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ABSTRACT

This work examines some of the effects that developments in economic
theory might have had on concepts of economic justice that are
associated with it., For instance, concepts like desert which seemed
to have dominated human thought on economic justice since Aristotle
had disappeared almost entirely from present—day discussions of the
subject. One possible explanation to it is the emergence of general
equilibrium as a dominant feature of economic theory. In it, the idea
of simultaneity erases all traces of causality between agents’
activities and outcome. Thus the elusiveness of responsibility
becomes detrimental to any theory of desert. But whether or not the
demise of desert theories should follow from such developments in
economic analysis also depends on what 1is meant by general
equilibrium as well as on what is meant by desert. It matters a
great deal whether the idea of general equilibrium is a perception
of the real world or, