evident and is unlikely to 
have ever the force of the argument for the two prior 
principles. 
  
Barry observed that no other aspect than the effort to show 
that the difference principle can be derived from the original 
position, as Rawls specifies it, has attracted more com-
mentary and met with such uniform rejection. The equation 
of the difference principle with the maximin rule had the 
effect of giving the impression that the parties in the original 
position were exclusively concerned with the worst that 

                                                
366 This is, in my view, only slightly different from the original formulation. 
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could happen to them. Although people had reasons to be 
risk-averse in this special situation, this negative image has 
been has been taken up by his opponents to ridicule the 
difference principle and the arguments in favour of it.367 This 
aspect, combined with his criticism of Rawls's construction of 
the original position, which is quite similar to the criticism of 
utilitarians, has led to Barry's suggestion to go straight to 
Rawls' underlying moral intuitions and scrap the formulation 
in terms of choice in an original position.  
  Barry proposes taking an alternative argument to defend the 
difference principle. He suggests taking an equal distribution 
as just in the first instance: it provides a benchmark. If it is 
possible to make everyone better off, then it is legitimate to 
make a move from the benchmark. And indeed, "the 
difference principle is precisely a principle for picking out 
one point at the Pareto frontier." (Barry, 1989, 237) Barry's 
reading of the difference principle, results in just another 
formulation of the well-known Pareto principle: if everyone 
gains from inequality it would be irrational not to prefer the 
situation with inequality to the situation without it. Without 
invoking the original positions, he comes to a conclusion that 
is quite similar to Rawls’s own: "Injustice, hence, is simply 
inequalities that are not to the benefit of all." (Rawls, 1971, 62)  
This would render the difference principle rather innocuous. 
Though it morally condemns that the rich get richer to the 
detriment of the poor and it delivers arguments against 
exploitation, at the same time it does not exclude huge 
income inequalities.  
 
 

                                                
367 This is illustrated in the following description of Rawlsian man in the 
original position, he is: "(..) a strikingly lugubrious creature: unwilling to 
enter into situations that promises success because it also promises failure, 
unwilling to risk winning because he feels doomed to losing, ready for the 
worst because he cannot imagine the best, content with security, and the 
knowledge he will be no worse off than anybody else because he dares 
not risk freedom and the possibility that he will be better off (..)." (Barber, 
1975, 299) 
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                                      CHAPTER XXIII 
 
 
 
 
                                MUTUAL ADVANTAGE  
 
 
 
1. Introduction: morals by agreement 
 
Gauthier is a representative of a Hobbesian approach to 
contractarian theory. He shares Hobbes' vision on mankind 
that man by nature and necessity is an appropriator. To 
appropriate is to acquire property. Exchange of property is 
the primary function of the market. Here the appropriators 
contract with one another to maximize their utility. Hence, 
within society the primary relationships among appropriators 
are contractual. The contractarian conception of social 
relationships and the appropriative conception of human 
activity are mutual supporting.  
  Gauthier claims to defend the traditional conception of 
morality as a rational constraint on the pursuit of individual 
interest. He rejects the idea that there is a distinction between 
prudential and moral reasoning; between asking ‘what is it in 
my interest to do’ and asking ‘what ought I to do’. The idea 
that there is a distinct mode of moral reasoning is, he 
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suggests, a hangover from religious thinking.368 Morality is 
just a set of rational, impartial constraints.369 Can we 
introduce morality if we think of human beings with only the 
apparatus of rationality? Gauthier answers this question 
affirmatively. It offers the only plausible way of defending 
morality against the fate of religion. “[T]o provide principles 
for rational choice (....), morality must be itself the object of 
rational agreement.” (Gauthier, 1988a, 189) First, we must 
require that morality be developed as part of rational choice. 
Second, we must specify a way of developing morality in 
agreement and compliance. The rationality of agreement is 
established in a hypothetical premoral situation, whereas the 
rationality of compliance is determined in the actual situation 
of the agent. 
  From Gauthier’s point of view morality arises from market 
failure. The first step in making this claim is to show that the 
perfect market, were it realized, is a morally free zone. The 
perfectly competitive market presupposes private ownership 
of all products and factors of production. A condition of 
perfect competition is the absence of externalities. His main 
argument is that in a perfectly competitive market mutual 
advantage is assured by the unconstrained activity of each 
individual in pursuit of his own satisfaction, so that there is 
no place, rationally, for constraint.370  

                                                
368This reflects the point of view that Anscombe defended in 1955. (see 
Ch. XV) 
369 Gauthier recognizes that there are alternative views of morality. We 
could link morality with self-understanding or think that it arises from 
our sympathetic identification with our fellows, which identification 
functions as constraints on our self-interested actions. We could also 
believe that the concern of moral theory is to systematize the practices of 
making moral judgements and to give us a deeper understanding of what 
moral justification is. (Gauthier, 1991a) Gauthier endorses this third view. 
370 Each individual enjoys all the liberties; there is no compulsion or 
constraint. Each individual receives an income exactly equal to his 
marginal contribution. There is no conflict between individual utility 
maxi- mization and Pareto optimality and thus there is no need for a 
moral constraint on individual actions. The liberty, impartiality and 
optimality of the perfectly competitive market establish its credentials as 
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In the free exchange on the market each may expect a return 
equal in value to her contribution. Thus the income each 
receives is equal to the contribution she makes or to the 
marginal value she adds. The essence of distributive justice is, 
in this view, an attribute of the inputs of the system, not its 
outputs. However, there is a proviso: market outcomes only 
are fair if they result from fair initial conditions, i.e., 
appropriately acquired factors of production. Free activity 
and certainty is sufficient to ensure that the market constantly 
moves towards an equilibrium condition. But the market 
equilibrium must also be optimal. The coincidence of 
equilibrium and optimality is necessary to the argument that 
it would provide a morally free zone.  
  Gauthier defines a 'state of nature' as a relation between any 
two persons who both act on independently selected 
principles of action, and society as that relation between any 
two persons who act on a mutually chosen principle of 
action.371 The outcome of actions performed in a state of 
nature is the natural outcome. It is evident that those persons 
for whom the outcome of social action is worse than the 
natural outcome will consider a society arbitrary. Hence a 
non-arbitrary society must improve on the natural outcome 
for everyone. If the natural outcome is optimal, then every 
alternative must be worse. A non-arbitrary society is 
therefore only possible if the natural outcome is not optimal. 
The social outcome must be a Pareto-improvement. Gauthier 
believes that the market may fail in two respects: free riding 
on public goods and parasitism because of externalities. It is 
because of these two market failures that a moral zone, a zone 
of justice, in which these failures are eliminated, is needed. 
This is the zone of mutually beneficial cooperation. It is 
governed by the principle of justice, of "not taking advantage 

                                                                                                           
a morally free zone. (For a critical comment, see Bowles and Gintis, 1990, 
1993; Hausman, 1989) 
371 In a state of nature agents are straightforward utility maximizers, in 
society they intend to maximize a cooperative surplus. 
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of one's fellows, not to seek free goods or to impose 
uncompensated costs, provided that one supposes others 
similarly disposed." (Gauthier, 1986, 113)   
  Moral principles are the object of full voluntarily ex ante 
agreements among rational people. The rational principles for 
making choices include some that constrain the actor, 
pursuing his own interest, in an impartial way. These are 
identified as moral principles. Constraints are rational when 
everyone's following self-interest would be harmful to 
everyone. From this point of view "to choose rationally, one 
must choose morally." (Gauthier, ib., 4) Gauthier takes the 
utility maximizing conception of rationality as the natural 
standard, but provides for its rational replacement by the 
concept of constraint maximization. On the contractual view 
of Gauthier, it is evident that people should enter into 
contractual relations only with those with whom cooperation 
will be profitable and thus only with people who also have 
the disposition of constrained maximization.  
  In an overview Gauthiers mentions five concepts that are 
central to his analysis: the idea of the market as a morally free 
zone; the principle of minimax relative concession; 
constrained maximization; the Lockean proviso and the 
Archimedean point. (Gauthier, ib., 13ff) 
  I shall discuss these concepts in the sections to come, after I 
have given some more details about Hobbesian 
contractarianism. Hereafter, I begin with describing the initial 
bargaining position. In this context I shall discuss the 
acquisition of resources and the Lockean proviso. With this, I 
will have cleared the way for a discussion of the market as a 
morally free zone. Next, I discuss the case in which the 
market is not perfect and people have to overcome these 
imperfections by cooperating. They have to agree on a 
principle that will make cooperation mutually advantageous. 
This is the principle of minimax relative concession. To 
ensure cooperation people must constrain themselves and be 
able to exclude straightforward maximizers from 
cooperation. After I have described the essential features of 
Gauthier’s theory, I proceed with section 7 in which the critics 
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of Gauthier have the floor. In the following section I describe 
Gauthier’s Archimedean point. And in the concluding section 
I evaluate his moral theory. 
 
2. Hobbesian contractualism 
 
Gauthier endorses Hobbes’ theory of the social contract. In 
this theory relations among people are of two kinds: either 
they are relations of hostility (this defines the state of nature) 
or they are relations based on contracts (this defines the state 
of society).  
  In Hobbes’s contractarian tradition a person is a rational 
agent if and only if he acts to fulfil his ends as far as possible. 
When human activity is seen as appropriative, then a person 
is a rational agent when he acts to appropriate as much as 
possible, and this entails the individualistic utility 
maximizing conception of rationality. On the market they 
exchange goods and services; occasionally there are conflicts, 
which must be regulated through contracts. Conflicts also 
arise because the market is not perfect, for instance because 
there are externalities. Individual appropriators must enter 
into contractarian relations to resolve these conflicts and to 
bring about a better state of affairs than the natural outcome. 
But agreement is only possible given some assurance that the 
agreement will be honoured. This assurance presupposes 
internal constraints and these constraints contradict the 
requirement of individual utility maximization. This is the 
point in which the social contract theory seems to collapse 
into incoherence. What is needed is that persons who begin 
as individual utility maximizers will find it rational, on 
individualistic maximizing grounds, to change their very 
conception of rationality and come to adopt a conventional 
standard of right reason, which Gauthier terms constrained 
maximization.  
  Hobbes viewed morality as a human made institution. 
"Hobbes seeks to explain the existence of morality in society 
by appealing to the convention-creating activities of human 
beings, while arguing that the justification of morality in any 
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human society depends upon how well its conventions serve 
individual desires. (..) Hobbes moral theory invokes both 
actual agreement (i.e., conventions) and hypothetical 
agreements (which involve considering which conventions 
should be mutually agreeable)." (Hampton, 1991, 36) Hobbes 
emphasized that a society cannot require that a rational 
person will enter into a contract if it afforded her no 
expectation of benefit. 
  To realize cooperative interaction between agents there must 
be an institutional environment that does not benefit some 
persons more than others. Therefore Gauthier introduces an 
'ideal actor' who evaluates different institutional settings 
from an Archimedean point. This ideal actor must choose 
principles of social interaction that ensure full mutual benefit 
for each type of interaction. "The principles chosen from this 
Archimedean point must therefore provide that each person’s 
expected share of the fruits of social interaction be related (..) 
to the contribution he would make in that institutional 
environment most favorable to the actualization of his 
capacities and character traits and to the fulfilment of his 
preferences. (..) In this way the ideal actor relates the choice of 
a social structure to the idea of society as a single cooperative 
enterprise." (Gauthier, 1986, 264).   
 
3. The initial bargaining position 
 
Fair procedures yield an impartial outcome only from a fair 
initial position. The terms for rational cooperation include the 
requirement that each person’s initial endowments must have 
been acquired without taking advantage.372 For this reason 
Gauthier introduces a proviso. This proviso stipulates 'that it 
is not allowed to better one's situation through interaction 

                                                
372 Contrary to his point of departure Gauthier has based his theory of 
original acquisition on a modified form of the Lockean proviso. He moves 
suddenly from a Hobbesian world without moral constraints to a world 
where people recognize the Lockean proviso as a moral constraint. Thus 
his proviso is based on a moral rule that is not based on any contract. 
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that worsens the situation of somebody else'. Not taking 
advantage is a reasonable and fair constraint that natural 
interaction must satisfy in so far as its outcome provides an 
initial position for bargaining. Not taking advantage excludes 
free riders and parasites.  
   The proviso is part of the entitlement theory of justice. (see 
Nozick, 1974, 150ff) The entitlement theory says that the 
question whether a distribution is just depends upon how it 
came about. This theory consists of three sub-principles. The 
first is the original acquisition of holdings, the appropriation 
of unheld things. The crucial point is whether the 
appropriation of an unowned object worsens the situation of 
others.373 This principle of justice in acquisition became 
known as the Lockean proviso. The second subprinciple 
concerns the transfer of holdings from one person to another. 
This is the principle of transfer. The complete principle of 
distributive justice would say simply that a distribution is just 

                                                
373 Nozick mentions an argument that the proviso cannot ever have held so 
as to yield permanent and inheritable property rights. "Consider the first 
person Z for whom there is not enough and as good left to appropriate. 
The last person Y to appropriate left Z without his previous freedom to act 
on an object and so worsened Z’s situation. So Y’s appropriation is not 
allowed under the Lockean proviso. Therefore, the next to last person X to 
appropriate left Y in a worse position, for X’s act ended permissible 
appropriation. Therefore, X’s appropriation was not permissible, and so on 
and so forth to the first person A to appropriate a permanent property 
right.." (Nozick, 1974, 176) 
Nozick distinguishes two ways in which someone may be made worse off 
by another’s appropriation. First, by losing the opportunity to improve his 
situation by appropriation and, second, by no longer being able to use 
freely (without appropriation) what he previously could have used. "A 
stringent requirement that another not be made worse off by an 
appropriation would exclude the first way (..) as well as the second. A 
weaker requirement would exclude the first way, but not the second. With 
the second requirement we cannot move so quickly from Z to A, for 
though Z cannot any longer appropriate, there may still remain something 
to use as before." (Nozick, 1974, 176)  

(I have, compared with the original formulation, exchanged the first and 
the second way with regard to the consequences of the weaker 
requirement). 
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if everyone is entitled to the holdings they possess. The 
existence of past injustices -previous violations of these 
principles- raises the third sub-principle: the rectification of 
past injustices in holdings. The base line for determining how 
I affect you in terms of bettering and worsening your 
situation is determined by the outcome that you could expect 
in my absence. 374 From Gauthier’s point of view the need for 
rectification only rarely occurs. He gives the example of 
Columbus who arrives on an island and attempts to 
appropriate a piece of it. The original inhabitants argue that 
they are making full use of the island and that they consider 
his attempt to appropriate a piece as theft. Gauthier thinks 
that Columbus might plead in return that the original 
inhabitants indeed have a right in the island, but not a right to 
the island. Columbus may, moreover, argue that in his 
opinion the resources and capacities of the island are partly 
wasted. His superior technology can bring them to use and 
secure a higher living standard for all inhabitants. “If an act 
of appropriation occurs in the context of new uses that make 
possible a larger population living in greater material 
comfort, then it need involve no violation of the proviso even 
if the appropriator is an outsider.” (Gauthier, 1986, 293) The 
proviso is not violated when an intruder offers the original 
inhabitants the possibility “to participate in the course of 
human development” (ib, 296)  
  With the proviso we have provided the justification of the 
basic endowments. According to Locke one acquires 
exclusive titles to that which one mixes with one’s labour. 
The second step is to extend this right to the products of one’s 
body and one’s powers. With these steps the state of nature is 
transformed into a state where rights and duties are secured. 
The remaining steps concern the transition from natural 

                                                
374 Nozick suggests that the rectification of past injustices may be the 
justification to honour Rawls’s difference principle. For a rough rule of 
thumb in this case may be: “to organize society so as to maximize the 
position of whatever group ends up least well-off in the society.” (Nozick, 
1974, 231) 
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interaction to market interaction and cooperative interaction. 
Gauthier’s theory is not contractarian in the sense that it takes 
rights as grounded in contract. Entitlements, rights, all the 
things on which private market transactions are based, 
provide the starting point for and not the outcome of 
agreement for cooperative transactions. "They are what each 
person brings to the bargaining table, not what she takes 
from it. Rights are the basis for agreement, not the object of 
agreement." (Ib., 222) The presence of individual right and 
the reciprocal respect for individual rights is a prerequisite 
for bargaining. 
  
4. The market as a morally free zone 
 
Why does Gauthier believe that the market, be it the idealized 
perfect market, is a morally free zone? 375 Decisive from a 
moral point of view, Gauthier argues, is that the exchanges 
on the market are voluntarily and that everybody is entitled 
to reap the fruits of the exchanges in which they are engaged. 
If the initial distribution of resources is right, we can reach 
the very best state of affairs through the competitive market 
mechanism without any political interference. There is 
nothing wrong with a result in which those who produce 
more enjoy a higher income. Inequalities are largely the result 
of people’s varied capacities and motivations.376  

                                                
375 A perfectly competitive market is one in which there are so many 
buyers and sellers in each market that no one can influence prices. There is 
no room for bargaining. There are no externalities and there is no jointness 
in consumption. There is no force and fraud, and there is no failure of 
information. Adam Smith already stressed that the market requires for its 
functioning appropriate laws and institutions. This "protective legal 
umbrella" can be seen as a public good. The market relations offer several 
examples of rational moral conventions, rather than a morally free zone. 
(Buchanan, 1988, 89) Gauthier embraces the remarks of Buchanan as a 
reconceptualization of the traditional view on the social role of morality. 
Rather than seeing morality primarily as constraining, it may be seen as 
enabling. (Gauthier, 1988a, 204) But if this is his opinion, why does he keep 
on picturing the market as a morally free zone? 
376 Income inequalities cannot be attributed to differences in marginal 



 

 

512 

Gauthier limits his view of the market as the mechanism to 
allocate resources and to distribute goods to the ultimate 
consumer. Thus he restricts the market process to the produc-
tion and consumption of private consumption goods. He 
does not refer to what happens inside organizations. And that 
is because he does not take into consideration that the market 
also extends to the labor market. The labor market differs in 
important aspects from the markets for goods and the capital 
market, in the sense that labor is inextricably connected with 
its bearer, the laborer, in a way that capital is not connected to 
its owner. This aspect is responsible for typical problems in 
the domain of incentives, discipline etc., in that in general it 
creates agency problems. In labor markets, markets perform 
disciplinary as well as allocative functions. This means that 
the de facto terms of exchange result in part from sanctions, 
surveillance, and other enforcement activities by the parties 
to the exchange themselves. 377 
Where power relations are present, coercion is usually not 
absent. Gauthier correctly states that "coercion" should not 

                                                                                                           
contributions, as Gauthier takes for granted. Marginal calculations are 
concerned with the increase of output that one extra unit of the resource 
would produce, given the amounts of the other resources. The marginalist 
calculus is not concerned with finding out who ‘actually’ produced what. 
Marginal accounting has a use in decision making regarding the use of 
resources, suggesting when it would be appropriate to apply an additional 
unit of resource and when it would not. To read in that story who actually 
produced what "is to take the marginal calculus beyond its logical limits." 
(Sen, 1985c, 16) 
377 This kind of regulation is referred to as endogenous claim enforcement. The 
need for endogenous claim enforcement arises from the principal-agent 
structure of exchanges, characterized by asymmetrical information. Bowles 
and Gintis (1990; 1993) term these kinds of transactions contested exchanges. 
They claim that endogenous enforcement gives rise to power relations 
among voluntarily participating agents, in which one of the parties is able 
to impose sanctions on the other. Contested exchange involves strategic 
behavior and the success of market institutions depends not only on their 
allocative efficiency, but also on their efficiency in enforcing claims. 
"Through the lens of contested exchange the market looks considerably 
different" [from the image of a perfect market that Gauthier pictures]. 
(Bowles and Gintis, 1993, 86) (see also chapter IX) 
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define the structure in bargaining situations, whose results 
we are to accept as morally relevant. However, Gauthier is 
incorrect in equating coercion in these bargaining situations 
with violations of the Lockean proviso. It cannot be excluded 
a priori that some structures of interaction, some bargaining 
situations, reveal coercion. When Q is drowning and P offers 
to help if Q accepts a deal, and if P claims half of Q's future 
earnings (reasoning from the maximin relative concession 
principle), and Q accepts this, then Q has been subjected to a 
coercively structured bargaining situation. (Fishkin, 1988, 48) 
"All coercively structured bargaining situations imply 'taking 
advantage'; they all involve "threat behavior" (..)" (Fishkin, 
ib., 50)378  
 
5. Bargaining and justice 
 
The features of the human situation that give rise to coope-
ration are an awareness of externalities and free riding. In 
reaching agreement on a joint strategy each individual sees 
herself engaged in a process of bargaining with her fellows. 
Bargaining gives rise to cooperative interaction but is itself 
non-cooperative. In any bargain it is necessary first to specify 
the initial bargaining position of the parties. This position fixes 
a base point from which bargaining proceeds. The bargainers 
are solely concerned with the cooperative surplus. The 
cooperative surplus is what may be gained over and above 
what would result from non-cooperative interaction. Thus we 
might propose to identify the initial bargaining position with 
the non-cooperative outcome, a prebargaining payoff. If 
cooperation is to be rational, the individuals must expect to 
receive out of the bargaining a utility that is at least equal to 
what she would expect from noncooperative interaction. 

                                                
378 Situations of mass unemployment; or situations in which a few retail 
organizations deal with numerous suppliers; or situations where 
customers are confronted with suppliers in a monoloplistic market; all of 
them could be characterized by coercively structured bargaining 
situations. 
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There are numerous ways to divide the fruits of beneficial 
social cooperation, which satisfy differentially the competing 
interests of the would-be co-operators. Selecting one of these 
principles is what one may call the contract problem. Gauthier 
argues that fully informed rational bargainers would adopt 
the principle of minimax relative concession.  
  In the first stage of the bargaining process, each party 
advances a claim. If (as is likely) these claims are 
incompatible, there is a second stage in which each party 
offers concessions to the others by withdrawing some portion 
of his original claim and proposing an alternative. Concession 
making continues until the claims are compatible, or until the 
parties are deadlocked. When is a fair outcome reached? 
According to Gauthier, rational persons will, in bargaining, 
act on a measure of relative concession, in particular on a 
principle of minimax concession. This means that the 
bargainers examine all possible outcomes and agree on the 
outcome that requires the smallest relative concession from 
the individual conceding the most. This principle may be 
formulated equivalently as a principle of maximin relative 
benefit. The relative benefit for an individual is measured as 
the proportion her actual gains over the base-point payoff 
bears to the potential gain represented by her claim.379 
Relative benefit is thus the proportion of potential benefit that 
one actually receives. Gauthier believes that the principle of 
minimax relative concession, or maximin relative benefit, is 
uniquely acceptable to every party in the bargaining 
situation. The idea of rational agreement by all persons on a 
principle demanding that the greatest concession anyone 
makes be minimized, or insuring that the smallest relative 
benefit anyone receives be maximized, addresses the demand 
for acceptability from every standpoint. "We may (...) relate 
rationality, as expressed by minimax concession, to fairness 
or justice, which we claim is captured by maximin relative 

                                                
379 The utility an agent claims is u#, the utility of the portion he will agree 
to is u, and the utility he has if he does not participate is u*. The maximim 
relative benefi is (u# - u)/ (u# - u*). (Gauthier, 1986, 136) 
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benefit." (Gauthier, 1990, 180) The principle of minimax 
relative concession (MRC) constitutes a constraint on the 
pursuit of personal maximum utility. If it can be shown to be 
a rational and impartial basis for cooperative interaction, it 
can be claimed as a moral principle. 380   
  Gauthier uses a model of bargaining that he derived from 
Nash, the Nash bargaining game. It is possible that the 
players reach a meaningful agreement, but the game also 
allows for the possibility of deadlock. Gauthier’s argument 
depends on his showing that the bargaining problems he 
analyzes have uniquely rational solutions. He starts from the 
following three ‘conditions for strategically rational choice’: 
1e each person’s choice must be a rational response to the 
choice she expects the others to make; 2e each person must 
expect every other person ‘s choice to satisfy the first 
condition; 3e each person must believe her choice and 
expectations to be reflected in the expectations of the other 
players. This is the assumption of equal rationality. The idea 
behind the third condition is that the players can replicate 
one another’s reasoning and, hence, that each must be able to 
work out what the others will expect and choose. (Gauthier, 
1986, 61)  381  
                                                
380 The outcome of the MRC principle differs from the outcome of the most 
well-known solution for bargaining problems, considered as fair, the Nash 
solution (also known as the Zeuthen-Nash-Harsanyi solution), which 
maximizes the product of each person's excess utility on the initial 
bargaining position. (see Vallentyne, 1991) 
381 This is a similar assumption as the assumption of common knowledge 
in game theory (see chapter IV). Gauthier admits that were this assumption 
inadmissible "then I should have to abandon much of the core arguments 
of Morals by Agreement." (Gauthier, 1988a, 186) The assumption of equal 
rationality is important because it allows "us to select from the many 
admissible outcomes one that is rational for each to select." (Ib., 188) Thus 
the principle of constrained maximization -the MRC- depends on this 
assumption. Sugden believes that this assumption constitutes a belief in 
rational determinacy, a belief that is not founded. (Sugden, 1990, 773) 
"Rational players will choose strategies (..) that are grounded in common 
experience. This common experience may be of conventions that divide the 
fruits of cooperation unequally and in ways that seem morally arbitrary". 
(Sugden, ib., 786) 
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Gauthier’s solution minimizes the maximum relative 
concession that any party makes. Why not divide the surplus 
according to each contribution to it? Gauthier offers two 
kinds of considerations. First, meaningful claims and 
concession are part of the nature of bargaining. Therefore a 
meaningful role is played by the initial claim. Second, the 
minimax relative concession enhances an impartial solution 
and an impartial solution is rationally acceptable and at the 
same time fair. When his defence for the principle of MRC 
fails, Gauthier admits, he must conclude that a rational 
morality is a chimera.382  
 
6. Constrained maximization 
 
The problematic element in a contractarian theory is the step 
from hypothetical agreement to actual moral constraint. Why 
should an agent accept, ex post, in the actual situation, the 
constraints agreed to ex ante? 
  Gauthier presents an argument that must show why it 
would be rational to comply. The argument depends on there 
being two kinds of agents: constrained maximizers and 
straightforward maximizers. A straightforward maximizer 
(SM) is a person who seeks to maximize his utility given the 
strategies of those with whom he interacts. A constrained 
maximizer (CM) is a person who seeks in some situations to 
maximize collectively the utilities of all the agents with whom 
she interacts. A CM has a conditional disposition to base her 
actions on a joint strategy. A CM is ready to cooperate in 
ways that, if followed by all, would yield outcomes that they 

                                                
382 Gauthier believes that the principle of MRC impartially relates each 
person’s contribution to cooperation to the benefits he receives from it. 
What does he mean by impartiality? He seems to think that there are two 
distinct, but complementary, aspects of impartiality. "The first is a 
connection between impartiality and rationality [it is not rational to agree 
with results that benefit others more than you]. (..) The second aspect of 
impartiality is a connection between impartiality and prima facie moral 
notions like fairness and justice." (Nelson, 1988, 154) Gauthier denies that 
both aspects may conflict. 
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would find beneficial and not unfair. Of course, in the 
"circumstances of justice" it would collectively be rational to 
comply, but it still would pay, individually, to free ride. 
Harsanyi believes that the answer to the question, will people 
comply, might well be that they will if they already assign a 
high enough 'utility' to compliance with agreements as such. 
But this would at the same time imply that they have already 
developed some inner attachment to morality. (Harsanyi, 
1987, 343) If Gauthier does not want to make such a 
presupposition, the answer to the question 'will they comply' 
can only be 'maybe they will'. Gauthier tried to solve the 
problem of compliance by formulating the condition that a 
CM must be reasonable certain that she is among like 
disposed persons before she actually constrains herself.383 The 
ability to detect the disposition of others must, therefore, be 
well developed in a rational CM. Gauthier assumes that 
agents can easily recognize the kind of maximizer they deal 
with (the observability condition). If dispositions are 
observable then it will not help a straightforward maximizer 
to change into a constrained maximizer and renege, for others 
will be likely to foresee that and exclude him from the 
bargain.  
  Gauthier first takes agents to be transparent. Each agent is 
directly aware of the disposition of the other agents. 
Deception is impossible and nobody can be fooled. But if this 
argument were true then Hobbes' problem might never have 
arisen. For it is primarily the uncertainty about the com-
pliance of one's fellow countrymen that creates a state of war. 
Gauthier’s suggestion that constrained maximizers would 
recognize each other and exclude straightforward 
maximizers, so that only constrained maximizing pays, is felt 
to fail. Gauthier admitted that and replaced it with the 
assumption that persons’ dispositions are translucent. 
Another’s disposition cannot with certainty be predicted, but 

                                                
383 The reason is that Gauthier's notion of constrained maximization 
requires departing from the most fundamental principle of non-
cooperative game theory: never use a strongly dominated strategy. 



 

 

518 

merely guessed.384   
  But even this modest suggestion does not solve his 
compliance problem. We have to take into account that the 
interaction of conditional co-operators is problematic. A will 
cooperate if B will, but B will do it only if A does, and so on. 
We have the well-known problem that the probability that 
each will comply depends on the probability assigned to the 
other's compliance. Gauthier cannot convincingly argue that 
his assumptions are realistic and therefore his theory looses 
ground. The main problem is his concern to demonstrate the 
possibility of a rational morality. Rational behavior is in 
contractarian theories characterized by nontuism (mutual 
unconcern). The assumption of nontuism is required to 
ensure that morality is not affectively dependent, so that it 
speaks directly to reason and not to particular contingent 
emotions or feelings. Harsanyi believes that the problem with 
Gauthier’s approach in contrast to the utilitarianism is that, 
though both assume that people are rational and well 
informed, contractarianism accepts nontuism, while the 
second assumes that people are impartially benevolent. For 
utilitarianism, therefore, the commitment to agreed rules is 
easier to understand, whereas contractarianism has to appeal 
to either a reflective equilibrium (Rawls) or to translucency. 
(Harsanyi, 1987, 340) 
 
 
 

                                                
384 Frank's analyses, by the way, bears strong resemblance with Gauthier's 
theory about constrained maximization. Frank puts a commitment model 
against a self-interested model, or conditional cooperative agents against 
non-cooperative agents. He assumes that these characters are recognizable 
through the emotions they will display. To give the impression that one is 
reliable, people must show that they are sincere and fair. When they are 
lying they exhibit for instance uneasiness or shyness. People are driven by 
emotions. "..the commitment model stresses that cooperation is based on 
affection not on reason." (Frank, 1988, 139)  
Quite another point of view is that constrained maximers in repeated 
interactions are engaged in tit--for-tat strategies. 
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7. Gauthier and his critics 
 
Most contractarian theories specify that parties to the 
agreement are mutually unconcerned (take no interest in each 
others interests). They insist that the basic moral constraints 
on conduct apply independently of whether individuals care 
about each other. Gauthier places his agents in a non-
cooperative state of nature where rights and private property 
are recognized. Collective agreements are needed to deal 
with problems of market failure as the underprovisioning of 
collective goods and externalities. Collective agreements are 
rational because they promise Pareto improvements.   
Gauthier gives no justification in terms of justice or in terms 
of a social contract of such phenomena as the price system, 
the market exchange, property rights, or prohibitions on 
coercion and deception. They define or are extensions of the 
state of nature. Rawls does see these basic social institutions 
as a product of a social contract. The first question of social 
justice in his Theory of Justice concerns the appropriate 
principles for designing these basic institutions. The gist of 
Gauthier's objection to Rawls is that there can be no genuine 
social agreement regarding the social institutions that 
constitute the basic structure. This is the natural consequence 
of Gauthier's conceiving of the social contract as an idealized 
bargain between persons with pre-existing property rights 
(and conflicting interests). Gauthier confines his attention, 
therefore, to the agents and actors operating at the micro-
level (of the market). Although he claims that the institutions 
and practices of a just society embody the principle of the 
minimax relative concession, he does not deal with the 
macro-fulfilment of his moral principles. And even though he 
discusses the problems of free riding and externalities, he 
does not address the provisioning of public goods by 
communities. Since his analysis is almost exclusively 
confined to micro level situations he tends to neglect such 
important things as the public interest. This is not without 
consequences for what is in the interest of one group (say, 
insiders) may not be in the interest of another group (say, 



 

 

520 

outsiders). What may be cooperative (constrained) behavior 
on the level of a certain community (say, some firms) may be 
noncooperative in an extended community (when, for 
instance, the interests of consumers are also taken into 
account). (Buchanan, 1988, 79)  
  There are more elements in his moral theory that have 
received critical attention. Some critical points are of minor 
importance for his theory, but others cannot easily be 
disregarded. An example of the first kind is the criticism of 
the principle of minimax relative concession that is 
questioned by several authors. Nelson dismisses this solution 
as "neither supported by intuitions about the nature of 
bargaining, or by any construal of the requirements of 
impartiality." (Nelson, 1988, 155) Gauthier, though defending 
it, admits that it needs modification. For the general (n-
persons) case, this principle should be replaced by a 
lexicographic principle, which can be formulated as a 
minimax principle in relative concession. (Gauthier, 1991b, 
325) Because the principle of minimax relative concession is 
regarded as a subordinate and largely dispensable principle 
(Narveson, 1991), the main arguments of "morals by 
agreement" would remain the same if an alternative, or 
modified, 'fair and impartial' solution would be introduced. 
The fact, therefore, that Gauthier later revealed that he no 
longer wished to defend the principle of MRC because he had 
come to accept that rational bargaining would yield the Nash 
solution (Gauthier and Sugden, 1993), did not raise much 
tumult among his critics. 385 
  Gauthier subscribes in his book to a desire-based concept of 
motivation. Thomas doubted whether this is compatible with 
having a moral disposition. A desire-based theory of 
motivation cannot explain compliance with moral 
                                                
385 The fact that Gauthier abandonned the MRC so easily is surprising 
considered that he had said that 'when his defence for the principle of the 
MRC failed, then he must conclude that a rational morality is a chimera.' 
The attention of his critics for that matter was more directed at the issue of 
cooperation (constrained maximization) than at the principle of the MRC 
(the rule to divide the cooperative surplus). 
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conventions unless these conventions reflect the contents of 
the desires. "If one rejects Kantian meta-physics of the moral 
self in favour of a desire-based conception, the compliance 
with moral principles is reasonable only in the face of some 
coercive structure." (Thomas, 1988, 156) Thomas in particular 
referred to the fact that the actors in Gauthier are nontuists. 
Harsanyi joined in this aspect of Thomas' criticism. He 
discussed the possibility that nontuistic persons have a 
motivational structure that is quite different to that of persons 
who are capable of benevolent feelings towards fellow 
citizens. Defending the assumption of nontuism, Gauthier 
refered to Kant, insisting that morality cannot depend on 
particular psychological phenomena (that is affective 
emotions). But sense can only be made of this claim when one 
subscribes to the Kantian view that reasons can motivate in 
and of themselves, which Gauthier does not do.386 Therefore, 
Gauthier is forced to focus on dispositions instead. A change 
in disposition, however, is one that takes place gradually. 
"Acquiring a disposition, then, may be thought of as 
psychologically setting oneself (or one’s future self) up to 
performing the actions over which the disposition ranges 
even when, in a particular instance, it is contrary to one’s self-
interest to do so. (..) This consideration suggests that 
acquiring a disposition is rather like executing a long-range 
plan." (Thomas, ib., 169)  
  McClennen supports Thomas in his rejection of Gauthier's 
solution to the compliance problem. He proposes that we 
should approach agents as strategic decsion-makers who 
deliberate over alternative plans, i.e., sequences of choices to 
be made over time subject to various contingencies. "What is 
characteristic of such agents is that their ex post preferences 
among available actions are disciplined or shaped by what 
they judge, from the perspective of plans taken as wholes, to 
be the best plan to pursue. If agents are succesful in this 
regard, then it can be said that what they choose ex post to do 

                                                
386 Anyhow not in his Morals by Agreement. But see section 5 in chapter 
XVII. 
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is consistent with what they resolved (or planned) to do. Such 
agents can be described as resolute choosers" (McClennen, 
1988, 112) A capacity on the part of each individual to 
discipline sequences of choices to an adopted plan can suffice 
to make cooperation possible, at least in a certain range of 
cases. What works against this proposal is the separability 
condition, requiring that what determines preferences at any 
point in a sequence of decisions is what would govern 
preferences at that point where the agent to confront that 
choice de novo as a new decision problem, i.e., not against the 
background of previous decisions. 
  Gauthier responded to both McClennen and Thomas. Is a 
constrained maximizer a resolute chooser and does he violate 
the inseparability condition? Gauthier doubts that this is the 
case; for he does not believe that context dependent 
preferences are preferences at all. And, he argues,  "the 
explanatory role of preferences is indirect. Preferences 
explain plans, which in turn explain desires. Desires inform 
the preference ordering that determines her choice among 
plans. Reasons follow from selected plans, and determine her 
subsequent choices." (Gauthier, 1988a, 212) Separability is 
satisfied as a condition on preferences, but not on reasons for 
acting. An agent's reasons for acting are determined against 
the background of her rationally chosen plans. But her 
preferences remain unaffected, remaining indeed her basis 
for choosing among plans. "By distinguishing the role of 
desires and reasons I provide a richer explanatory and 
normative framework to accommodate the complexity of 
rational behavior in the face of both individual preference 
change and the mutual advantage of constraint."  (Gauthier, 
ib.) But he sees no conflict between what he suggests and the 
spirit of McClennen’s argument. However, as reasons for 
choice may change because conditions have changed, then 
the preference ordering may be adjusted. And if they are not 
adjusted, then the separability condition is violated. 387 

                                                
387 We have seen, in chapter XVII, that Gauthier at a later time changed his 
mind and wrote: “Resolute planning requires resistance to the direct 
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In response to Thomas that in absence of tuistic affections 
moral constraint would only be coercively rational, Gauthier 
answered that most interactions take place on the market and 
these interactions, in order to continue, must rest on mutually 
accepted principles. He also claims that we may suppose, " 
that rational persons characteristically come to develop 
positive affections and tuistic concerns for those whom they 
value as fellow participators in cooperative ventures 
governed by the requirements of justice. But this supposition 
can now be seen as grounded in an argument that gives no 
priority to nontuistic preferences, yet equally does not appeal 
to tuistic concerns, in explaining the rationale for morality." 
(Gauthier, 1988a, 220) This does not really answer Thomas' 
comment. 
  A subject that also aroused much controversy is Gauthier's 
division between 'contributors' and 'non-contributors'. As 
Gauthier points out, his theory has nothing to say about 
"equalizing" or "meeting needs". As far as it is concerned, "the 
rich man may feast on caviar and champagne, while the poor 
woman starves at his gate." (Gauthier, 1986, 268) In denying 
that non-contributors have any distributive rights at all, he 
rejects out of hand respecting those with whom we have no 
need of cooperating, such as elderly, retarded children and 
handicapped. Principles of justice that extend rights to those 
who cannot contribute are in his view not rational. This 
characteristic of his theory provoked the judgement that 
justice, as mutual advantage, is "radically incomplete, and to  
that extent a defective conception of justice. (Buchanan, 1990, 
238) 388 

                                                                                                           
appeal of preferences (…).” (Gauthier, 1996, 242/3) Here the status of 
preferences is quite different from the position they have in his comment 
here on McClennen. He also changed the concept of disposition for the 
concept 'intention' and argued that we have reason to do x because we 
have formed the intention to do x (see the discussion about the toxin 
puzzle in chapter XVII).  
388 Individual bargainers must not only be concerned with how much they 
get, but also reflect on the society in which they would like to live their 
lives. Gauthier's autonomous beings are not only moved ultimately by self-
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Reacting to these remarks, Gauthier put the question: does 
deliberative justification, as he calls his moral approach, 
suffice? His answer is that a morality suffices if it can pass 
three tests: "i) is it rational for each individual to dispose 
herself to act in accordance with it (the compliance test); ii) is 
it rational for each individual voluntarily to agree to it 
provided others do as well (the contractarian test); iii) if 
everyone acts in accordance with it, is the outcome optimal 
(the efficiency test)." (Gauthier, 1988b, 389) At that time he 
thought that his theory could pass this test. 
  In more recent articles Gauthier has reconsidered these 
question. First, he emphasizes that the rationale for agreed 
constraints makes no reference to the content of anyone's 
preferences. The argument depends simply on the structure 
of the interaction. (Gauthier, 1991a, 23) He specifically 
appeals to the structure of interaction made explicit in the 
prisoners' dilemma to show how constraint can be rational 
(efficient). (Gauthier, 1991b, 324) In this article he also 
stipulates, "that the key concept of his theory is not "contract", 
but "constraint" and it should be understood prior to 
introducing morality." (Gauthier, 1991b, 325/26) He explains, 
that should he publish a revised version of Morals by 
Agreement, he would first establish the rationality of certain 
constraints before introducing the prisoners' dilemma as 
revealing a structure of interaction calling for mutual 
constraint. He would emphasize that morality consists in 
constraints that are both rational and mutual. And it is here, 
at this point in his argument, that the idea of an agreement is 
needed.  
 
Has Gauthier succeeded in reconciling morality with 
rationality? Those who are sceptical toward Gauthier’s moral 
enterprise argue that moral principles cannot be deduced 
from rationality alone, and that this is the reason why 
Gauthier never succeeded in establishing moral principles 

                                                                                                           
interest, they are under no illusion about it. They publicly affirm self-
interest as fundamental to their social relations and their public reasoning. 
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without taking recourse to some kind of pre-existing 
morality. These critics come out with different examples. But 
mostly they refer to the "Lockean proviso", which excludes 
unfair initial bargaining positions and indicate the role of 
(property) rights in Gauthier's theory. Gauthier had to admit 
that rights provide the starting point for, and not the outcome 
of, agreement. The minimax relative concession principle, for 
instance, only makes sense against the background of 
independent rights of the parties concerned. Property rights 
and rules against force and fraud are essential for the 
functioning of the market. All these pre-existing rights 
undermine the enterprise of deriving morality from 
rationality. "Instead it derives morality from rationality cum 
fairness." (Kraus and Coleman, 1987, 720)  
 
8. The Archimedean point 
 
How to judge Gauthier's’ principles of justice compared to 
those of Harsanyi and Rawls? As I have done in the previous 
chapter in which I compared the average principle with 
Rawls’s principles of justice, I propose that we look at the 
hypothetical choice that grounds the moral basis of the 
selected principles. In particular Gauthier’s view on the 
question: how to characterize choice from the Archimedean 
point (Gauthier's way of referring to the ideal agent who is 
situated as if he was in the 'original position'). Harsanyi’s 
suggestion was that such a choice involves a simple extension 
of the procedure for rational choice under risk and 
uncertainty. What is peculiar to the original position is only 
the form of uncertainty  -one is uncertain about one’s 
identity. Gauthier rejects this comparison. “The Archimedean 
choice is properly conceived, not as a limiting case of 
individual decision under uncertainty, but rather as a limiting 
case of bargaining.” (Gauthier, 1986, 16) Gauthier neither 
supports the idea of viewing the impartial observer as the 
ideal agent. To suppose that a person should choose between 
social structures solely by maximizing the average level of 
preference fulfilment is to suppose, not that he should choose 
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impartially, but that he should exhibit no concern for who he 
is, that he should care not what capacities and preferences he 
has, but only that his capacities enable him to fulfil his 
preferences. 389  A choice is rational only to those able to 
identify with it, and impartial only if all are able to identify 
with it.  
  Should the ideal actor choose the lexical difference 
principle? Rawls’ appeal to the position of the least 
advantaged seems very powerful. But it does not show, 
Gauthier believes, that the principle is able to command the 
support of the more advantaged. Their position is not 
defended on the recognition of entitlement based on their 
contribution to the total product. "The difference principle 
represents, in effect, an agreement to regard the distribution 
of natural assets as a common asset." (Gauthier, ib., 249)     
  In a situation of non-agreement each person seeks to secure 
as much primary goods as possible for herself. Through 
cooperation people are able to produce more of those 
primary goods which each wants. This social surplus is that 
portion of the total quantity of primary goods that would not 
be produced without cooperation. The difference principle 
should not be applied to the total quantity of primary goods, 
but only to the social surplus. Gauthier refers to this as the 
proportionate difference principle. Rational people will accept 
principles of distribution only if its scope is restricted to the 
social surplus, for only in this way are the idea of mutual 
advantage uphold. This principle, therefore, links the idea of 
society as a cooperative venture for mutual advantage with 
justice. (Gauthier, 1990, 175) In denying to each person a right 
to his individual assets, Rawls is led to collectivize those 

                                                
389 Although the ideal actor is not aware of her identity, she is aware that 
she has an identity. "It then seems reasonable that she chooses with this in 
mind, and considers her claim on the fruits of social interaction given that 
identity. She would then choose a principle to regulate interaction in such 
a way that the particular, natural characteristics of each person, insofar as 
they affect what she accomplishes, will enter into the determination of the 
distribution of benefits. " (Gauthier, ib., 251)  
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assets. Not only utilitarians do not take seriously the 
distinction between the individuality of persons, neither does 
Rawls. 390 
  What is the role of the Archimedean choice in Gauthier’s 
analysis? "The role of the Archimedean point is to reveal the 
moral impartiality in rational agreement. Primarily it serves 
to confirm, from a moral perspective, the rational derivation 
of impartial constraints on straightforward maximization." 
(Gauthier, 1988b, 414) 
  The relevant actor in the Archimedean point is the ideal 
person. What is ideal is in large part determined by what is 
absent rather than by what is present. She is neither the 
impartial observer, nor the ideal sympathizer or the selfish 
appropriator. "The ideal actor is of course rational and 
generally informed, but she seeks her greatest utility without 
being aware of the particular circumstances in which she acts, 
the parti-cular capacities with which she acts, and the 
particular preferences for which she acts. But the ignorance of 
the ideal actor extends only to her inability to identify herself 
as a particular person within society. About the nature of 
society and its members her knowledge is as complete as can 
be. She knows the limits and variations of human capacities. 
She knows the range of feasible social structures, and the 
individual roles afforded by each." (Gauthier, 1986, 235/6) 
   

                                                
390 In his “Kantian Constructivism in Moral Theory”, Gauthier argues, 
Rawls presents the problem of Archimedean choice as the adoption of 
principles to serve as the effective public conception for a well-ordered 
society in which citizens regard themselves as moral persons characterized 
by two moral powers. A concern for justice is given and Archimedean 
choice is then to express that concern. "Rawls is led to the Kantian view 
that apart from each person’s contingent self he has a real self, the moral 
person defined by a concern with justice and the good, and this real self is 
the proper subject of all moral choice. Removing all knowledge of the 
contingent features of individual identity reveals the real self, who alone 
escapes the nexus of social determination." (Gauthier, 1986, 257) Gauthier 
denies that there is such a real self, or that it is useful as a theoretical 
construct.  
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How may we characterize choice from the Archimedean 
point? The ideal actor reasons from conditions common to all 
individuals. She considers that an actor will only interact 
when she benefits from it and expects the same attitude of all 
actors. Thus, there must be a guarantee of mutual benefits 
and this excludes that someone betters herself through 
interaction that worsens the position of others. To this end the 
ideal actor chooses the proviso as one of her principles for 
interaction. Given freedom, constrained by the proviso, the 
agreement not only promises mutual benefit but also social 
optimality and this warrant the emergence of a perfect 
competitive market. This is the basis framework from which 
the ideal actor proceeds to consider principles for interaction. 
The fruits of cooperative interaction must be distributed 
according to each's contribution and the MRC emerges.  
Social interaction must be modelled as a bargain or contract, 
acceptable to all individuals. Not having an identity of 
herself, the ideal actor takes on the identity of each 
individual. Contrary to Harsanyi she does not single out a 
representative identity, she must maintain the separate 
identities and chooses as if she were to bargain as each single 
person. 
  When we compare Gauthier’s Archimedean point with the 
original positions of Harsanyi and Rawls, then it is obvious 
that it is close to Harsanyi’s conception of the original 
position. There is a thick definition of the good and the 
suggestion of a thin veil of ignorance (or something that 
replaces it). 391 The right action in both approaches is the 
action that maximizes the good, however defined. The basic 
consideration to reject the average principle is that Gauthier 

                                                
391  Gauthier is never explicit on whether his Archimedean point requires a 
veil of ignorance. Harsanyi introduced the veil of ignorance to guarantee 
impartiality, but Gauthier has imbedded impartiality in the ideal agent. 
The choice of the ideal actor concerns the choice of the ideal social 
structure in which the expectations of benefits from cooperation are no less 
than people might receive in an alternative social structure. His imagined 
bargaining determines the scheme of cooperation. The choice of a social 
structure also brings him closer to Harsanyi than to Rawls. 
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denies the unlimited possibility of both maximizing 
individual utility and social welfare. His disagreement with 
Rawls goes much deeper. Rawls denies, in his view, agents 
the right to the fruits of their individual assets. 392 
  It looks as if the Archimedean point only serves to lend 
some prestige to the principles Gauthier proposes. The 
deductions of his principles are fully explained by his picture 
of the ideal agent, who believes that moral principles should 
support individualism and should reward personal qualities. 
This ‘economic agent’ knows what rational people care about. 
And the sole principle that people really accept in their 
interactions is a principle that connects liberty of action and 
mutual benefit, for that is the only rational principle that can 
guide cooperative interaction among non-tuist agents.  
 
9. Conclusion 
 
The concern of moral theory, as Gauthier perceives it, is to 
systematize the practice of making moral judgments and to 
give us a deeper understanding of what moral justification is. 
Gauthier's project is praiseworthy because he endeavors to 
formulate a moral theory -and its corresponding moral 
obligations- that is not grounded in religious doctrines. He 
does not share the view that there are extra moral 
foundations for moral justification. He calls this mode of 
justification, deliberative justification. Gauthier embraces the 
Hobbesian thought that morality is authoritative for us in so 
far as it advances our interests. Gauthier's project is to ground 
morality in rational agreement and rational agreement 
requires mutual advantage. In many situations persons can 
see the benefits to themselves to participate in practices 
requiring constraint on maximizing when such mutual 

                                                
392 Nozick added that Rawls was more concerned with material equality 
than with individual rights (referring to property rights). The achievement 
of such equality required coercive state institutions. How did this fit with 
Rawls concern for freedom? 
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constraint is mutually advantageous. The 'foundational crisis 
of morality' (the question whether there are moral 
imperatives) "is solved by exhibiting the rationality of 
compliance with mutual, rationally agreed constraints on the 
pursuit of desires, aims and interests." (Gauthier, 1991a, 29)  
  Deliberative justice entails the claim that only those who 
make (or at least can make) a contribution to the cooperative 
surplus have rights to social resources. Morals by Agreement is 
a truly radical and severe view.  Gauthier’s moral man is only 
devoted to prudentially undertaken affairs. He has no real 
concern for the advantages of others. Unless he expects to 
benefit, he is unwilling to accept restrictions on the pursuit of 
advantages that are intended to equalize the opportunities to 
all. In other words, he has no concern with fairness. 393 

  Equality is not a fundamental concern in morals by 
agreement. It appeals to the equal rationality of bargainers to 
show that their agreement satisfies the moral standards of 
impartiality. But impartial practices respect persons, as they 
are, the inequalities among them as well as the equalities. 
Gauthier admits that the moral constraints that are conditions 
of mutual advantage do not correspond in every respect to 
the plain duties of convential morality. The explanation is 
that morals by agreement are the morals of economic man. 
Economic man sees the moral and political orders as 
convential constraints, curbing the natural expressions of his 
desires. Economic man is an appropriator. His favoured 
habitat is the perfectly competitive market. He is only 
concerned with society as an instrument or tool for the 
attainment of his personal ends  -a tool that he must share 
with his fellow citizens. 

                                                
393 Gauthier's theory shares an implicit feature of Hobbes' theory, namely, 
that human beings regard each other as being merely of instrumental 
value. "This shows that Hobbesian moral contractarianism fails in an 
important way to capture the nature of morality. It seems to be a feature of 
moral life that we regard human beings, whether or not she is 
instrumentally valuable, as always intrinsically valuable." (Hampton, 1991, 
49)  
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From Gauthier's point of view there are two domains of 
justice: one prohibits taking advantage and the other is 
concerned with the cooperative provision of mutual benefits. 
Whatever force moral claims have derives entirely from their 
role in overcoming the problem of reconciling individual 
maximizing action with Pareto-optimality. Gauthier deviates 
from Hobbes' moral theory by arguing that moral constraints 
do not have to be external and coercive, but that they can also 
be implemented spontaneously. The core of Gauthier’s moral 
theory consists in arguing that 1e rational agents will accept 
constraints on their behaviour; 2e they will rationally comply 
with these constraints. Gauthier defends the constraints on 
maximization entirely from the standpoint of the maximizing 
agent. He makes no reference to mutual benefits, or to fair 
optimality or to anything that would establish the constraints 
as moral behavior. “(...) constrained maximization is not a 
moral conception.” (Gauthier, 1993, 187) Constrained 
maximization provides for the possibility of morality. It 
creates a space for moral reason.  
  Crucial for Gauthier’s project is that he succeeds in 
grounding morality in rational agreement. It is essential for 
the enterprise that it should not start from any moral 
premises. But Gauthier introduces rights and entitlements 
that are not the object of any agreement right from the start. 
The core of his theory is the two assumptions mentioned 
above. Crucial is the second assumption and here the weakest 
spot is revealed: the argument for compliance. Agents will 
only be disposed to constrain themselves when they expect 
that others will do likewise. The probability that someone 
will comply depends on the probability assigned to the 
compliance of other agents. Given this condition Gauthier 
shifted the analysis from an action-oriented approach ‘what 
are the reasons for constraining oneself’ to the question ‘when 
will people be disposed to constrain oneself', which depends 
on his expectation about the behaviour of the other agents.  
  Did Gauthier succeed in grounding morality in rationality? 
Though most critics applaud his attempt in connecting 
morality and rationality, they also think that his theory is 
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fundamentally flawed. To justify morality, it won't do to 
show that behaving morally pays. One also needs to show 
that people having the disposition to constrain their pursuit 
of personal benefits do so on moral grounds, for the 
alternative explanation would be that those people act 
irrationally, if acting morally did not pay.  The contribution 
of his theory to practical affairs is thought to be very small 
indeed by some critics. In the opinion of Braybrooke, the 
technical perfection to which Gauthier has brought social 
contract theory has deprived his theory of any possibility of 
effective application. Its demands for information (for 
instance needed to establish the maximum claim for each 
agent) are too fantastic to be ever met. "The fanciest flights of 
ethical theory makes no practical discoveries, and discover no 
practice advice." (Braybrook, 1987, 764) 
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                                      CHAPTER XXIV 
 
 
 
 
      
          EQUALITY, LIBERTY AND DISTRIBUTIVE JUSTICE                              
 
 
 
1. Introduction 
 
In this chapter I address two issues. The first is a final 
judgement about the ethical theories that were presen-ted in 
the preceding chapters, especially questioning their view on 
distributive justice. The second is a view on inequality that 
does not depart from some hypothetical situation. This issue 
will occupy the largest part of this chapter.   
  We can separate theories of distributive justice into three 
elements: moral principles (e.g., treating people equal)  
rules of justice (e.g., the average principle)  a particular 
distribution. The principles define the rules and the rules 
generate the distribution. We have seen that there is no sense 
in trying to establish which principle is most justified. A 
principle is more or less the inevitable outcome of a given 
construction of the original position and the accompanying 
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theory of the good. What we can do is to question this 
construction and to question the legitimacy of the chosen 
principle. I have done this in the preceding chapters.  
  In this chapter I want to see to which extent the three 
principles create a moral space for a policy of distributive 
justice. This is the subject of section 2. In the sections that 
follow I do not longer refer to a hypothetical construction as 
an original position to ground a rule of justice. Instead I will 
make a direct appeal to notions like liberty, fairness and 
equality. I first discuss egalitarian policies that turn on the 
question whether distributive justice must strive towards 
equal outcomes or equal opportunities. In the next two 
sections I discuss the impact of the concepts of liberty and 
equality for distributive justice. I find support for the 
difference principle in the priority view. Thereafter I discuss 
Sen' s capability approach as an elaboration of the priority 
view and finish with some observations on the welfare state. 
My conclusions follow in section 8.    
 
2. Theories of distributive justice 
 
Suppose we say that the motivation for being just is inspired 
by the idea of the long-term advantageousness to oneself of 
being just. Or, alternatively, suppose that the motivation for 
being just is the desire to act in ways that can be defended to 
oneself and to others without appealing to personal 
advantage. On the first argument, justice consists in playing 
one's part in mutually advantageous cooperative 
arrangements. In the second approach the motivation for 
being just is the desire to act in ways that can be defended 
impartially. People seek agreement on principles that nobody 
could reasonably reject. These two motivations are central in 
the distinction that Barry draws between the main 
approaches to justice: "justice as mutual advantage" and 
"justice as impartiality".   
  The idea of justice as mutual advantage is that the just 
outcome should represent for parties a gain over what they 
would have acquired without cooperation. The process of 
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determining a fair outcome has, therefore, to be split in two 
parts. There is a two-stage approach to reach an agreement. 
The first consists in establishing a nonagreement point. The 
other consists of a move to outcomes that are more efficient. 
There are two related, but distinct, ideas about the move from 
the nonagreement point to the Pareto frontier: reflections of 
relative bargaining power and preservation of relative 
positions, that is to say equal utility gain. The common 
element that unites the solution concepts is the notion of an 
equal gain over the nonagreement point. 
  The rationale of the Nash bargaining solution is that it 
reflects relative bargaining strength. A variant on the Nash 
solution is Gauthier's "splitting the difference". Gauthier takes 
at one extreme the most that each of the parties concerned 
could achieve with the utmost cooperation of the other 
parties and at the other end the nonagreement point. Both the 
Nash bargaining solution and Gauthier's solution take the 
gain in utility as that what is to be divided equally. The 
essence of justice as mutual advantage is that the rules are 
adhered to only to the extent that doing so will further the 
good.  
  The range of justice in the theory of Gauthier is considered 
to be very impoverished. The congenitally handicapped and 
defective fall outside its domain, because nobody can expect 
benefits in return for protecting them. They do not contribute 
to any ‘surplus’, and therefore are not entitled to take part in 
its division. Since their contribution is zero, their reward is 
equally zero. And thus, "justice as mutual advantage fails to 
do the one thing that we normally expect a conception of 
justice to do, and that is to provide some moral basis for the 
claims of the relative powerless and dependent." (Barry, 1996, 
46) Besides this objection, Barry mentions two additional 
ones. First, it does not provide an adequate motive for 
compliance. Second, it necessarily encourages a constant 
struggle for positional advantage. Barry's judgment is "..that 
justice as mutual advantage is a radically defective theory." 
(Barry, ib., 33) 
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The basic idea of justice as impartiality can be expressed in a 
variety of ways. One is that we use the construction of an 
original position and ask the parties what outcome they 
would favor if they did not know what position they 
occupied. The other is, again using the construction of an 
original position, to ask parties to propose principles for the 
distribution of benefits and burdens that they think ought to 
be acceptable to everyone affected. The first approach comes 
down to the claim that, if something's being just is to count as 
a good reason for doing it, justice must show equal concern 
for the interests of all agents. In the other approach the 
motive to act justly should be the desire to conduct oneself in 
ways that can be defended to others in reasonable terms.  
  Barry classifies impartial theories of justice on the basis of 
two characteristics: a) what is the amount of information 
available (or, how thick is the veil of ignorance); b) are the 
actors pursuing their self-interest, or are they trying to reach 
a reasonable agreement. (Barry, 1989, 320) Barry argues that 
the role of the veil of ignorance is radically different in 
original positions defined by alternative motivations. When 
parties are assumed to be self-interested or not to take interest 
in one another's interests, a veil of ignorance is essential. But 
when they are assumed to be motivated by the desire to reach 
an agreement in reasonable terms, "a veil of ignorance is an 
optional feature -a heuristic device which can be resorted to 
on occasion, but does not have to be relied on to create 
solutions." (Barry, 1989, 331) The invocation of the veil of 
ignorance is simply a way of giving a claim of impartiality 
some dramatic force. On the basis of these characteristics, we 
can distinguish three variants of impartial theories of justice: 
the Harsanyian variant, the Rawlsian variant and the 
Scanlonian variant.  
  In both the Harsanyian and the Rawlsian variant people are 
assumed to be interested in their own well-being only. Both 
these variants, therefore, employ a veil of ignorance. In the 
Harsanyian variant a thin veil of ignorance is accompanied 
by a thick theory of the good. In this variant maximizing 
preference-satisfaction is the right thing to do.  
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The Scanlonian and the Rawlsian theories both seek to justify 
principles without imposing any specific conception of the 
good. The criterion for a justifiable principle is non-
rejectability in a Scanlonian original position and the 
fundamental arguments for Rawls's principles have always 
been that they form the basis of agreement among people 
with different conceptions of the good. The difference, with 
respect to the relation between the good and the right, is that 
"for Rawls justice constrains the content of the good and in 
the Scanlonian version justice constrains the pursuit of the 
good." (Barry, 1996, 57) Another difference between 
Harsanyi's moral theory and the variants of Rawls and 
Scanlon is that the former is outcome oriented, while the 
other two are opportunity oriented. In Harsanyi's case the 
moral right rule for the division of scarce resources is that 
rule which would guarantee that average expected utility is 
maximized. An alternative is offered by the other two 
variants, which do not require that the division of scarce 
resources should be set up with an eye on maximizing 
average utility, but that the division of the resources itself 
should be fair and thus be an equal division. 
 
Buchanan shares Barry’s judgement about justice as mutual 
advantage. He even calls the distinction between justice as 
mutual advantage and justice as impartiality "a watershed in 
theorizing about distributive justice". (Buchanan, 1990, 252) 394 

Since justice as mutual advantage is deaf to injustice, by 
excluding persons from the class of subjects of distributive 
justice, while justice as impartiality is grounded in the 
principle of equal concern (Harsanyi), or in the moral 
equality of persons (Rawls), I will, in discussing inequality, 

                                                
394 In fact Buchanan talks about subject-centred theories of justice. This is 
not the same as justice as impartiality, because Buchanan does not 
assume that the principles of justice are the object of an agreement of any 
sort. Nevertheless there are many similarities with the theories of Rawls 
and Scanlon. He calls Rawls’s theory a Kantian version of subject centred 
justice.  
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refer only to these impartial theories of distributive justice. 395 
  Rawls’s theory embodies a real concern with distributive 
policies, but Barry finds Rawls’s official argument for the 
difference principle unconvincing. The real basis for it, he 
suggests, is to be found in his view on inequality (in chapter 2 
of his book) and not in his construction of the original 
position (chapter 3). But, then, why did he appeal to it? Barry 
thinks it is because Rawls makes the claim that once the 
original position has been fully specified; no further appeal to 
morally tinged notions is required. In contrast, Scanlon 
appeals to moral intuitions. Scanlon has advanced the idea 
that what is fundamental to morality is the desire for 
reasonable (informed, unforced) agreement. Thus, 
"contractualist morality relies on notions of what it would be 
reasonable to accept, or reasonable to reject,.." (Scanlon, 
1982,113) In the Scanlonian variant the original position only 
has to embody the circumstances of impartiality. But 
impartiality is not guaranteed by means of the figure of an 
impartial observer, but by means of the requirement that 
there is a free debate about issues of social justice. This bears 
resemblance with an ideal discourse situation and it refers 
also to the public nature of moral rules. Thus, more weight is 
put on the coherence argument and less on the specific 
construction of the original position as a fair situation for 
deciding on principles. The plausibility of Rawls' arguments 
would be enhanced, Barry suggests, if he could argue that 
individuals with full knowledge of their situation accepted 
his principles, because they could not reasonably reject it 
whatever position they occupy.  
  Barry, moreover, beliefs that Rawls's principles would be 
easier and more persuasively defended by a direct appeal to 
moral arguments for liberty and equality. (Barry, 1989, 215) 
                                                
395 A subsequent reason is that in the theory of justice as mutual 
advantage inequality as such is not really a matter of concern. Nozick 
argues that a discussion about distribution wrongly assumes that there is 
something to be distributed. Most goods, however, are not up for 
distribution or redistribution. These are goods to which particular people 
already have entitlements or special claims. 



 

 

539 

This direct approach could also be supported by the deeper 
theory Dworkin attributed to Rawls. The direct approach 
would start from the argument that practically all inequalities 
are the result of good and bad luck and are, therefore, 
morally arbitrary. This argument leads from equal 
opportunity to equal income and from there via the notion of 
Pareto improvement to inequality. The difference principle is 
based on the acceptance of the argument that strict equality 
may be waived when it is in everybody’s advantage to do so. 
This is reasonable. The difference principle requires that 
inequality be thus justified and simultaneously that efforts to 
reduce inequality are accepted when they can be defended. 
The arguments for reducing inequality can only be rejected 
when it can be shown that they are not reasonable. What 
would be unreasonable arguments in favour of reducing 
inequality? I will investigate this issue further in the 
discussion between ‘egalitarians’ and ‘prioritarians’.  
  Does Harsanyi ’s theory of social choice support distributive 
policies? Not really. Of course utilitarians acknowledge the 
diminishing marginal utility of money, and recommend 
distributive policies but only when they conform to Pareto 
conditions. In general they do not favor that the state 
interferes in the voluntary transactions of citizens. The 
average principle symbolizes the freedom of choice against 
paternalism. We shall not judge Harsanyi ‘s ethical principles 
on the basis of a hypothetical choice either, but instead look 
for support for distributive policies in the conceptions of 
equality and liberty as practised in liberal individualism. 
 
3. Egalitarian policies  
 
Every moral theory has some conception of equal regard at its 
heart. Treating people with equal regard is looking at them 
from the moral point of view, seeing them as holding equal 
moral status. (Griffin, 1985) The thought that we ought all 
have equal ultimate well-being, as a matter of justice, is based 
on the conviction that we are all equally deserving, or equally 
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entitled to well-being.396 Cohen (1989) treats the various 
egalitarian proposals as equalisandum claims. These claims 
specify that which ought to be equalized, or what, that is, 
people should be rendered equal in. A strong kind of 
egalitarian principle is exemplified by: (Raz, 1986, 225) 
 
1: ‘All F’s who do not have G have a right to G if some F’s 

have G’ 
 
The sensitivity of this principle to existing distributions is the 
crucial indication of its character as an egalitarian principle. 
Being an F by itself does not qualify one to G. It is the actual 
existing inequality of distribution that creates the entitlement. 
This kind of principle is the paradigmatic (strictly) egalitarian 
principle. They are omnipresent in the main line of 
egalitarian theories. Consider the following rule: “If some 
people are better of than others, then those who are less well 
off are entitled to the extra benefits necessary to bring them to 
the level of welfare enjoyed by the better off.” (Raz, 1986,230) 
This is a rather radical egalitarian claim. 
  Dworkin has evaluated egalitarian theories of distributive 
justice. He distinguished two categories of theories of 
distributional equality. The first, equality of welfare, holds 
that a distributional scheme treats people as equal when it 
distributes or transfers resources among them until no further 
transfer would leave them more equal in welfare. The second, 
equality of resources, holds that it treats them as equals when 
it distributes or transfers resources in such a way that no 
further transfer would leave their share of resources more 
equal. (Dworkin, 1981a; b) 
  An example of the equality of well-being is Arneson’s 
distributive subjectivism. Arneson combines a resource-based 
approach with a claim to equal well-being. He defends the 
claim that resources are to be distributed in such a way that 

                                                
396 "Equal desert or merit for welfare is what we need, (..) but 
considerations of desert have in general been pointed to as justifications 
for inequality rather than equality." (Narveson, 1984, 37/8) 
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each individual enjoys the same level of well-being. He 
claims that "for purposes of determining what should count 
as fair shares from the standpoint of distributive justice, the 
appropriate measure of a person’s resources is some function 
of the importance those resources have for that very person 
as weighted by her conception of her own welfare. (..)." 
(Arneson, 1990a, 159) He calls this claim distributive 
subjectivism. Arneson takes distributive subjectivism to be 
the rational kernel within classical utilitarianism. He restricts 
the discussion to self-interested preferences. But he does not 
take someone's actual preferences into consideration to 
establish his or her well-being. Instead he refers to 
hypothetically constructed preferences; preferences a person 
would have if he were engaged in extended deliberation 
about the preferences he or she should have did he or she 
possess perfect information. 
  A well-known objection to this proposal concerns the 
question of expensive preferences. For some philosophers the 
problem turns on the question whether these preferences 
were acquired in a substantially voluntary or involuntary 
way. (Cohen, 1993, 13) When a person gained the preferences 
by a chain of events for which he is in no way responsible, 
then equal opportunity for welfare demands compensation. 
Many persons, however, feel that it cannot be fair to grant 
more resources to those with expensive tastes even if they are 
in no way responsible for those tastes. They might allow 
special compensation for people with physical or psycho-
logical handicaps, but it would be perverse to compensate 
those who suffer from “preference handicaps”.  
  Arneson disagrees, "what good reasons could there be for 
treating involuntary expensive preferences due to handicaps 
differently than involuntary expensive preferences due to 
tastes? A subjectivist insists on parity of treatment." (Arneson, 
ib., 190)  The alternative is the construction of a theory of a 
perfect flourishing life that could serve as a reference for a 
theory of distributive justice. The ‘do not compensate for 
expensive tastes’ intuition rests upon a conviction that mere 
preferences are distinguishable from true human needs. 
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Arneson thinks that this may prove to be illusory. It may 
"turn out that the only possible justification for discriminating 
in the treatment of physical handicaps and other expensive 
preferences is perfectionist knowledge of human good." 
(Arneson, ib., 194) 397 
  Dworkin argues that we have no reason to accept any of the 
versions of equality of welfare as a theory of distributional 
equality. Neither version can provide more than an idle or 
self-defeating principle of equality of distribution. He 
concludes that equality of welfare is not as coherent and 
attractive as it is often taken to be. We therefore have reasons 
to consider the alternative ideal of equality of resources.  
  No division of resources is an equal division if, once the 
division is complete, any person would prefer someone else's 
bundle of resources to his own bundle (the envy test). 
Equality of resources could require the design of a division of 
resources that compensates for physical and mental 
handicaps. The problem is to determine what handicaps are 
to be compensated and to what extent? When we take equal 
concern and equal respect as our point of departure, how 
should resources be divided to promote a good life? In order 
to answer this question Dworkin introduces a hypothetical 
                                                
397 Arneson’s argument is intriguing because he connects distributive 
subjectivism with utilitarianism. The utilitarian rule is the average rule 
and though there is a connection with subjectivism, there is no link with 
individual utility, only total utility is relevant. The consequence is that if 
person A is a cripple and person B a lucky fellow and when person A 
gets half the utility that person B gets from the same amount of income, 
then utilitarian logic tells us that more income should be allocated to B 
than to A. This is a reversal of Arneson’s suggestion. Another 
characteristic of Arneson’s argument is that distributive subjectivism 
regards persons as mere containers of utility, as “passive carriers of 
desires”. This conflicts with a prioritarian view, which requires that in so 
far as there are conflicting claims it is an objective evaluation of these 
claims and not merely the strength of the subjective preferences that is 
relevant. One does not "compare how strongly the people in question feel 
about their preferences, (..) but rather inquire into the reasons for which 
these benefits [honouring claims] are considered desirable." (Scanlon, 
1975, 660) 
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model of a voluntary exchange (an auction) and an insurance 
market. The starting point of the auction is that everyone has 
at his disposal a same initial amount of purchasing power. 
The auctioneer commands the resources on which everyone 
can bid. The auction is used as the true measure of whether 
particular persons command the resources he or she wants. 
The idea of an insurance market is available for those with 
expensive tastes or cravings. 
  Production and trade would disturb equality of resources, 
once established by the auction, and corrected to provide for 
handicaps. If people begin with equal resources, they may 
end, as a consequence of having different skills, with different 
incomes. That is why Dworkin suggests a periodic redistri-
bution of resources through some form of income tax. 
(Dworkin, 1981 a/b)  In Dworkin ‘s approach the egalitarian 
policy has been transformed from a right to equal welfare to a 
right to equal resources, complemented with an income tax.  
  The egalitarian theories of distributive justice of Arneson 
and Dworkin may be consistent elaborations of egalitarian 
principles, but both represent strong equalisandum claims. 
"A strong equalisandum claim is the claim that people should 
be as equal as possible in the dimension it specifies. A weak 
equalisandum claim says that people should be as equal as 
possible in some dimension but subject to whatever 
limitations need to be imposed in deference to other values. 
(..)". (Cohen, 1989, 908) What should be equalized and to 
what extent? How to draw the line? Consider the following 
rules of entitlements: (Raz, 1986, 220) 
 
2: ‘All those who are equally F are entitled to equal G’ 
3: ‘All those who are equally F are equally entitled to G’ 
 
Claim 2 is a strong equalisandum claim; "all F's are entitled 
to, for instance, equal education". Claim 3 is a weak equali-
sandum claim; "all F's are equally entitled to education". The 
next sections show that strong equalisandum claims have 
little support in the liberal body of thought. Liberal policies 
directed to reduce inequalities only support the weak claim. 
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4. The value of liberty 
 
What does it mean to interfere with one’s freedom? Do I 
always interfere with your freedom when I make it 
impossible for you to do what you want to do? Say you want 
to do x. In order to do this you need z. I have z. Am I 
interfering with your freedom to do x when I do not supply 
you with z? Surely not, Narveson thinks.  We must 
distinguish between positive and negative freedom and 
between positive and negative rights: (Narveson, 1984, 51)  
A has a negative freedom to do x = nobody prevents A’s 

doing x.  
A has the positive freedom to do x = A has whatever is 

needed in order for A to do x. 
A has the negative right to do x= no one may prevent A from 

doing x 
A has the positive right to do x= A must be provided with 

whatever A might need in order to do x, if A lacks it. 
The liberal attitude is to take the negative definitions of rights 
and freedoms as guiding principles: the minimization of the 
interference with freedom and the denial of a right to be 
supported. No one has the duty to make another person’s life 
agreeable. From the perspective of liberal individualism we 
have to respect everyone ’s autonomy, but we have no duty 
to provide resources to enlarge another's potential to an 
autonomous life. Though on the liberal view individuals have 
no positive rights, we could still refer to the liberal equality 
principle that is, counting everyone for one. Though this 
principle ensures only equal regard or disregard, that is, 
neutrality, impartiality or indifference, it could be used to 
deliver an argument for a policy to enhance everyone’s 
opportunities. We could, for example, distinguish an equal 
right to happiness, from a right to equal happiness.   
  The ‘equal right to...’ formulation provides an argument for 
the justification of a compensatory policy based on the idea of 
“equal opportunity”. Which rule would follow from this? To 
answer this question we have to know which factors 
determine someone’s (material) success in life. Three factors 
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are usually mentioned (see Fleurbaey, 1995, 26): 
1e the skills and assets that a person has acquired during 

lifetime; 
2e the abilities and talents with which that person was born 
3e the effort a person is prepared to spend.  
Thus we can identify three factors: r (resources, the factors 
that government and institutions can directly control)), t 
(talents, biological and natural circumstances, irreducible 
social factors) and w (will, that represents everything for 
which the individual is responsible) that influence an 
individual’s ‘outcome’ H. The individual outcome can thus 
be written as: H (r, t, w).  
  A policy of equal opportunity seeks to compensate t dif-
ferentials but not w. The cut between t and w can be defined 
as those factors that are outside the agent’s control whereas 
all the factors, for which the individual can be deemed 
morally responsible, because she fully controls them, belong 
to the w heading. The rule of the compensatory variant of 
distributive justice is the rule that resources are re-allocated 
in order to compensate for t differentials but not w.398    
 
5. Equality or priority? 
 
Parfit wondered whether it plausible to assign intrinsic value 
to equality. Were equality intrinsically valuable, then it 
would always be better to realize more equality. But he 
realized that we could have more equality in different ways, 
for instance by making everybody worse off. Suppose that 
the people in a community are either (a) equally well off, or 
(b) equally bad off. Parfit concludes that, "the principle of 
equality could not tell that (b) is worse". (Parfit, 2000, 84) A 
reduction of inequality by taking away from the better off in 

                                                
398 There is in liberal individualism no question of a compensation for r 
differentials. Compensatory resource-policy provides additional 
resources to guarantee equal chances to develop one’s talents and 
capacities given the existing resource differentials. In this way it implies 
an indirect transfer of resources. 
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society without improving the situation of the worse off 
cannot be good in any respect. "One situation cannot be better 
than another situation in any respect if there is no one for 
whom it is better in any respect." (Tungodden, 2003, 6) This is 
known as the levelling down objection.  
  Suppose that the concern for inequality conflicts with the 
concern for the worse off group. Do we have a special 
obligation to the worse off group? Consider the following 
alternative states: x = (2, 10, 100) and y = (1, 100, 100). (This 
example is borrowed from Tungodden, ib., 14). Many 
inequality measures would say that there is more inequality 
in x than in y. Thus following the equality principle we 
would say that y is better than x. When we now look at the 
position of the worst off group then x is better than y, because 
the level of well-being of the worst off is better in x than in y. 
If we should stick to the notion that y is more equal than x, 
then we would have a conflict between equality promotion 
and the difference principle. 399 
  When it would be accepted that the goal of social justice is 
not to create complete equality, but to reduce inequality by 
protecting the worse off group, then we switch from the 
egalitarian rule to priority view. The priority view says: 
"benefiting people matters more the worse off these people 
are." (Parfit, 2000, 100) The most fundamental concern in 
distributive justice is the question how much priority to 
assign to the worse off. Philosophers like Frankfurt have 
argued that an absolute threshold is all that matters in 
distributive reasoning. “If everyone had enough, it would be 
of no moral consequence whether some had more than 
others.” (Franfurt, 1987, 21) 
  The principle of equality is a relative notion, whereas 
prioritarianism is related to the familiar idea that there is an 

                                                
399 Utilitarians would choose y because the sum of utilities is higher than 
in x. Applying the difference rule would make the position of the middle 
group worse. To prevent that the difference principle would improve the 
situation of the worse off group to the detriment of the second worse off 
group it could be considered to introduce a threshold. 
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absolute as opposed to a relative notion of poverty and that 
persons who find themselves in need possess a very impor-
tant moral claim to be helped. An absolute threshold 
"represents a level of well-being where there is a fundamental 
change in moral significance of people's claims in a distribu-
tional conflict." (Tungodden, ib., 27) 
  Egalitarians believe that it is bad for some to be worse off 
than others through no fault or choice of their own. They 
reject the claim that once people are sufficiently well-off there 
is no reason to give priority to a worse-off person. 
"Considerations of fairness do not lose their force simply 
because someone is sufficiently well-off." (Temkin, 2003, 65) 
Egalitarians are concerned with relativities. On the priority 
view, we are only concerned with absolute levels. Parfit 
argues, "what is bad is not that these people are worse off 
than others. It is rather that they are worse off than they might 
have been." (Parfit, 2000, 104) 400 
  How does the difference principle fit into this controversy 
between egalitarians and prioritarians? Rawls’s problem was 
how one could accept (economic) inequality in a world where 
all persons are (morally) equal. He did not think that natural 
inequality was bad or unjust, but that it is morally arbitrary. 
He thought that inequality could be defended when it could 
be shown that it benefited the worst off. Inequality is unjust 
only if it harms the worst off people. He argued for equality 
by referring to the arbitrariness of the natural lottery and then 
he allows departures from equality provided that these are 
not worse for those who are worst-off. Parfit thinks, "Rawls's 

                                                
400 Raz has put the difference well. He writes: “...what makes us care 
about various inequalities is not the inequality but the concern identified 
by the underlying principle. It is the hunger of the hungry, the need of 
the needy, the suffering of the ill, and so on. The fact that they are worse 
off in the relevant respect than their neighbours is relevant. But it is 
relevant not as an independent evil of inequality. Its relevance is showing 
that their hunger is greater, their need more pressing, their suffering 
more hurtful, and therefore our concern for the hungry, the needy, the 
suffering, and not our concern for equality, makes us give them priority.” 
(Raz, 1986, 240) 
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view is not merely compatible with the Priority View. Given 
his main argument, it must be, in its content a version of this 
view, since it must be concerned with absolute not relative 
levels." (Parfit, ib., 120/1) 401  This is compatible with policies 
for equal opportunities.   
 

6. Commodities and capabilities 
 
In this section I shall develop a view of a policy for 
distributive justice that is based on the prioritarian point of 
view. This view pushes us away from subjective 
considerations in the direction of more objective ones.  
  Considerations for the worse-off brings the (minimum) 
standard of living to the fore and, thus, automatically 
commodity possession. But the variations of nourishment vis-
à-vis food intake are influenced by a variety of physiological, 
medical, climatic and social factors. Commodities are no 
more than means to ends.  
  Sen has similar objections to the concept of primary goods as 
he has to the concept of a standard of living. If people were 
basically very similar an index of primary goods might be 
quite a good way for assessing individual welfare. He 
pleaded for a metric of well-being that measures something 
falling between primary goods and utility. The standard of 
living is identified with what goods do to (or for) human 
beings, in abstraction from the utility they confer on them.402 

But in fact people have very different needs varying with 
work, health, housing etc. "The focus on basic capabilities can 

                                                
401 It could be argued that Rawls's difference principle is egalitarian 
because it contains references to relativities (people are worse-off in 
comparison to people who are better-off) but since Rawls does not attach 
value to equality as such the difference principle does not satisfy the 
criterions of egalitarianism. 
402 When we focus on utilities, then the usual question is not how much 
nourishment a person gets from food, but how much utility, which is a 
matter of mental reaction he derives from nourishment. This is also the 
case when the utility is derived from being in the state of affairs in which 
one has received food. 
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be seen as a natural extension of Rawls’s concern with 
primary goods, shifting attention from goods as such to what 
goods do for human beings." (Sen, 1987c (1979), 160/1) 
  Ultimately, the focus has to be on the kind of life people lead 
and what they can or cannot do, can or cannot be. "If it is 
accepted that the standard of living is basically concerned 
with the kind of lives people do lead or can lead, then this 
must suggest that ‘basic needs’ should be formulated in line 
with functionings and capabilities." (Sen, 1987b, 25) "A 
functioning is an achievement, whereas a capability is the 
ability to achieve. Functionings are, in a sense, more directed 
to living conditions, since they are different aspects of living." 
(Sen, ib., 36) Some of these functionings concern an activity 
(as having a meal), others concern a state (being nourished). 
Sometimes an economic aspect is dominant (exchange), 
sometimes it is secondary (charity). Sometimes it is strictly 
personal (enjoying music), sometimes it is not (taking care of 
children). "Capabilities, in contrast, are notions of freedom, in 
the positive sense: what real opportunities you have 
regarding the life you may lead." (Sen, ib., 36) Given the close 
connection of functionings with actual life, it might seem 
reasonable to concentrate on functionings rather than 
capabilities in evaluating the living standard. This is, Sen 
believes, to a great extent right. "The approach is based on a 
view of living as a combination of various 'doings and 
beings', with quality of life to be assessed in terms of the 
capability to achieve valuable functionings". (Sen, 1993a, 31) 
But it is not completely right. When one thinks about 
capabilities, one normally thinks about a person's physical 
and mental abilities, his/her skills, qualifications and 
experiences. But in his theoretical work, Sen's treatment of 
capabilities is never in terms of skills and abilities, but always 
in terms of the set of alternative achievements from which he 
or she can choose.  Sen sees any given set of options as being 
valuable in two different ways: the first, relating to the value 
which may be attached to the act of choice itself and the 
second relating to the range and diversity of the options in 
the choice set.  
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The concept of capabilities is sometimes misunderstood. 
Cohen, for instance, thinks that to call what goods do to 
human beings a 'capability' was a mistake. "What goods do to 
people is identical neither with what people are able to do 
with them nor what they actually do with them." (Cohen, 
1993, 19) Goods can cause desirable states directly, without 
any exercise of capability on the part of those who benefit 
from these goods. People can be freed from malaria by some 
pesticide without having done this themselves. Cohen 
concludes that the functioning/ capability language 
unnecessarily narrows what goods do for people. Cohen is a 
victim of the connotation of the concept 'capability' with 
abilities, qualifications and so on. In reply, Sen, once again, 
stipulated, "that the fact that a person has the freedom to 
enjoy a malaria-free life might be entirely due to the actions 
of others. (..) But that does not compromise the fact that he 
can indeed have a malaria-free life and has the capability to 
achieve such a life." (Sen, 1993a, 45) We have the capability to 
lead a malaria-free life whether or not we ourselves or other 
persons have gone around exterminating the malaria-causing 
insects. Thus the state, for example, could enhance the 
capability of people and thereby improve their well-being. 
  The comment of Pettit on the capability approach is quite 
different. Pettit thinks that the combination of capability and 
freedom puts some demands on the nature of the choices 
people exercise. Functioning capability not only requires 
resources but also autonomy or personal sovereignty in 
personal matters. Therefore, there are two demands to put on 
the exercising of choice. First, for a person to be free he must 
be assured of getting whatever he is disposed to choose. 
When he has to choose between A and B, it is not enough that 
he gets A when he prefers A, he must also get B when he 
prefers B. His choice-disposition must be content-
independently decisive. (Pettit, 2001, 5) Second, the fulfilment of 
his preferences must not be dependent on the good will of 
those around him. Someone could enjoy all kinds of 
privileges and sees favored preferences fulfilled but 
nevertheless lives in a position of total subjugation to another. 



 

 

551 

Thus, there is no free choice unless the preference is context-
independent decisive. (Pettit, ib., 6)  Pettit falls back on the 
older, republican, tradition of freedom in which freedom is 
not equated with the absence of interference, but in which 
someone is unfree so far as he or she lives in the power of a 
master. Republican freedom requires not just the absence of 
interference but also the absence of domination. Sen's theory 
of capability and freedom aspires, Pettit claims, not just "to 
get rid of destitution, but also of dependency". (Pettit, ib., 19)  
  Sen, though sympathetic towards Pettit's view, nevertheless 
disagrees. He thinks that we need both the capability 
approach and the republican approach and that by 
interweaving them, we would be one distinction short. "For 
they concentrate on different aspects of freedom and each has 
importance. Consider a person A, who is disabled, and look 
to three scenarios: 
A. she is not helped by others and she is therefore unable to 

leave her home; 
B. she is helped by volunteers and can leave her home 

whenever she wants; 
C. she has servants whom she pays and commands, and she 

can leave home whenever she wants." (Sen, 2001, 54) 
For the capability approach the important contrast is between 
A on the one hand and B and C on the other. The republican 
view would see her as unfree in both the cases A and B, Sen 
believes.403  He adds one more point, because he thinks that 
Pettit is also bothered by the possibility of 'preference 
adjustment' (adjusting your preferences so that they conform 
to what you are offered) if context-independence is not 
demanded. But Sen believes that by demanding that 
preferences be critically scrutinized, we can go beyond what 
preference a person happens to have and consider the 
reasons underlying the preference. The basis of the capability 
analysis is intended to be a person's reflected valuation, 

                                                
403 I doubt that this is correct; in neither the cases A and B can we say that 
other persons dominate the person. Only in case A her freedom of action 
is constrained. 
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rather than the preferences he just happens to have. "The 
challenging part of the claim in favour of the capability 
approach lies in what it denies. It differs from the utility-
based approaches in not insisting that value captures only 
happiness or desire-fulfilment. It differs from non-utilitarian 
approaches in not placing among value-objects primary 
goods as such or resources as such (but both only to the 
extent that they promote capabilities)." (Sen, 1993a, 40) A 
modest objective is to enlarge the freedom to achieve among 
the worst-off. One could argue that after providing means to 
relieve elementary deprivation, the promotion of certain 
‘basic capabilities’ among the worst-off should have 
priority.404 
  Poverty, however, is not just a matter of money and private 
resources. The lack of basic public provisions  - water, 
electricity, sanitary facilities, health, education- or the lack of 
access to these provisions is equally an aspect of poverty. The 
well-to-do usually have access to these public provisions, 
even in underdeveloped countries, but the poor scarcely 
have. The public provision of these facilities or the 
improvement of access to these facilities is a basic aspect of 
any capability-enhancing programme. 
 
7. Social welfare 
 
The welfare state combines policies for equal opportunity 
with egalitarian objectives (progressive income taxes, for 
                                                
404 In his more recent writings on human rights, Sen has set aside some of 
his earlier classifications of freedom and settled on a taxonomy based on 
the distinction between opportunities and processes. The opportunity 
aspect of freedom concerns the opportunity to achieve things we have 
reason to value, and the process aspect relates to the importance attached 
to the process of autonomous choice and to fair procedures. "While the 
capability concept has considerable merit in the assessment of the oppor-
tunity aspect of freedom, it cannot possibly deal adequately with the 
process aspect of freedom. (..) It falls short of telling us about the fairness 
and equity of the processes involved, or about the freedom of citizens to 
invoke and utilize procedures that are equitable." (Sen, 2004, 336)  
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instance). The roots of the welfare state can be traced back to 
the “Poor Laws”. The "Poor Laws" were complemented with 
private arrangements for mutual aid and both were replaced 
by arrangements for social security that were insurance-based 
schemes. But some risks cannot be insured and private 
charity or the state had to take responsibility. Though much 
has changed (from charity to rights), much has remained the 
same (the constraints on the drawing of rights). 
  In the ‘welfare states’ the discussion is centred on two 
questions: who is eligible for provisions and who should take 
the responsibility for providing these social services. The 
major objection of liberal politicians is not providing benefits 
for the poor; rather it is to their depending on them. A 
generous social welfare provision encourages a “dependency 
culture”, wherein people come to rely on state support rather 
than on their own efforts. The alternative is couched in terms 
of ‘self-reliance’. Therefore, there has always been a 
discussion about the question who is to blame or who is 
responsible for the unfortunate position someone finds 
himself in. Who deserve assistance and who do not deserve? 
The other discussion concerns the role of the state. Should the 
state provide social services or should private associations for 
mutual aid or charity take care of them.  
  In search for an answer, Goodin suggests that we start with 
the notion of “moral collectivism”. By that he means the 
"collectivization of responsibility for each other ‘s well-being. 
Collectivization of responsibility here means primarily the 
sharing of responsibility." (Goodin, 1998, 146) A collective 
responsibility in this sense is one that is distributed to each 
and every member of the group of individuals sharing it: the 
same responsibility falls to each and every one of them. 
Usually, the collectivization of responsibility will start with a 
voluntarily mutual responsibility and then develop into a 
system of political system of collectivization. Historically we 
moved from compensation models that were based on fault 
and blame towards insurance-based schemes. They are all 
forms of risk-pooling strategies.  
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The risk-pooling logic that underlies voluntary, i.e., private, 
schemes of social insurance, is predicated upon the risks in 
question being statistically independent events. But the risk 
to get unemployed, for instance, is interdependent. 
Unemployment is not an insurable risk in the private market 
for precisely that reason. The lesson in terms of ‘personal’ 
versus ‘collective’ responsibility for welfare is that the best 
way for individuals to provide for their own future welfare is 
by collectively pooling risks, through some sort of mutual 
insurance. And where risks are shared simultaneously, when 
they rise and fall for all engaged, then the same prudential 
considerations recommend compulsory state insurance. 
(Goodin, 1998) Historically no country has managed to 
improve the welfare of its citizens without involvement of the 
government; this concerns especially basic public provisions 
(see De Swaan, 1988), but also arrangements for social 
security.  
  The welfare state combines policies for direct support to the 
worse-off, with compensatory programs to promote equal 
opportunity and egalitarian income policies whenever tax 
rates are progressive. However, it has been the middle class 
that became the greatest net beneficiary from these 
provisions. And though the position of the worse-off has 
improved considerably in the western democracies, 
inequality did not disappear. In fact it increased the last 
decades to an un-dreamed extent.405   
 
                                                
405 "The rise of top income shares is due not to revival of top capital 
incomes, but rather to the very large increases in top executive 
compensation." (Piketty and Saez, 2006, 204) It is reported that the 
average top manager in the USA now earns an income that is 1000 times 
the income of the average American, while in the seventies of the former 
century this was a magnitude of 39 times the lowest income. (source: The 
Economist, June 28-juli 4, 2003; special 160th anniversary issue, 
Capitalism and Democracy). More recently an American hedgefund 
manager, James Simons of Renaissance Technologies Corporation earned in 
2006 a yearly salary of 1,7 billion. This is more than 38.000 times the 
average income of an American citizen. (Source: Heleen Mees, 
"Shareholdersfetishism", in NRC/Handelsblad, the fourth of May, 2007)  
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8. Conclusion  
 
The search for rules of distributive justice has shown that 
programs for poor relief and compensatory policies are 
consistent with liberalism as a political doctrine. Strict 
egalitarian policies do not find support.  
  Three major issues have dominated the discourse on policies 
against poverty: the categorization of the poor (e.g., the 
deserving versus the undeserving poor); the impact of poor 
relief on work motivation, labour supply and family life; and 
the limits of social obligations. The greatest worry has been 
the erosion of the work motivation and its effects on family 
life, social disorder and youth problems. (see Katz, 1989) The 
government ‘s responsibility for the fate of the poor rests on 
the responsibility assigned to the state, not on the rights of 
individuals.  
  Many of those who advocate privatized, personal solutions, 
in preference to collectivized, public ones, do so out of a frank 
abhorrence of politics as such. They view politics as 
essentially a ritualized distributional struggle, and they take 
it for granted that all those efforts devoted to redistributing 
resources from one to another could better be devoted to 
producing more resources for each one. 
  Following Korsgaard, I distinguish three kinds of liberal 
doctrines. (see  Korsgaard, 1993)  One kind is libertarianism. 
According to this view the business of the state is to protect 
and preserve rights and freedoms, not to facilitate the pursuit 
of a good life. If the only thing a state needs to guarantee is 
your freedom and the life you live is your own responsibility, 
then there will be no incentive for the state to guarantee 
goods like medical care, food, a minimum wage etc. This kind 
of theory does not promote welfare provisions; it doesn't 
even recommend some kind of prioritarianism. There is only 
a dim awareness of a public cause that is worth serving and 
one may even wonder whether there is a public morality that 
can buttress society. Nozick and Gauthier represent 
libertarianism.  
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The second liberal doctrine is influenced by utilitarianism. It 
is the old-liberal view. It says that the purpose of the state is 
to enable citizens to achieve a good life, but it stipulates that 
there is not just one established conception of the good life. It 
is important that each person chooses, constructs, and 
pursues her own conception of the good. There are a number 
of reasons why one might hold this view. One reason is 
scepticism: we cannot prove that there is just one conception 
of a good life. What this view rejects is the idea that the direct 
realization of final goals is qualified as a political goal. But the 
state may provide all-means resources to enhance equal 
opportunities. The old-liberals also accept some interference 
of the government to realize public goods whenever it can be 
shown that the expected benefits exceed the expected costs 
and a potential Pareto improvement, on the long run, is 
realized. Whereas the libertarians want a minimal state, these 
old libertarians do not shy away from a minimal welfare 
state. Harsanyi represents this doctrine.  
  The new liberals or republicans show a moral concern for 
the worse-off, which is an expression of their devotion to the 
principle of (moral) equality, which is undermined by their 
even stronger devotion to liberty. Therefore they demand 
collective safe-quards for the worse-off. This safeguard 
should be provided by the state. The general idea behind this 
view is that unless resources and opportunities are provided, 
and welfare conditions in general are met, we cannot 
seriously claim that society is preserving and protecting 
everyone's freedom. They are represented by the Rawlsian 
doctrine that endorses the idea of a collective moral 
responsibility.  
We see that distributive justice does not conflict with the 
main stream of liberal thought. The defenders of a modest 
welfare state usually refer to rational considerations (De 
Swaan, 1988), while only republicans  -as I have defined 
them-  refer to moral considerations.  
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                                          EPILOGUE 
 

 
                       
                            
 
                              FREEDOM AND CHOICE   
 
                                  
 

1. Introduction 
 
The counterpart of the economic domain being embedded in 
society in which social processes influence economic 
processes is that reciprocally developments in the economic 
domain influence society. Even theoretical debates in 
economic science have an impact on public discourse. The 
discussion about the relation between markets and 
governments has, for instance, consequences for the attitudes 
towards political institutions. 
  In this epilogue I trace the development of the idea of liberty 
in connection with the idea of free markets. The free market is 
often pictured as a spontaneous order that is supposed to be 
superior to the order that governments create. In this view, 
strongly defended by Hayek and Friedman, the best 
government is the minimal government. I shall show that this 
vision of the relation between the market and the state is 
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based on a false perception of historical processes and on 
some kind of "domino theory" in which government 
intervention is seen as the first step to socialism that 
ultimately will end in a planned society. Rhetoric dominates 
the discussion about the interplay between markets and 
governments. Hayek and Friedman tended to transpose the 
Cold War rhetoric onto the discussions in economics about 
the market-state relation. This has had a negative influence 
on the public opinion regarding the functioning of the 
political system and potentially threatens the functioning of 
democratic institutions.406   
  I strike a different tone in this epilogue compared to the 
previous chapters, i.e., it is more polemical. The argument I 
present is, moreover, more schematic and associative since it 
is based on a small selection of books and articles.  
 
2. Negative and positive liberty 
 
In a famous essay, first published in 1958, Isaiah Berlin 
described two conceptions of liberty: negative and positive 
liberty.407 The conception of negative liberty tries to answer 
the question "what the domain must be in which the 
individual is free to do what he likes without interference by 
others." (Berlin, 1996, 41, my translation) For freedom cannot 
be unlimited and the question, therefore, is where the borders 
are between a private and a public domain. The positive 
conception of freedom derives from the wish of the 
individual to be his own master: how can I prevent to become 
an instrument of someone else? (Ib., 52) The political aspect of 
positive freedom refers to the capability of individuals to 
contribute to the provisioning of collective arrangements. 
Positive freedom, then, is the right to participate in the 
process by which one's life is controlled.  

                                                
406 For a description of the recent functioning of the political system in the 
USA see Zakaria, 2003. 
407 References are to the Dutch translation of his essay "Two Concepts of 
Liberty". (Berlin, 1996) 
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Whereas the negative conception of liberty became well 
known, the positive conception remained a mystery. This is 
also due to Berlin's way of treating it. For when he comes to 
expound the conception, he gives a psychological instead of a 
political interpretation of being one's own master, namely, 
self-determination, (the search for autonomy, the attempt to 
realize one's true, inner self).408 Together with the right to 
control political processes, we have suddenly two definitions 
of positive liberty. And that is not all, for there is still another 
conception, the one reached by rationalist reformers who saw 
a task for governments to inform individuals about their true 
needs.  
  There are thus three conceptions merged into one 
conception of positive liberty. Liberty designated as self-
mastery; liberty as the recognition that there is only one way 
of rational life, the idealistic and rationalistic transformation 
of the first concept; and the democratic concept of liberty as 
taking part in the control of the political authority. I follow 
Macpherson in calling them respectively PL(1), PL(2) and 
PL(3). The distinction between negative liberty and PL(3) is 
sharp and clear. PL(3) is not necessarily hostile to negative 
liberty, it may even be helpful to it. The case that is argued by 
Berlin at length is that PL(1) tends to become PL(2). The main 
problem is why and in what circumstances does PL(1) 
transform in PL(2)? The only argument that Berlin offers for 
the transformation from a Kantian PL(1) into a totalitarian 
PL(2), as Macpherson so adequately describes it, is the 
conviction attributed to the Rationalists that there is only one 
truth and thus only a single solution. (see Macpherson, 1973, 
111). Though Berlin said that he understood the positive 
aspects of the positive conception of liberty, he was in fact 
afraid that it carried with it the danger of paternalism or even 
authoritarianism and thus the oppression of liberty.409 But 

                                                
408 It is longtime doubted whether positive freedom was a political 
concept at all, didn't it belong to psychology? 
409 This formulation underlines that in the view of Berlin both 
conceptions of liberty refer to the actions of the state. The fear is that the 
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Berlin offers no real argument for this claim.410 The positive 
conception of liberty disappeared out of sight to reappear as 
PL(1) in the cultural lifestyle of self-development in the 
roaring 1960s 411, or as PL(3) in discussions by liberal 
democrats or republicans.  
  The distinction between negative and positive freedom has 
encouraged seeing differences in accounts of freedom as 
resulting from differences in conceptions of freedom. This in 
turn has contributed to the confusion with regard to the 
conditions of freedom. Therefore, it is possible that 
"adherents of the negative conception of freedom, for 
example, hold that only the presence of something can render 
a person unfree, whereas writers adhering to the positive 
conception of freedom hold that the absence of something may 
also render a person unfree." (MacCallum, 1967, 320) The 
distinction between positive and negative freedom cannot 
distinguish two genuinely different kinds of freedom; it can 
only serve to emphasize one or the other of two features of 
every case of the freedom of agents. MacCallum, therefore, 
challenged the view that we may usefully distinguish 
between two kinds or conceptions of freedom: positive and 
negative. He saw the conceptions of positive and negative 
freedom as two aspects of the concept of freedom. In his view 
we should always regard freedom as a triadic relation. "(..) 
freedom is (..) always of something (an agent or agents), from 
something, to do, not do, become or not become something; it 
is a triadic relation." (Ib., 314) Freedom as a triadic relation is 
a relation between three things: an agent, certain preventing 

                                                                                                           
positive view of liberty will seduce the state to do well, and that the 
welldoing by the state results in paternalism or worse.   
410 Berlin wrote that only a minority of the well-educated population 
probably always defended this ideal of negative liberty. The great 
majority, however, was prepared to trade it off in favor of other ends and 
values, such as security, justice, equality, values that are incompatible 
with the largest individual freedom for all. (Berlin, 1996, 87/88) 
411 The fear and hope of Berlin did not come true. The appeal of self-
mastery was neither transformed into control by the government, nor did 
it become self-control. Instead it degenerated into 'doing what you like'.  
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or enabling conditions and certain doings or becomings of the 
agent. Regarding freedom as a triadic relation enables us to 
discuss freedom in every situation as involving an agent, con-
straints or limitations, and ends that the agent is free or is not 
free to pursue. Thus any statement about freedom can be 
translated into a statement of the above form "by specifying 
a) what is free or unfree; b) from what it is free or unfree; and 
c) what is free or unfree to do or become." (Carter, 2003, 4) 
  Usually, two types of external constraints are distinguished: 
those that are brought about by other agents and those that 
arise from natural causes. "The second type of constraint may 
render me unable to do things; they do not render me unfree to 
do them." (Ib., 4)  The distinction between social and natural 
forces is not absolute; there are grey areas. Historically, the 
discussion concentrated on economic forces (see the socialism 
debate). Do economic factors limit the freedom of people or 
do they merely constrain them. When we relate restrictions of 
freedom to intentional actions by other persons, then it is 
obvious that economic factors do not restrict people's free-
dom, though they make them unable to do many things. 412 

Negative liberty, then, is the freedom not to be coerced on the 
part of others. Liberty in the positive sense refers to the right 
to participate in the political process. Positive and negative 
liberties are both aspects of the concept of liberty. The 
concept of liberty is a dual concept, and, moreover, it is a 
relational (social) concept.  
  Whereas the positive conception of liberty disappeared from 
the stage, the negative conception flourished and became 
dominant in liberal political theory. Hayek and Friedman 
became the most well known propagators of this conception 
in economic science.413 

                                                
412 "The important point about Berlin's account is that it allows that even 
'impersonal social forces' may be restrictive of (negative) freedom, always 
providing they are demonstrably avoidable and remediable." (Gray, 1980, 
522) 
413 I want to make it quite clear from the outset that I only discuss 
Hayek's political philosophy, and only as far as outlined in The Road to 
Serfdom and in The Constitution of Liberty. The view of Friedman is more 
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3. The constitution of liberty 
 
From Hayek's point of view "(..) liberty is not merely one 
particular value but (…) is the source and condition of most 
moral values." (Hayek, 1960, 6)414 In his description of 
freedom it looks as if he joins the negative and positive 
conceptions of freedom. Hayek starts by noticing, "liberty is 
that condition of men in which coercion of some by others is 
reduced as much as possible in society." (Ib., 11) And he 
repeats that the question whether a person is free or unfree 
depends on the extent in which he is able to shape his own 
course of life in accordance with his own intentions. But then 
he adds that "freedom presupposes that the individual has 
some private sphere, that there is some set of circumstances 
in his environment in which others cannot interfere." (Ib., 13) 
Formulated in this way freedom refers both to the absence of 
coercion and to the presence of a private sphere. 
  Hayek's definition of liberty depends upon the meaning of 
the concept of coercion. "By "coercion" we mean such control 
of the environment or circumstances of a person by another 
that, in order to avoid greater evil, he is forced to act not 
according to a coherent plan of his own but to serve the ends 
of another." (Ib., 19) In a free society the monopoly of 
coercion is conferred to the state. The law regulates the 
powers of the state. What Hayek particularly had in mind is 
that freedom implies that individuals are free from arbitrary 
actions by the state and to secure this they are allowed a 
private sphere.  
  One of his chief concerns is the conception of freedom under 
the law. His interest in this issue rests on the contention that 
when we obey laws, in the sense of general abstract rules laid 
down irrespective of their application to anyone, we are not 

                                                                                                           
or less similar to that of Hayek and doesn't add much to Hayek's 
statements. I discuss Friedman's version of (negative) liberty in section 7. 
414 All references to Hayek (1960) are to the Routledge Classics edition of 
2006. 
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subjected to another' man's will and are therefore free. 
"Because the rule is laid down in ignorance of the particular 
case and does not depend on someone's will to enforce it, the 
law is not arbitrary. This, however, is true only if by 'law' we 
mean the general rules that apply to everybody." (Ib., 135)  
Government by law and not by men is characteristic of a free 
society. Hayek takes it for granted that most of the rules 
embodied in the law have never been deliberately invented 
but have grown through a gradual process of trial and error 
in which the experience of successive generations has helped 
to make them what they are. "In most instances, therefore, 
nobody knows or has ever known all the reasons and 
considerations that have led to a rule being given a par-
ticular form. We must thus often endeavor to discover the 
functions that a rule actually serves." (Ib., 138)  
  Hayek believes that for centuries after the collapse of the 
Roman Empire it was recognized doctrine that rulers could 
only declare and modify existing laws, but could not create 
laws themselves. Only after the late Middle Ages did the 
convention of the deliberate creation of new law develop. In 
particular in the Anglo-Saxon countries the conception of a 
constitution became closely connected with the conception of 
representative government, in which the law strictly 
circumscribes the powers of the representative body.415 
 The rule of law is not a rule of the law, but a rule concerning 
what the law ought to be, a meta-legal doctrine or a political 
idea. It should restrict the government primarily in its 
                                                
415 The 'law' under the rule of law is much broader than the constitution 
in most European countries, which formulates the basic constitutional 
principles. Under the rule of law also issues concerning abortion or 
school choice can be part of constitutional rules. The consequence is that 
judicial fights have become ever more important in the political sphere. 
The politics of racial equality or the right of abortion are decided in 
judicial fights for changes of the law. This has resulted in zero-sum 
games in which opponents radicalize, and slogans take over the political 
arguments. The consequences are twofold: these practices threaten to 
weaken the daily political decision-making and it becomes ever more 
important to have the power to elect the judges of the High Court. (see 
Zakaria, 2003) 
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coercive activities. For what distinguishes a free from an 
unfree country are two things: first that in a free society each 
individual has a recognized private sphere, and second, that 
all citizens are equal in the sense that the rules are equally 
applicable to all, including those who govern. The rule of law 
requires that the executive in its coercive actions be bound by 
rules that prescribe not only when and where it may use 
coercion but also in what manner it may do so. To ensure this 
all actions of executives are subjected to judicial review. The 
rule of law also provides the criterion for distinguishing 
between the measures that are and those that are not 
compatible with economic freedom, All measures that are 
aimed at the needs of the community, such as the services 
that the government provides for the citizens, from national 
defense to upkeep of roads, from sanitary safeguards to the 
policing of the streets, are permitted. For these tasks it is 
allowed definite means and its own paid servants.  Hayek, 
thus, distinguishes the coercive measures of government and 
those pure service activities where coercion does not enter or 
does so only because of the need of financing them by 
taxation. Also the provisions of goods that the market cannot 
supply and regulations for goods with external effects are 
permitted. The government should also protect property 
rights, enforce contracts and prevent fraude. But what it may 
not do and what even is dangerous, is when the government 
intervenes with the price system or controls specific prices. 
Such controls not only are arbitrary, they endanger the 
function of the price mechanism and, therewith, the very 
function of a free market. 416 

                                                
416 Friedman also discusses government intervention. Like Hayek he says 
that these all reduce to cases in which strictly voluntary exchange is 
either exceedingly costly or practically impossible. There are two general 
classes of such cases: monopoly and similar market imperfections and 
external effects. But the use of governmental power has itself extremely 
important external effects. "Every action of government intervention 
limits the area of individual freedom directly and threatens the 
preservation of freedom directly for reasons elaborated in the first 
chapter." (Friedman, 1962 (2002), 32) Friedman formulates a paradox: 
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Hayek's view on a free order is based on his conviction that a 
free order is a spontaneous order and this conviction is to a 
large degree based on his view of our basic ignorance vis-à-
vis the complexities of our environment. In the next section I 
shall discuss the view that a spontaneous order is a necessary 
condition for a free order. 
 
4. A free order as a spontaneous order 
 
Individual freedom is from Hayek's point of view of utmost 
importance in the light of our basic ignorance vis `a vis many 
of the factors that determine our well-being. "It is through the 
mutually adjusted efforts of many people that more 
knowledge is utilized than any one individual possesses or 
than it is possible to synthesize intellectually; and it is 
through such utilization of dispersed knowledge that 
achievements are made possible greater than any single mind 
can foresee. It is because freedom means the renunciation of 
direct control of individual efforts that a free society can 
make use of so much more knowledge than the mind of the 
wisest ruler could comprehend." (Ib., 28) 
  All devices that have been developed in the course of time 
had to prove themselves in competition with other devices, 
and in this evolutionary process the ineffective were 
discarded and the efficient retained. Hayek is very suspicious 
of those he calls 'rationalist' and who want to subject 
everything to human reason and therewith to human control. 
"The use of reason aims at control and predictability, but the 
process of the advance of reason rests on freedom and the 
unpredictability of human action." (Ib., 34)  
  Hayek refers to the two traditions in the theory of liberty at 
which Berlin also hinted: one empirical and unsystematic 
(British) and one speculative and rationalistic (Continental). 
"The first is based on an interpretation of traditions and 

                                                                                                           
government intervention is desirable in case of negative external effects, 
but this same intervention creates on its turn a negative external effect.  

 



 

 

566 

institutions which have spontaneously grown up and were 
but imperfectly understood, the other aims at the 
construction of an utopia, which has often been tried but 
never successfully." (Ib., 49) What has been called the 'British 
tradition' was made explicit by a group of Scottish 
philosophers led by Hume, Smith and Ferguson. Opposed to 
them was the tradition of the French Enlightenment deeply 
imbued with Cartesian rationalism, the Encyclopedists, the 
Physiocrats, Rousseau and Condorcet. Though these two 
groups are now lumped together as the founders of the 
Enlightment and as the ancestors of the liberal doctrine, 
Hayek thought there contrast was enormous regarding their 
conception of the development of the social order. 
  Whereas the British philosophers stressed evolutionary 
(natural) selection, the rationalists had much faith in the 
creativity and design of the human being. The argument of 
the British philosophers is directed against the idea that some 
wise original legislator or an original 'social contract' formed 
civil society. "While the rationalistic traditions assumes that 
man was originally endowed with both the intellectual and 
the moral attributes that enabled him to fashion civilization 
deliberately, the evolutionists made it clear that civilization 
was the accumulated hard-earned result of trial and error, 
that it was the sum of experience, in part handed from 
generation to generation as explicit knowledge, but to a 
larger extent embodied in tools and institutions which had 
proved themselves successful." (Ib., 54) The greatest 
difference between the two views is their respective ideas 
about the role of traditions and the value of all the other 
products of unconscious growth proceeding throughout the 
ages. "Those who believe that all useful institutions are 
deliberate contrivances and who cannot conceive of anything 
serving a human purpose that has not been consciously 
designed are almost of necessity enemies of freedom. For 
them freedom means chaos." (Ib., 55) 417  The evolutionary 

                                                
417 Whereas in Hayek's view tradition opposes reason, Popper thought 
that the relation between the two must be one of cooperation. This is so, 
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view is based on the understanding that people are able to 
succesfully act on their plans because they adhere to firmly 
established habits and traditions. It is this submission to 
undesigned rules and conventions that is indispensable for 
the working of a free society.  
 
The other pillar of Hayek's conviction that spontaneous 
orders are beneficial is his view of knowledge that he 
borrowed largely from Hume. 
  Hume and other Scottish philosophers proposed a sensualist 
theory of human nature. "Sensualism is a philosophy of the 
mind that considers man as a tabula rasa upon which 
impressions received through the senses from the external 
world progressively gather and draw the shape of an 
individual." (Marciano, 2004, 27) There are two forms of 
perceptions: impressions and ideas. Impressions dominate 
ideas, as Hume repeatedly remarked; ideas are only copied or 
derived from impressions. "Human cognition is thus depicted 
as a process through which impressions are associated and 
connected into networks and groups of networks or classes. 
The formation of classes reduces the costs of cognition in 
separating the important out of an ongoing stream of 
impressions that are received." (Ib., 30) Individuals perceive 
selectively, noticing facts consistent with their beliefs more 
readily. Since their individual stories are unique, their beliefs 
are unique and thus subjective. The basic ignorance of human 
beings together with the subjectivity of their ideas 
complicates the coordination of plans. This fact has made 
Hayek to belief that institutions form the essence of 

                                                                                                           
he argued, because traditions are 'systems of reference' or define the 
'logic of the situation' which are indispensable for rational action. 
Another contrast with Hayek -though they were close allies- is that 
Popper does not reject the innovation or design of institutions. Whereas 
Hayek taunts at 'men of science'. Popper thinks that science can offer 
politicians the knowledge they need for piece-meal social engineering.  
The main difference between Hayek and Popper seems to be that Hayek 
values freedom above democracy, whereas Popper puts democracy first. 
(see Kerstenetzky, 2007, 51)  
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spontaneous orders. Institutions harmonize expectations into 
a self-consistent pattern. Institutions begin on a small scale 
but gradually they evolve to be used on an ever-larger scale.   
  Hayek thought that the only worthwhile social theory is a 
theory that takes the existing order as given, tries to find out 
by which rules it operates and tries to explain (functionally) 
why they have generated this specific kind of social order. 
From his point of view it is an indication of megalomania to 
even talk about the transformation of society. Since a social 
order is not designed we should not believe that such a 
design is possible. We are not intelligent enough for that. 
Therefore, it is not feasible to make the transition from one 
order to another. (Sugden, 1993) 418 
  
Two examples of spontaneous orders are the market and the 
common law. Hayek argues that the rules of the market order 
promote "the general welfare" or "the general good". In a free 
society the basic task of government is to facilitate the actions 
of the individuals in the pursuit of the good as they see it. If 
free exchange between partners is voluntary, it will not take 
place unless they believe they will benefit from it. Everyone is 
motivated to find out what the market wants. All the 
transactions on the market combine to create price signals, 
which communicate information as to the wants of people 
and to the availability of resources. Hayek's argument that 
the market order promotes the general welfare is central to 
his analysis that the forces of the market will tend to satisfy 
the (private) desires of individuals, whatever those may be. 
  After the market order the spontaneous order to which 
Hayek devotes the most attention is that of the common law. 
Hayek sees the common law as the codification of what 
Hume called the three fundamental laws of nature: property 
rights, the exchange of property rights and the honoring of 

                                                
418 When he refers to design, he thinks about global transformations of a 
complete social order, and in fact he is referring to the revolutionary 
overthrow of the existing capitalist order. This obsession is a relic of the 
past in which he was in discussion with socialists about a plan economy.  
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promises.  The welfare promoting properties of the common 
law are that they tend to generate the maximal coincidence of 
expectations.  
   
It is clear that throughout his work Hayek is offering some 
kind of defense, or justification, of the market order. But what 
could it be? Hayek rejects the notion that any kind of 
aggregation of individuals' separate welfare is possible. Thus 
it seems that the most that Hayek can say in justification of 
any institution is that it benefits each individual separately. 
This is indeed Hayek's criterion of general welfare. 
Individuals will approve a set of rules to the extent that it 
tends to assist them in the pursuit of their ends. Such a set of 
rules is also one that, when expressed as the terms of a social 
contract, everyone can agree to. What is significant is "that he 
seems to be appraising the spontaneous order of the common 
law in terms of the criterion for general welfare." (Sugden, 
1993, 410) 
  Hayek described the evolving spontaneous order or its 
defining elements as beneficial for society as a whole and for 
the individuals living in that society.  Was he even normative 
in promoting spontaneous orders as beneficial, efficient and 
advantageous? This is the subject of the next section.    
 
5. Was Hayek a partisan theorist? 
 
Hayek is clearly suggesting that spontaneous evolutionary 
processes lead to desirable outcomes. His most strategy for 
arguing that spontaneous orders are beneficial is to appeal to 
group selection. The idea is that different groups of people 
may follow different rules of conduct, but those groups that 
follow the most beneficial rules will tend to grow at the 
expense of the others.  
  Panglossianism is the assumption that natural selection 
favors adaptations that are good for species as a whole, rather 
than acting at the level of individuals. This also became 
known as the "group selection fallacy". In Hayek's approach 
individual actions are functional to the group. By serving 
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their individual interests, simultaneously the interests of the 
community as a whole are served. This is the kind of 
functionalist explanation that was renounced as incompatible 
with methodological individualism, but that has gained 
influence in evolutionary explanations. The explanation is 
that actions performed by individuals that are beneficial for 
the group or society are favored at the expense of less 
beneficial actions. Natural selection selects the rules that are 
favorable for a group. Denis quotes Hayek writing in The 
Fatal Deceit that "We need to show, with the help of economic 
analysis….how rules that emerge spontaneously tend to promote 
desirable outcomes." Denis' s comment is that Hayek does not 
say 'we have to enquire whether …etc", but 'we have to show 
that they do'. That spontaneously processes lead to favorable 
outcomes is taken for granted. But this is what we need to 
show and taking it for granted is Panglossianism. (Denis, 
2002, 281) Hayek's policy stance is a prescription of a free 
market and his economic and evolutionary theory underpins 
that policy prescription. "His evolutionary theory says that 
spontaneous processes, the institutions that we inherit, are 
those that have been selected according to the benefits they 
have conferred on the societies adopting them. This is 
Panglossian in the social sense: the institutional structure we 
inherit tends strongly to be desirable and attempts to 
improve it by conscious collective action are very much to be 
avoided. And it is Panglossian in the technical evolutionary 
sense that Hayek fails to realize the distinction between the 
individual and the group." (Ib., 284)) 
  Not only Denis has thought that Hayek, in promoting 
spontaneous orders, propagated the belief that there is 
something desirable about them. For this reason, Hayek has 
been accused of trying to derive an 'ought' from an 'is'. It 
appears that Hayek was quite aware of this charge and 
vigorously disputed it. Bruce Caldwell, among others, has 
argued that Hayek in fact denied that evolved orders tend to 
be desirable. According to his reading, Hayek's theory of 
cultural evolution is a purely explanatory, not justificatory, 
device. But Angner supports Denis' view that Hayek 
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consistently described spontaneously evolved orders in terms 
that are highly normatively charged.  In The Constitution of 
Liberty he says: "it is unlikely that any individual would 
succeed in rationally constructing rules which would be more 
effective for their purpose than those which have gradually 
evolved; (..)." (Hayek, 1960, 59) and "no institution will 
continue to survive unless it performs some useful function." 
(Ib., 377, note 21) The book contains a lengthy discussion 
about the impossibility of improving on spontaneous orders. 
(Ib., 53-58) Angner concludes that the prevalence and 
consistency of the quotes over time is notable and that they 
suggest a reading along the following lines. "There is 
something desirable, in an unambiguous normative sense, 
about orders that have evolved in a process of cultural 
evolution" (Angner, 2004, 352) Other Hayek scholars, 
however, have objected to the normative reading. Caldwell 
and Reiss claim that attributing the naturalistic fallacy to 
Hayek is a misreading of both Hayek and of evolutionary 
theory. Hayek did not believe that cultural evolution 
guarantees that spontaneous evolved orders are optimal and 
therefore desirable. They refute Angner's claim and say that 
quite contrary to what Angner has argued, that Hayek 
repeatedly insisted, when discussing cultural evolution, that 
what emerges through the evolutionary process is not 
necessarily optimal or good. But that is not Angner's point. 
He agrees that Hayek did not say that spontaneously evolved 
orders are optimal; he only argued that Hayek said that 
evolved orders tend to be desirable.  
  The arguments that Caldwell and Reiss employ are, 
moreover, not always to the point. They say for instance that 
Hayek rejects the notion of laissez-faire, and conclude from 
this fact that when he would think "that markets always 
render the best possible outcomes he would have advocated 
laissez-faire." (Caldwell and Reiss, 2006, 362).  But of course 
Hayek did not promote laissez-faire for he knew that markets 
do not cope well with public goods and external effects. 
Nobody promotes laissez-faire 'tout court'. But Hayek 
promotes the free market with the idea that this limits the 
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powers of the state. Caldwell and Reiss go on to argue that 
Hayek in The Constitution of Liberty "took pains to emphasize 
that market outcomes need not, and typically, do not, accord 
with our prior notions of "merit." " (Caldwell and Reiss, 2006, 
362) The suggestion is that this would underwrite Caldwell's 
and Reiss's argument that Hayek does not recommend the 
market as a desirable order in all respects. But the opposite is 
true. Hayek writes: "A society in which the position of 
individuals was made to correspond to human ideas of moral 
merit would therefore be the exact opposite of a free society. 
It would be a society in which people were rewarded for duty 
performed instead of for success, in which every move of 
every individual was guided by what other people thought 
he ought to do, and in which the individual was thus relieved 
of the responsibility and the risk of decision. " (Hayek, 1960, 
85) The suggestion is clear; a society in which people would 
be rewarded according to merit would be a society with a 
planned economy and/or an authoritarian state!  Caldwell 
and Reiss admit "that Hayek sometimes made descriptive 
statements, and sometimes normative ones, when he talked 
about cultural evolution. The normative statements were 
based on arguments about the effects of specific social and 
economic institutions on individual liberty and on the 
discovery, preservation, transmission, and coordination of 
knowledge. He never claimed that such institutions were 
beneficial because they emerged through an evolutionary 
process, nor did he claim that all (or even most) institutions 
that emerge through an evolutionary process have to be 
beneficial." (Caldwell and Reiss, 2006, 366/7)  
  I think that, when it concerns spontaneously evolved orders, 
Hayek accepted the thesis (which Angner refers to as a weak 
normative reading), that evolved orders tend to be desirable, 
so leaving open the possibility that they may fail to be 
desirable and, anyway, that they fail to be optimal and thus 
do not represent the best of all possible worlds. But when 
Hayek compares evolved or designed institutions, there is no 
doubt that designed institutions are inferior compared to 
evolved institutions.  
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Besides being normative, Hayek is also more than once 
attacked for mixing politics and science. In his review of 
Caldwell's "Hayek Challenge", Mirowski criticizes Caldwell 
for down playing the extent in which Hayek's career was 
political driven instead of knowledge driven. (Mirowski, 
2007) It cannot be denied that there was a close connection 
between Hayek's political interests and his development as a 
scholar. And Caldwell did not disguise this relation. He 
described how Hayek turned away from technical economics 
towards what he declared as the central problem -not only of 
economics but of all social sciences- namely the coordination 
problem. Why did he make this turn and when did it 
happen? "It was his participation in the socialist calculation 
debate which helped lead Hayek to realize the centrality of 
the question of knowledge (..)" (Caldwell, 1988, 515) Hayek 
turned to the question how there could be order in a social 
system in which knowledge is subjectively held and 
dispersed among many agents. "The rejection of the perfect 
knowledge assumption, the emphasis on subjectivism, and 
the attack on socialism found in Hayek's work in the late 
1830s all went hand in hand." (Ib., 536) Mirowski' view is 
much sharper, he claims that "Hayek's entire career was 
driven (..) by faithful adherence to one unwavering 
teleological heuristic: namely socialism was bogus (..)". 
(Mirowski, 2007, 370) 
 
6. Hayek on socialism and the welfare state 
 
Hayek was enmeshed in debates with socialists (or rather 
Marxists) and Keynes. What Hayek saw as the common 
element in them was best represented by those whom he 
called the 'men of science': "those who believed that the tools 
of science could be put in the service of improving human 
social arrangements through planning the economy in some 
sort of way. (..) Hayek aimed to show that the belief that the 
social world could be redesigned with methods of science 
was itself unscientific because it assumed as a matter of faith 
that the progress of knowledge could be planned." (Horowitz, 
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2005, 80/1) The limits of the human mind imply that we must 
rely on traditional constitutional rules and on institutions to 
guide our actions in a world of structural uncertainty. Men 
must be withheld from acting in ways that would require 
knowledge that they could not possibly possess.   
  Hayek felt frustrated, not only because he could not get his 
opponents to understand and respect the position he was 
taking, but above all because he objected to proposals that 
suggested that in the post-war period politicians and 
economists were "planning for progress instead of creating 
conditions favorable for progress." He had hoped that, when 
the war was over, the United Kingdom would make a new 
start and (gradually) abandon government regulation. He felt 
that the "policy of freedom" was betrayed and in this spirit he 
wrote The Road to Serfdom in 1944. Hayek had a message to 
the citizens of the UK and this message was that government 
regulation would ultimately result in an authoritative state. 
He made ample use of the 'domino effect': you start with 
income distribution and you end with a planned economy. 
All distinctions (between communists, socialists, national-
socialists or social-democrats) and nuances (between the 
abolition of private enterprise and progressive income tax) 
were jettisoned, as the following 'quotes' will show. 

' The coming of socialism was to be the leap from the realm 
of necessity to the realm of freedom. To the great apostles 
of political freedom the word had meant freedom from 
coercion, freedom from the arbitrary power of other men. 
The new freedom promised however freedom from 
necessity. What the promise really amounted to was that 
the great existing disparities in the range of choice of 
different people were to disappear. The demand for the 
new freedom was thus only another name for the old 
demand for an equal distribution of wealth. (19)419  
While "progressives" were still deluding themselves that 
communism and fascism represented opposite poles, more 
and more people began to ask themselves whether these 

                                                
419 All references are to The Road to Serfdom 
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new tyrannies were not the outcome of the same 
tendencies. (20) What does socialism mean? It may refer to 
the ideals of social justice, but it means also the abolition of 
private enterprise (24) 
Few are ready to recognize that the rise of Fascism and 
Nazism was not a reaction against the socialist trends of 
the preceding period, but a necessary outcome of those 
tendencies. This is a truth which most people are unwilling 
to see even when the similarities of many of the repellent 
features of the internal regimes in communist Russia and 
national-socialist Germany were widely recognized. 
There is a great deal of truth in the often-heard statement 
that Fascism and National Socialism is a sort of middle 
class socialism. There can be little doubt that no single 
factor has contributed more to help these movements than 
the envy of the unsuccessful professional man, the 
university trained engineer or lawyer, and of the "white 
collared proletariat" in general.' (87)420 

  
In defense of Hayek it could be argued that he was writing a 
polemical pamphlet in which he wanted to formulate a strong 
statement. But 16 years later, in The Constitution of Liberty his 
tone had not changed. Again socialism is the target to which 
his polemic is directed. (All references are to CL) 

The common aim of all socialist movements was the 
nationalization of the 'means of production, distribution 
and exchange'. But socialism in the old definite sense is 

                                                
420 This statement needs to be qualified. The 'Sozial Demokratische Partei' 
had attracted many members from the educated labor class and 
intellectuals from the middle class. The 'National-sozialistische Deutscher 
Arbeiterpartei' was mainly formed by the lower classes, the labor class 
and especially by those from the lower middle class who had always 
been strongly anti-socialist (the self-employed, small farmers). Its 
vanguard was made up of plebeians and de-classed people from different 
ranks. The NSDAP symbolized the aggressive, vulgar and rancorous 
triumph of the little men. The national-conservative elite among which 
were many officers from the German army and several influential 
entrepreneurs supported the NSDAP. Neither the Nazi's in Germany, nor 
the Fascists in Italy abolished private enterprise. 
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now dead in the Western world. But though the 
characteristic methods of collectivist socialism have few 
defenders left in the West, its ultimate ends have lost little 
of their attraction. They still wish to manipulate the 
economy so that the distribution of income will be made to 
conform to their conception of social justice. (223) The 
socialist reformers are likely to be led to impose more and 
more control over economic decisions (though private 
property may be preserved in name) until we get that very 
system of central planning which few now wish to 
establish. (224) 
All governments have made provisions for the indigent, 
unfortunate, and disabled and have concerned themselves 
with questions of health and the dissemination of 
knowledge. The reason why many of the new welfare 
activities of government are a threat to freedom, then, is 
that, though they are presented as merely service activities, 
they really constitute an exercise of the coercive powers of 
government and rest on its claiming exclusive rights in 
certain fields. 
    Some of the aims of the welfare state can be realized 
without detriment to individual liberty. There are all kinds 
of public amenities, which it may be in the interest of all 
members of the community to provide by common effort, 
such as parks and museums, theatres and facilities for 
sports. There is also the important issue of security, of 
protection against risks common to all, where government 
can either reduce these risks or assist people to provide 
against them. The government can secure a minimum 
income for all or use the powers of the state to insure a 
more even or more just distribution of goods. This is the 
kind of welfare state that aims at 'social justice' and 
becomes primarily a redistributor of income. It is bound to 
lead back to socialism and its coercive and essentially 
arbitrary methods. (226)  
Though a redistribution of income was never the avowed 
initial purpose of the apparatus of social security, it has 
now become the actual and admitted aim everywhere. It is 
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as a means of socializing income, of creating a sort of 
household state that allocates benefits in money and kind 
to those who are thought to be most deserving, that the 
welfare state has become the substitute for old-fashioned 
socialism. (251) While we used to suffer from social evils, 
we now suffer from the remedies for them. (264) 
Social reformers thought that the tax burden should be 
distributed according to the "ability to pay" in order to 
secure "equality of sacrifice", and that this would be best 
achieved by taxing incomes at progressive rates. What is 
required here is a rule that does not sanction a majority's 
imposing upon a minority whatever burden it regards as 
right. It is the great merit of proportional taxation that it 
raises no problem of a separate rule applying only to a 
minority. (273)  
    There is another problem which has assumed serious 
proportions in some European countries and that we ought 
to keep in mind, and this is the problem of having more 
intellectuals than we can profitably employ. "There are few 
greater dangers to political stability than the existence of 
an intellectual proletariat who find no outlet for their 
learning. " (331) 
    The terms of appointment on universities should specify 
that the occupant of such a position forfeit the privilege if 
he knowingly joins or supports any movement that is 
opposed to the very principles on which this privilege 
rests. "Tolerance should not include the advocacy of 
intolerance. On this ground I feel that a Communist should 
not be given "tenure" (…)." (337) 421 

 
Another 16 years later when The Road to Serfdom was 
reprinted he wrote a new preface in which he said that in the 
                                                
421 A general commitment to freedom comprehends a commitment to an 
open society in which rival modes of thought conflict and compete. 
"Hayek's view appears to be that a liberal social order may be, and 
perhaps must be a society in which a dominant moral and intellectual 
tradition drastically curtails the options open to its members." (Gray, 
1980, 523) 
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interval of time (1944-1976) terminology has changed.  At the 
time he wrote the book socialism meant unambiguously the 
nationalization of the means of production and central 
economic planning which made this possible and necessary.  
" [S]ocialism come to mean [now] chiefly the extensive re-
distribution of income through taxation and the institutions 
of the welfare state. (…) I believe that the ultimate outcome tends 
to be very much the same, although the process by which it is 
brought about is not quite the same as that described in this 
book." (Hayek, 1960 (1976,viii)(italics added) 
 
7. Have free markets evolved spontaneously? 
 
Free markets are the product of spontaneously evolved social 
orders and the recognition of the rule of law. This is Hayek's 
claim. But do we have any historical evidence that free 
markets emerged this way? 
   Gray denies that there is such evidence. The free market 
that developed in Britain in the mid-nineteenth century did 
not occur by chance. State intervention was a vital 
prerequisite for the emergence of a laissez-faire economy. 
"Ideologues such as Hayek, who developed grand theories 
wherein market economies emerge by a slow evolution in 
which the state plays little role, not only generalize wildly 
from a single case, they misrepresented that case". (Gray, 
2002, 8) It is not true that the Enclosures transformed England 
from a peasant society into a market economy. "A market 
economy pre-dated the Enclosure movement by centuries. 
Yet the Enclosures helped form the nineteenth-century 
agrarian capitalist economy of large landed estates. The mid-
Victorian free market was an artifact of state coercion, 
exercised over several generations, in which property rights 
were created and destroyed by Parliament." (Ib., 8)  
Not much less significant in the formation of the free market 
was the Poor Law Reform. The Poor Law Act of 1834 was a 
decisive attempt to create a free labor market. It set the 
subsistence level quite below the lowest wage, it stigmatized 
the recipient by attaching the harshest and most demeaning 
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conditions on relief, and it undermined the family by forcing 
women and children to take misrable jobs at the factories (in 
the beginning of the industrial revolution the majority of 
workers in factories were women and children). Gray conclu-
des that "The removal of agricultural protection, the reform of 
the poor laws with the aim of constraining the poor to take 
work, and the removal of any remaining controls on wages 
were the three decisive steps in the construction of the free 
market in mid-nineteenth-century Britain." (Gray, 2002, 11) 
  Polyani' s thesis of a Great Transformation, the idea that 
England transformed between the 16teenth and the 19teenth 
century from a non-market, peasant society where economics 
is embedded in social relations to a modern capitalist system 
where economy and society broke up (Polyani, 1944), was not 
correct. A market economy had existed in England for many 
centuries, as Macfarlane documented some time ago. 
(Macfarlane, 1978) But Polanyi emphasized the emergence of 
a labor markert as a prerequisite for the establishment of a 
free market. 
  With the creation of a free market in the 19th century 
England turned from a market economy into a market 
society. Gray argues that in no other country in Europe did a 
purely free market come into existence. In most countries 
economic relations remained embedded in social relations. 
The free market was  -and remained- an Anglo-Saxon 
singularity. The free market existed in England from 1840s to 
the 1870s and again in the 1980s in Britain, the USA, Australia 
and New Zealand. The fate of the regime of deregulation and 
marketization that was installed in many countries in the 
1980s is, in Gray's view, likely to be similar of that of the 
nineteenth- century English free market. 
The conclusion that Gray draws puts Hayek's theory upside 
down. "First: the laissez-faire policies that produced the Great 
Transformation in nineteenth-century England were based on 
the theory that market freedoms are natural and political 
restraints on markets are artificial. The truth is that free 
markets are creatures of state power, and persist only so long 
as the state is able to prevent human needs for security and 
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the control of economic risk from finding political expression. 
(..) Second: encumbered markets are the norm in every 
society, whereas free markets are a product of artifice, design 
and political coercion. Laissez-faire must be centrally 
planned; regulated markets just happen. The free market is 
not, as New Right thinkers have imagined or claimed, a gift 
of social evolution. It is an end product of social engineering 
and unyielding political will. It was feasible in nineteenth 
century England only because, and for so long as, functioning 
democratic institutions were lacking." (Gray, ib., 17)  
 
8. Free to choose 
 
Hayek was not a liberal, neither was he conservative. He was, 
in his own words, an unrepentant Old Whig. Friedman called 
himself a liberal; though he was in fact a conservative. Both 
endorsed the faith in the neo-liberal or libertarian doctrine. 
The liberal faith is that human beings are free by nature. They 
are born as bearers of natural individual rights and liberties. 
In a state of nature reasonable individuals will enter into a 
social contract to produce a state that will protect these 
natural rights and liberties. Institutions that embody these 
rights and liberties will evolve spontaneously. Central to the 
liberal faith is the undisturbed enjoyment of natural rights. 
The constitutional limitation of the powers of the state is 
much more important than its democratic quality. The state 
only has to coordinate the exercise of the individual rights  -
that are the actions that follow from them- and has to observe 
a no-harm principle. The problem of justice is limited to a fair 
delineation and accommodation of natural rights and 
liberties. Relations between individuals appear as relations 
between property owners, who are free to dispose over their 
properties and trade or exchange them, as they like.    
  Friedman sincerely believes that it is precisely the central 
defect of government measures that they seek people to act 
against their own immediate interests in order to promote a 
supposedly general interest. "They substitute the values of 
outsiders for the values of participants; either telling what is 
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good for them, or the government taking from some to 
benefit others. But these measures are countered by one of the 
strongest and most creative forces known to man; the attempt 
by millions of individuals to promote their own interests, to 
live their lives by their own values. This is one of the major 
strengths of a free society and explains why governmental 
regulation does not strangle it." (Friedman, 1962, 200) 
Conceptions of the good belong to the private domain. A 
good government, therefore, only cares about the good 
functioning of markets.  
  Like Hayek, Friedman believes that the fundamental threat 
to freedom is the power to coerce, be it by a dictator or by a 
momentary majority. The great advantage of the market is 
that it permits wide diversity. "It is this feature of the market 
we refer to when we say that the market provides economic 
freedom." (Ib., 15) "An essential part of economic freedom is 
freedom to choose how to use your income: how much to 
spend on yourselves and on what items; how much to save 
and in what form; how much to give away and to whom." 
(Friedman and Friedman, 1980, 65) 
  As so many liberals Friedman tends to equate the absence of 
coercion with the opportunity to choose and in this way to 
confuse freedom with freedom to choose. Of course, freedom 
to choose is an aspect of freedom. Freedom of choice 
emphasizes an individual's autonomy and to have a choice 
implies competition and competition is seen as a precondition 
for economic and political freedom. But it is, in the view of 
Sen, also based on confusion between an opportunity concept 
of choice and an exercise concept of choice. The opportunity 
concept emphasizes the real opportunities one has in 
achieving things that one does value. The exercise or process 
concept emphasizes the decisional autonomy of choice and 
the immunity from interference by others. The exercise or 
process aspect is closely related to the conception of negative 
liberty. (see Sen, 1993b, 525)422 The exercise concept of making 

                                                
422 Carter, on the other hand, defines freedom of choice as an opportunity 
concept, as 'having' freedom of choice, in contrast to an exercise concept 
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a choice refers to the reasonable selection of items out of a 
choice-menu. I suggest that we call this exercise concept the 
concept of a free choice. The extent of a free choice depends 
on the range of qualitative different alternatives that are open 
to an agent. 423 The chooser does not choose the choice-set. 
"Choosing takes place in a field of non-choice, that is, against 
the background from what is from the perspective of 
choosing an arbitrary or coercive delimiting of options and 
possibilities." (Dan-Cohen, 1992, 223) The choice-set is 
determined by the quantity and quality of relevant options 
and these depend on someone's resources (including his 
human and social capital). The possession of comparatively 
few resources is, however, not a sign of lack of freedom, but a 
sign of lacking social power; being poor relatively. 
"Preventing violations of negative freedom can coexist with 
hardship and misery in the lives of those who lack social 
power." (Sen, 1988, 275) From this point of view it is 
inadequate to focus attention solely on someone's freedom to 
choose and not pay attention tohis or her opportunities, i.e., 
what individuals are able to do or to be. (Sen, 1988)  
  To enhance the opportunities for the less-well-to-do the state 
can supply public services by financing this through 
progressive taxes. However, there is a danger for which 
Hayek and Friedman justly warn; when the marginal tax 
rates become to high the incentives to cheat will increase and 
the stronger will be the temptation for governments to build 
up elaborate information and intervention systems. An 
advanced welfare state could in this way turn into control 
state and "use more and more of its legal and police forces to 
'fight crimes against the state' rather that 'crimes against 

                                                                                                           
of 'making' a free choice. (Carter, 2004) I think that Carter has a point and 
I shall follow him in this respect.  
423 There are more differences between liberty and the concept of a free 
choice. First, liberty always refers to the relation between individuals and 
the state. Individuals do not enjoy liberty separately but together. 
Second, liberty is a relational (social) concept. Free choice is not. And 
third, the value of liberty is independent of preferences in a way that the 
value of a free choice is not. 
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individuals'" (Lindbeck, 1988, 313).  There is an alternative to 
the control state, namely a state that accepts some 'slack' in 
the system and, contrary to Hayek's fears, Linbeck speaking 
from personal experience thinks that as a rule democratic 
societies tend to opt for some combination of control and 
slack. Of course, personal liberty is reduced by the 
interventions of the state but this is accepted by a majority of 
the population as a reasonable trade-off between individual 
freedom and economic security, anyhow in Sweden. 
(Lindbeck, 1988, 316)424  
 
9. Positive liberty and liberal democracy 
 
Theorists have often attempted to go beyond the conception 
of negative freedom, arguing that liberty is not merely the 
enjoyment of a sphere of non-interference but the enjoyment 
of certain democratic conditions in which such rights as non-
interference are guaranteed. These conditions include the 
presence of democratic institutions and a series of safeguards 
against a government that uses its powers arbitrarily and 
against the interests of its citizens. It insists that it is the 
political culture of political and social participation that gives 
democracy its stability and efficacy. I call this view liberal 
democracy; it has some correspondence with republicanism 

                                                
424 Friedman's defense of (negative) liberty is both that power is 
dispersed (allowing the freedom to choose) as well as that competition 
furthers productivity and, therefore, welfare. But when we take life 
expectancy of British citizens as criterion for well-being, then the best 
periods appear to be those periods in which government regulation was 
prominent. When we look at the expansion of life expectancy at birth in 
England and Wales (1901-1960) then it appears that it shows a greater 
increase in the decades between 1911 and 1921 and between 1941 and 
1951 than in the other periods. In these periods we had World War I and 
World War II. The explanation is that along with the hardships of war 
came the planned distribution system of basic essentials, including food, 
medical care and education. (Sen, 1988, 282) This example tells us that 
under specific circumstances (rationing of basic goods) state regulation is 
efficient. It also contradicts Hayek's belief that once state regulation is 
introduced there is no way back. 
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(see Carter, 2003; Van de Putte, 2003; and Pettit, 2001). From 
the point of view of liberal democrats liberty is not a product 
that emerged from a state of nature, but is a status created by 
political-juridical institutions. Liberty is not characterized by 
a condition of non-interference but by protection by the law 
against the dominance of others. The freedom of the indivi-
dual does not take place in opposition to the law, but through 
the law. The legal order is not an enemy of the individual but 
a pre-condition for the development of his or her talents. 
Liberty is the equality of the rights and liberties admitted by 
law and the guarantee that these rights and liberties are not 
violated by anyone. On this republican concept of freedom I 
am free only if I live in a society with the kinds of political 
institutions that guarantee non-interference. 425 
  Liberty is not only connected with democracy, but also with 
fairness. Without fairness there is no freedom, no res publica, 
but a state in which dominance has taken the form of law. 
(Van de Putte, 2003, 647) One is free when one has the power 
to block interference to which one ought not to be subjected. 
Interference that ought to occur, that has the appropriate 
normative license, does not compromise liberty as non-
domination. Interference has the appropriate license if it 
tracks the common avowable interests of the citizens. People 
should realize that liberty is foremost a political (social) 
concept. The liberty of the consumer is limited. You can 
choose which car you want to drive (considering your 
budget) or which toothpaste you want to use. But you cannot 
choose your own transport system or health care. The most 
important choices are social choices. The individual as 
consumer only takes care of his own interests, but as a citizen 
he reflects about his needs in relation to those of his fellow-
citizens. He is looking for what they share, for what they 
have in common. The citizen does not exchange his 
individuality for the community, but he or she understands 

                                                
425 As Raz says: "(..) an individual's freedom (..) can be obtained only 
through collective goods which do not benefit anyone unless they benefit 
everyone." (Raz, 1986, 250) 
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that the freedom of the individual takes shape in 
participation in processes that control the public choices. 
Citizenship is a matter of active self-rule. A citizen is not just 
a passive bearer of rights, but a participant in public life.  
"The principle of liberty is eternal vigilance." (Van de Putte, ib., 
653) A democratic state, interested in promoting autonomy, 
might be allowed considerable space for providing basic 
services for health and education, financial assistance and the 
like, subsidizing some activities and financing this through 
taxation. And of course, I am free only when I live in a society 
with the kind of political institutions that guarantee non-
dominance and non-interference by others and by the state 
firmly and consequentially. We do not need a minimal state, 
but a strong democratic state. 
 
There is an approach in economic science in which the 
concepts of well-being and liberty are intertwined. This is an 
extended version of Sen's capability approach in which well-
being is related to liberty. As we know Sen distinguished 
between well-being and agency. (Sen, 1985b) When we 
combine this distinction with the distinction between 
achievement and freedom, then we have four combinations.  
 

 
 
 
 
 
 
 

 
An evaluation of how well-to-do a person is, has to take the  
form of an assessment of these constituent elements. Well-
being achievement  (what the agent achieves), agency-
achievement (success in the pursuit of one's objectives), well- 
being freedom (a person's capability to enjoy well-being 
associated with different potential functionings), and agency 
freedom (what the person is free to do and achieve in pursuit 

 Well-being  Agency  
 

Achievement Functionings Success in realizing 
goals  

Freedom Capabilities  Rights and Liberties  
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of whatever goals or values he or she regards as important). 
(Sen ,1993a, 35) 
  Well-being achievement contributes directly to a person's 
well-being. What an agent can achieve depends on the 
number and variety of functioning options. And these 
options depend partly on the personal resources of the 
person (his opulence, but also his human capital and mental 
state), partly on public resources and public arrangements 
and partly on the resources that are at his disposal though 
they are neither his own nor public property (his social 
capital). Well-being freedom carries with it the notion of 
freedom to be able to do all kinds of things. It refers to the 
freedom of doing and being. Well-being achievement and 
well-being freedom largely determine a person's well-being 
as it is commonly understood. 426 
  The agency aspect also contributes to the agent' s advantage. 
Agency achievement reflects the agent's disposition to 
assume responsibility, in positive and negative ways, for his 
actions. This is the disposition to reflect upon one's ends, to 
accept duties and obligations and to respect virtues. The 
degree in which a person succeeds in preserving his self-
integrity will co-determine how well someone feels. Agency 
freedom refers to the advantage of living in a democratic 
society, a society in which they participate in the political 
process, in which the law protects people, in which human 
rights are honored and people can become the persons they 
want to be. Agency freedom contributes indirectly to both  
agency achievement and to well-being freedom since it can 
enlarge the potential functionings. 
 
10. Conclusion 
 
After having pleaded for a minimal state, based on the 
arguments of negative liberty, free market economists have 
pushed the debate about the relationship between markets 

                                                
426 In this extended form of the capability approach liberty is an 
expression of agency freedom.   
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and government in a wholly new and disturbing direction in 
the second half of the 20th century. Extrapolating from the 
economic model of man, they have found new arguments in 
rational choice theory to belittle politics as well as 
government, because of their common, allegedly negative 
effects of their actions on the efficiency of the market. Political 
scientists, employing 'homo economicus', demonstrated that 
governments are not run at all by people for the common 
good, but by a small handful of insiders who are only 
interested in their own power and enrichment. Politics was 
treated as a degraded form of the market.  The market made 
good on freedom of choice substantially more efficiently than 
did the ballot box. Rational people wouldn't vote, because the 
benefit (exercising influence) was far outweighed by the costs 
to go to the voting office.  
  When rational choice theorists claim that voting is not 
rational, they damage the exercise of freedom by trivializing 
the idea that freedom is a public good and dependent on the 
participation in political decision-making. Those who 
initiated this approach to politics were economists or scientist 
from neighboring disciplines who applied the economic 
model of rational agents in their own domain. In his An 
Economic Theory of Democracy, Anthony Downs argued that 
the usual conception of political democracy was illusory. 
Citizens did not pursue a common good. As in economic life, 
they pursued self-interest. Politicians should be seen as 
individuals whose principal motivation is to be elected in 
order to extract windfalls from the collectivity. (Downs, 1957) 
  But economists also have done their best to belittle even 
democratic governments. "In public choice theory, the 
demonized state makes an almost perfect Manichean mirror 
image of the idealized market. (..) The conclusion then 
inevitably follows is that the most prudent course is to make 
the political and the governmental realm as narrow as 
possible." (Kuttner, 1997, 333) Buchanan and Tullock pushed 
further on the idea of the individual in the political arena as 
seeking to maximize his individual benefits and shift costs to 
others. A central premise of their theory is the ubiquity of 
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'rent-seeking'.  A political rent is a benefit that a rational voter 
would not willingly confer but that a wily interest group or 
bureaucrat is able to extract from a naïve or disorganized 
electorate. (Buchanan and Tullock, 1962) In the work of 
Nozick and Friedman government taxation, public outlay, or 
income transfer are understood as nothing more than theft. 
Friedman opposes government measures because these 
measures require people to act against their own immediate 
interests in order to promote a supposedly general interest. 
  
In the view of neo-liberals, the free market is the underlying 
essence of the concrete collection of economic institutions that 
has become burdened by successive attempts of governments 
to regulate economic processes. In his postscript to The 
Constitution of Liberty Hayek writes about the need "to free 
the process of spontaneous growth from the obstacles and 
encumbrances that human folly has erected, (..)." (Hayek, 
1960, 354) This is Hayek's utopia. 
  When the Wall fell and the demise of communism was 
complete, you would expect that utopian dreams of whatever 
conviction came to an end. But in reality it gave ample room 
for the ambitions of free marketers. What they called a free 
market is in fact a proposal for complete decentralization. 
Now the free marketers and the new conservatives have 
joined their political and cultural ambitions and have a dream 
that history is moving to a final destiny. They are the last 
heirs of the apocalyptical tradition. What was first promoted 
as a bottom up development of spontaneous forces has now  
become a new utopian dream that must be realized by all 
means. (see Gray, 2007)427 
 
  
                                                
427 See also the latest book by Naomi Klein, The Shock Doctrine. The rise of 
Disaster Capitalism, She presents a similar point of view as Gray, namely 
that neoliberal shock programs of the recent past all tried the same: to 
stalemate a population in order to transform their societies according to a 
utopian ideal. 
(This was written before the collapse of the financial sector in 2008.)  
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Summary 
 
This book is about rational choice theory from a different 
point of view. It is different for three reasons. First, it pays 
attention to the unintended consequences of intended actions. 
Second, it employs a non-instrumental approach to moral 
actions. And third, it argues that choice opportunities matter. 
These subjects are elaborated in the Parts II, III, and IV of this 
book.  Part I deals with a critical outline of rational choice 
theory, as it is conventionally understood. It is a critical 
outline because it pays much attention to the problems with 
which rational choice theory wrestles. I describe how they are 
defined, solved or remained unsolved. I think that such a 
problem-oriented approach reveals both the strengths and 
the weaknesses of any theory, and in this case rational choice 
theory.  
  The main conclusions drawn in Part I are simultaneously 
introductions to the other Parts. One of the objections to 
rational choice theory I formulate in chapter I is that the 
concept of rationality is contaminated with the concept of 
self-interest. I propose to set these concepts apart. Subse-
quently, I connect the concept of rationality with the concept 
of reflectivity; the extent and the way an agent deliberates 
about his actions. The connection of rationality and 
reflectivity creates ethically burdened arguments around the 
question whether choices or actions should be subjected to a 
criterion of justification.  
  In the discussion of expected utility theory I refer to Allais' 
critique. The Allais’ critique boils down to the view that the 
mathematical expectation of outcomes is not relevant because 
most people view their choices as unique.   Therefore they are 
risk averse and try to avoid the experience of regret. Two 
consequences follow from this: choices are framed and the 
consequences of acts have to be split into an objectively 
realized and in an experienced (relief, pride, regret etc.) com-
ponent. Utility takes two forms (or aspects): a substantive and 
a symbolic aspect. Dependent on the context, the ranking 
number can be determined by the substantive or the 
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experienced component of the outcome of an action. When an 
agent, for instance, frames his choice in a morally significant 
context, then the symbolic utility representing the 
experienced component will determine the ranking of the 
preference. This splitting of the concept of utility also meets 
the distinction between an agency aspect and a well-being 
aspect of actions. 
  One of the main problems of game theory is that in strategic 
interactions there are many strategic possibilities and 
therefore many potential solutions. We want game theory to 
deliver unique solutions as evidence that social rules that 
solve coordination and cooperation problems can emerge 
spontaneously. However, it appears that sometimes such 
solutions only arise when agents draw upon pre-existing 
social norms. This means that rules (and institutions) are in 
such cases explained by referring to other rules (and institu-
tions), which conflicts with methodological individualism. 
Fortunately, this is consistent with institutional individua-
lism, the methodological approach I recommend. In institu-
tional individualism some institutions are endogenous and 
human behavior is described as being discursive, i.e., human 
agents reproduce (or transform) by their actions the 
conditions that made their actions possible. This is explained 
in the chapters on the agent-structure relationship.  
  I introduce institutional individualism in Part II where I 
described the unintended consequences of intentional actions. 
The study of unintended consequences introduces invisible 
hand explanations. I examine two such approaches: a general 
equilibrium approach and an institutional approach. Both try 
to explain why, in general, these unintended consequences 
result in an orderly supply and demand of goods and 
services in an orderly society. I argue that the institutional 
approach is the more general one and propose to apply such 
an approach to rational choice theory, stressing the role of 
habits, rules and norms in the explanation of choice behavior.  
In the chapter on social choice theory two issues are of central 
importance. One is the concept of prudence as a moral rule 
for practical reasoning. The second concerns the principle of 
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justice that is most conducive to collective welfare. Prudence, 
though important in many ways in practical reasoning, is 
limited as a moral concept because it is focused on the 
material well-being of agents. It is limited in a second way, in 
that it is not only instrumental to the good but simul-
taneously preference-based. It cannot easily accommodate the 
idea of sacrifice or the contribution to a collective good such 
as provisions for the poor or actions that have no bearing on 
one's own well-being. To do justice to these motives and to 
incorporate the agency aspect of the individual a non-
instrumental moral concept is needed.     
  Part III, deals with questions such as the existence of moral 
imperatives, the conceptualization of a proper choice, and the 
place of commitment in rational choice theory. In this Part 
one of the most significant aspects of human action, namely 
the making of meaning, is made most explicit. 
  In Part IV the principle of average utility is compared with 
Rawls' difference principle and Gauthier's principle of 
maximim relative concession. Since Gauthier presents a 
bargaining solution in which distributional issues are side-
stepped I concentrate on the comparison between the first 
two mentioned principles. The arguments for these principles 
are deduced from a thought experiment called the original 
position. Since the construction of the original positions 
already seem to implicate the proposed principle I take 
another road and turn to the debate between egalitarians and 
prioritarians. In this debate the conclusion is reached that 
there is support for the difference principle as part of the 
prioritarian view. In addition to the difference principle I 
defend Sen's capability approach as the best articulation of an 
opportunity concept for choice. 
  I conclude with an Epilogue in which the concept of liberty 
or freedom is central. I try to explain why the negative 
concept of liberty is so overwhelmingly endorsed in rational 
choice theory by referring to the writings of Hayek.  In 
accordance with the arguments in the previous chapters I 
argue that the positive conception of liberty is most helpful to 
support the opportunity concept of choice.
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Samenvatting (Dutch summary) 
 
De rationele keuzetheorie ontstond als een economische 
beslissingsleer. Dat is niet zo vreemd omdat de economische 
wetenschap zich altijd al bezig hield met het keuzegedrag 
van economische actoren als consumenten en producenten. 
Het bijzondere van de rationele keuzetheorie is dat ze niet 
alleen toegepast wordt op wat wel de economische 'sfeer' of 
het economische 'domein' genoemd wordt, maar ook 
daarbuiten. Deze verbreding van het toepassingsgebied van 
een oorspronkelijk economische theorie werd ingeluid met 
een beroemd essay van Lionel Robbins waarin hij de 
economische wetenschap definieerde als de wetenschap die 
het menselijk gedrag bestudeerd als de relatie tussen 
doeleinden en schaarse, alternatief aanwendbare, middelen. 
Hij definieerde de economische wetenschap dus niet op basis 
van een domein, maar als een alom tegenwoordig aspect van 
het menselijk handelen, namelijk schaarste. Hiermee werden 
alle domeinen van het menselijk bestaan, de economische, de 
politieke, de sociale en de culturele, toegankelijk voor de 
economische wetenschap als een wetenschap die het 
economische aspect van alle handelingen bestudeert. Ze werd 
een theorie van het praktisch handelen. 
  Deze transformatie van de economische wetenschap werd 
niet door ieder toegejuicht. Onder de economen waren velen 
die vonden dat de economische wetenschap zich moest 
blijven richten op het bestuderen van marken, prijzen en 
hoeveelheden. Onder niet-economen bestond aversie tegen 
het gebruik van concepten ontleed aan de economische 
theorie. De vrees bestond dat de economische wetenschap als 
een soort imperialistische discipline de andere disciplines zou 
gaan overschaduwen. De rationele keuze theorie verspreidde 
zich in korte tijd naar andere disciplines. Daar werden  
varianten ontwikkeld die weliswaar de kernbegrippen 
(voorkeuren, beperkingen en een 'extremum principe') 
gemeen hebben, maar daarnaast variaties vertonen (bij 
sommige zijn de voorkeuren gegeven, bij andere niet, het 
'extremum principe' wordt soms afgezwakt of aangezet, om 
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een aantal voorbeelden te noemen).  
  Harsanyi heeft een aanzet tot een formulering van een 
algemene rationele keuze-theorie gegeven. Hij meende dat de 
rationele keuze-theorie uit drie in elkaar grijpende 
subtheorieën bestond: 
a) beslissingsleer, dit is de theorie van het individuele 

keuzegedrag onder condities van volledige en 
onvolledige informatie; 

b)  speltheorie, de theorie van strategisch gedrag van twee of 
meer actoren; 

c) ethiek, dat hij definieerde als de theorie van rationele 
waarde-oordelen. 

Met ethiek verwijst hij naar het utilisme, een ethische leer die 
gebruikt wordt als grondslag voor uitspraken over collectief 
welzijn.  
  Wat opvalt bij deze indeling is dat er geen verwijzing is naar 
de niet-bedoelde gevolgen van intentioneel handelen. Ook is 
er geen verwijzing naar een macro domein. Harsanyi 's 
constructie is geheel micro-georienteerd. Ten tweede 
verwaarloost Harsanyi de morele aspecten van individuele 
keuzes. Dit is een gevolg van het feit dat de doelstellingen 
van de actoren als gegeven worden beschouwd. Maar is het 
niet merkwaardig dat een theorie over keuzegedrag zich niet 
bezighoudt met de belangrijkste keuzes die mensen maken, 
de keuzes van hun doeleinden?  
  Als we de beslissingsleer en de speltheorie samenvatten als 
(de persoonlijke en de strategische aspecten van) het 
individuele keuzegedrag, dan valt Harsanyi's constructie 
uiteen in twee onderdelen: individueel keuzegedrag en 
sociaal keuzegedrag (ethiek). In de constructie zoals ik die in 
dit boek uiteenzet valt de rationele keuzetheorie uiteen in 
vier onderdelen: individueel keuze gedrag (deel I); de 
onbedoelde gevolgen van individuele keuzegedrag (deel II); 
de morele aspecten van het individueel keuzegedrag (deel 
III); en een vergelijkende analyse van ethische theorieën over 
welzijn en sociale rechtvaardigheid (deel IV).    
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Wat zijn de meest saillante observaties in deze vier delen? In 
deel I bespreek ik de verandering van de nutstheorie. Werd 
deze vroeger geassocieerd met Bentham's calculus van pijn 
en vreugde, naarmate het logisch positivisme steeds 
dominanter werd, werden verwijzingen naar niet 
observeerbare, psychische, uitingen uitgebannen. Dit 
resulteerde er in dat de nutsfunctie werd omgevormd tot een 
keuze-indicator oftewel een functie die voorkeuren ordent. 
Een rationele keuze moet sindsdien voldoen aan allerlei 
formele vereisten die vastgelegd zijn in de theorie van de 
verwachte opbrengsten ("expected utility theory"). Omdat 
alleen nog maar naar het keuzegedrag werd gekeken, en 
verwijzingen naar het proces van voorkeursordening buiten 
beeld bleven, werkte Samuelson de theorie uit dat de 
voorkeuren van actoren zich openbaren in de keuzes die zij 
maken (de "revealed preference theory"). De relatie tussen 
voorkeuren en keuzes is daarmee omgedraaid. In plaats van 
keuzes uit voorkeuren te verklaren worden voorkeuren uit 
keuzes verklaard. 
  Een van de voordelen van de rationele keuze theorie ten 
opzichte van andere economische theorieën is dat ze zich 
leent voor experimenten. In die experimenten bleek dat 
proefpersonen in een aantal situaties beslissingen nemen die 
in strijd zijn met de formele axioma's van de theorie van de 
verwachte nutsopbrengsten. Veel personen blijken zich risico-
mijdend op te stellen, dat wil zeggen dat zij niet naar het 
product van de verwachte nutsopbrengsten en de kansen op 
die opbrengsten kijken, maar naar de opbrengsten en kansen 
afzonderlijk. Zij verkozen een lage, zekere, opbrengst boven 
een hoge, onzekere opbrengst. Uit het risico mijdend gedrag 
kan worden afgeleid dat individuen zich willen beschermen 
tegen teleurstellingen. De botsing tussen waargenomen en 
voorspeld gedrag  resulteerde uiteindelijk in de opkomst van 
een alternatieve theorie (de "non-expected utility theory"), 
waarin mentale processen weer als verklarende variabelen 
zijn opgenomen.  In deze alternatieve benadering worden 
nutsopbrengsten opgesplitst in een deel dat gerelateerd is aan 
de uitkomsten van de handeling en een deel dat verbonden is 
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met de gevoelens die met de uitkomst samenhangen. 
Gevoelens van teleurstelling of vreugde, trots of schaamte en 
dergelijke. De nutsopbrengst is deels substantieel, deels 
symbolisch en beide onderdelen bepalen de mate van welzijn 
die een actor ondervindt.  
  Een veel besproken onderwerp in de rationele keuze theorie 
is of actoren  uitsluitend hun eigenbelang dienen. Hoewel 
ook deze aanname soms in experimenten wordt 
gelogenstraft, wordt toch gewoonlijk aangenomen dat een 
actor handelt uit eigenbelang. Dit betekent dat een actor die 
handelt ten behoeve van de belangen van derden, 
bijvoorbeeld vanuit een morele overtuiging, irrationeel 
handelt. Het is vanuit deze optiek niet verbazingwekkend dat 
de ethische leer die aan de rationele keuze theorie is 
verbonden, het utilisme, een instrumentele vorm van moreel 
handelen belichaamt. Men gedraagt zich moreel, bijvoorbeeld 
coöperatief, omdat dit wederzijds voordelig is. Om een niet-
instrumentele ethische leer met de rationele keuze theorie te 
kunnen verbinden moeten eerst de begrippen 'eigenbelang' 
en 'rationaliteit' van elkaar losgekoppeldworden; dwz dat het 
economisch subject dat alleen zijn eigen belangen dient 
vervangen wordt door een subject met een andere identiteit.  
Ik stel voor het zelfzuchtig economisch subject te vervangen 
door een rationeel subject en, in navolging van de Britse 
filosoof Parfit, het rationaliteitsbegrip te verbinden met de 
mate waarin reflectie een rol speelt bij de voorkeursordening. 
De behandeling van de normatieve (morele) aspecten van het 
handelen wordt hiermee vergemakkelijkt. 
  In deel II bespreek ik de onbedoelde gevolgen van 
individuele handelingen. Sinds Adam Smith is het 
gebruikelijk hiervoor de metafoor van de onzichtbare hand 
(de "invisible hand") te gebruiken.  Deze metafoor 'doet' twee 
dingen: ze stelt dat de handelingen van de talloze individuen 
die alleen hun eigenbelang dienen op de een of andere 
manier gecoördineerd worden én dat het totaal resultaat goed 
is voor iedereen. 
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Er bestaan twee opvattingen over de wijze waarop dit 
resultaat tot stand komt. De eerste is dat markten (het 
prijsmechanisme) voor dit optimale resultaat zorgen; de 
tweede is dat allerlei spontaan tot ontwikkeling gekomen 
instituties hiervoor zorg dragen. De theorie waarin het 
prijsmechanisme centraal staat (de algemene evenwichts-
theorie), heeft als bezwaar dat het een reductionistische 
theorie is, dwz dat zij alle verschijnselen/ gebeurtenissen wil 
verklaren uit het handelen van micro-actoren waartussen 
geen sociale relaties bestaan. Dit uitgangspunt (het methodo-
logisch individualisme) blijkt uiteindelijk een sta in de weg te 
zijn om de mogelijkheid van het bereiken van een stabiel 
algemeen evenwicht te kunnen beargumenteren.  Het vast-
houden aan een microfundering van macro verschijnselen is 
ook om een ander reden niet zinvol, namelijk omdat macro 
domeinen gekenmerkt worden door eigenschappen 
("emergent properties") die niet uit het handelen van 
geïsoleerde individuen kunnen worden verklaard.                                    
  Als alternatief voor het prijsmechanisme presenteer ik een 
institutionele benadering aan de hand van recente micro-
institutionele theoriën. De grondslag van deze theorieën is 
gelegd door Coase, die in zijn  transaktiekosten theorie 
uiteenzette dat het gebruik van het prijsmechanisme kosten 
met zich meebrengt en dat het daarom efficiënt kan zijn 
bedrijven op te richten. Williamson beweert, zich baserende 
op Coase, dat het in de institutionele theorie gaat om een 
vergelijkende analyse van beheersstructuren. Daarmee doelt 
hij op bedrijven en markten, maar er is geen reden waarom in 
zo'n analyse ook niet publieke beheersstructuren  betrokken 
zouden kunnen worden.  
  Er zijn meerdere theoretische stromingen die zich plaatsen 
binnen het micro-institutionele kader. Zij kunnen zo 
ingedeeld worden dat er twee, min of meer, samenhangende 
clusters ontstaan. Deze noem ik respectievelijk de neo-
institutionele theorie (die de eigendomsrechten theorie als 
kern heeft) en de nieuwe institutionele theorie (waarin de 
transactiekosten theorie centraal staat). De eigendomsrechten 
theorie (de "property rights school") beweert dat er eigenlijk 
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geen verschil is tussen markten en bedrijven, omdat het in 
feite alleen gaat een structuur van efficiënte prikkels. Op 
grond van deze twee stromingen onderscheid ik twee 
institutionele benaderingen van het keuzegedrag. De neo-
institutionele variant die ik de competitieve keuze theorie 
noem en die niet-markt-omgevingen beschouwd als quasi-
markten waar 'managed competition" mogelijk is. De nieuw 
institutionele variant noem ik de comparatieve keuze theorie, 
deze richt zich op de vergelijking van beheersstructuren.  
  De micro-institutionele theorie kent enige manco's. Zo 
worden instituties slecht gedefinieerd (er wordt geen 
onderscheid gemaakt tussen markten en instituties of tussen 
organisaties en instituties) en ze is reductionistisch (ze is 
gebaseerd op het methodologisch individualisme). Ik werk 
daarom de grondbeginselen van de institutionele theorie 
verder uit, waarbij de belangrijkste ingreep is dat sommige 
instituties als exogenen verschijnen. Dit is het uitgangspunt 
van het institutioneel individualisme. Voor de 
theorievorming betekent dit dat niet verklaard hoeft te 
worden hoe instituties ontstaan, maar hoe ze zich hebben 
ontwikkeld (het gaat niet om het scheppen van de wereld, 
maar om het herscheppen ervan). Met behulp van het 
institutionele individualisme is een oplossing mogelijk voor 
het probleem dat instituties zowel producten zijn van 
menselijk handelen als voorwaarden voor het menselijk 
handelen. Dit is een probleem dat zich ook voordoet in de 
speltheorie. In de speltheorie gaat het onder meer om het 
vinden van unieke oplossingen voor strategische interacties. 
Deze oplossingen dienen als fundering van de hypothese dat 
sociale regels (instituties) spontaan kunnen ontstaan. Vaak 
bleek dat voor het formuleren van zulke oplossingen gebruik 
werd gemaakt van reeds bestaande regels en dat dus regels 
werden gebruikt om het ontstaan van regels te verklaren. Dit 
is strijdig met het methodologisch individualisme dat aan de 
speltheorie ten grondslag ligt, maar is toelaatbaar in het 
institutioneel individualisme.  
  In de eerste twee delen van dit proefschrift is verondersteld 
dat de doeleinden van handelenden personen gegeven zijn. 
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In de volgende twee delen wordt dit uitgangspunt verlaten. 
Als rationeel handelen gekoppeld is aan de mate van reflectie 
over het handelen dan ligt het voor de hand. de vraag te 
stellen worden of de handelingen te rechtvaardigen zijn. Het 
is daarbij niet de bedoeling dat de economische wetenschap 
plotseling een oordeel gaat vormen over de doeleinden van 
actoren, maar dat zij de (theoretische) vraag opwerpt hoe 
doeleinden te rechtvaardigen zijn. Dit is het onderwerp van 
deel III waarin de stelling wordt verdedigd dat over 
voorkeuren en doelstellingen gediscussieerd kan (onder 
erkenning van de subjectieve elementen die in  een  oordeel 
en rol kunnen spelen), omdat over de redenen die voor het 
oordeel aangedragen worden een kritische en rationele 
discussie mogelijk is.  
  Niet alles wat mensen doen is wenselijk en niet alles wat 
wenselijk is wordt gedaan. In het spanningsveld tussen wat 
wenselijk is en wat wordt gedaan kan het opportuun zijn de 
vraag te stellen of een handeling gerechtvaardigd is. Behalve 
het doel zelf kan ook de manier waarop een doel gerealiseerd 
wordt onderwerp van reflectie zijn. Het is mogelijk dat de 
wijze waarop een doel wordt bereikt aan voorwaarden moet 
voldoen. Doel en middel zijn niet onafhankel;ijk van elkaar. 
Als mensen condities stellen aan een doel en/of de wijze 
waarop ze dit willen realiseren, dan streven ze als het ware 
twee doeleinden tegelijk na: het realiseren of verwerven van 
een bepaalde situatie op een wijze die hun zelfrespect in 
stand houdt en/of het verwerven van sociaal respect niet in 
de weg staat. Naarmate een handeling aan die twee 
doeleinden voldoet, levert de handeling naast het 
substantiële nut dat voortvloeit uit de beoogde resultaten van 
de handeling ook symbolisch nut op.   
  Om een conceptueel kader te bieden waarin het mogelijk is 
dat handelende personen reflecteren over hun doeleinden en 
de wijze waarop ze die realiseren, is het van belang een 
onderscheid aan te brengen tussen een 'agency aspect' van 
een handeling en het welzijnsaspect. Het 'agency aspect' 
verwijst naar de wijze waarop een handeling verricht wordt. 
In verband hiermee dient het nutsconcept verbijzonderd te 
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worden naar een uitkomst-gerelateerd en een belevings-
gericht aspect. Ook stel ik voor de subjectieve motivatie-
theorie die nog op Hume gebaseerd is te vervangen door een 
motivatietheorie die toestaat dat objectieve overwegingen een 
actor tot handelen kunnen aanzetten om daarmee te 
onderstrepen dat iemand niet alleen op basis van wensen, 
maar ook op basis van redenen kan handelen. 
  In deel IV bespreek ik drie ethische theorieën (van Gauthier, 
Harsanyi en Rawls) die verenigbaar zijn met de rationele 
keuze theorie.  Voor Harsanyi is moreel gedrag instrumenteel 
en staat ten dienste van het verwerven van materiële rijkdom 
en sociale status. Ook in de morele theorie van Gauthier zijn 
morele normen niet meer dan een stelsel van rationele, 
onpartijdige beperkingen op het door eigenbelang gedreven 
handelen ten behoeve van het realiseren van coöperatieve 
projecten. In beide theorieën is moreel handelen gewoon een 
aspect van rationeel handelen. Moreel handelen heeft geen 
bijzondere kwaliteit die haar onderscheid van rationeel 
handelen. Personen leggen zich weliswaar bepaalde 
beperkingen op maar alleen als dat in hun belang is. Er is 
geen plaats voor 'commitments'.  
  Harsanyi verdedigt het liberale ideaal dat ieder mens 
evenveel waard is als elk ander mens ("equal concern") en dat 
die sociale staat de voorkeur verdient waar het gemiddelde 
inkomen zo hoog mogelijk is. Maar de hoogte van het 
gemiddelde zegt niets over de spreiding van het gemiddelde, 
dus over de sociale ongelijkheid in die staat. Alleen in Rawls 
theorie staat de vraag centraal hoe de lasten en de lusten 
verdeeld worden. Het vertrekpunt van Rawls is gelijkheid als 
ideaal, maar ongelijkheid is toegestaan indien de ongelijkheid 
in het voordeel is van diegenen die onderaan staan (bijvoor- 
beeld omdat de resulterende inkomensgroei ook hen ten 
goede komt). Harsanyi en Rawls gebruiken beide een 
denkbeeldige constructie (de "original position") om de keuze 
voor bepaalde rechtvaardigheidsregels te legitimeren. Omdat 
de invulling die aan deze gedachtenconstructies is gegeven 
de principes al min of meer impliceert, sluit ik deel IV af met 
een hoofdstuk waarin de rechtvaardigheidsprincipes 



 

 

645 

rechtstreeks aan discussies over gelijkheid en vrijheid worden 
ontleend. De principes die Rawls verdedigd blijken in deze 
discussie te worden gesteund.  
Ik sluit mijn proefschrift af met een Epiloog waarin ik het 
idee van het vrije keuze ideaal bespreek in relatie tot politieke 
concepten over vrijheid. De rationele keuze theorie heeft zich 
gecommitteerd aan het idee van negatieve vrijheid, oftewel 
niet-interventie. Veeal wordt dit gecombineerd met een 
minimale staat. Maar het begrip vrijheid kent ook een 
positieve component en die vraagt juist om een krachtige 
democratische staat. Ik denk dat juist dit positieve 
vrijheidsbegrip er toe kan bijdragen rechtvaardigheids-
principes te funderen. Ik bespreek de voorkeur voor het 
negatieve vrijheidsbegrip aan de hand van Hayek en 
Friedman. 
  
Dit proefschrift stelt zich drie doeleinden. De eerste is om een 
overzicht te presenteren van de rationele keuze theorie, haar 
diversiteit, haar verdiensten en haar tekortkomingen. Ten 
tweede om de theoretische mogelijkheid te demonstreren dat 
de morele aspecten van het persoonlijke en het collectieve 
keuzegedrag in de wetenschappelijke discussie betrokken 
kunnen worden.  In de derde plaats schetst het de contouren 
van een institutionele benadering van de rationele keuze 
theorie. Een bijproduct van dit proefschrift is de demonstratie 
dat het mogelijk is twee rationele keuzetheorieën te 
construeren, die heel verschillende implicaties hebben 
wanneer ze worden toegepast op niet-markt omgevingen.  
  Dit proefschrift is een voorbeeld van een multi-disciplinaire 
benadering; het combineert gezichtspunten en concepten uit 
de economische wetenschap, de filosofie en de sociologie. 
Voor het merendeel is dit proefschrift een uiteenzetting en 
een beoordeling van andermans werk. Ik benader het 
wetenschappelijk vertoog als een conversatie over 
theoretische en praktische problemen. Ik presenteer de 
opvattingen van diverse wetenschappers, hun argumenten en 
de tegen argumenten van anderen die in het debat 
participeren. Evenals Rorty en McCloskey beschouw ik de 
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wetenschap als een marktplaats van ideeën waar door de 
interactie van diverse individuen met hun specifieke kennis 
en opvattingen de wetenschappelijke gemeenschap gestalte 
krijgt. De economische wetenschap is in deze opvatting een 
geciviliseerde discussie onder gelijken.  
  Zoals ik al eerder liet weten hoop ik op een 
accentverschuiving in deze discussie. De normatieve (morele) 
aspecten van het persoonlijke en het publieke keuze-gedrag 
zouden meer aandacht moeten krijgen. Het 'technische' 
aspect van de rationele keuzeleer zou aangevuld moeten 
worden met het 'ethische' aspect, zoals Sen jaren geleden 
reeds voor de economische wetenschap bepleitte. 
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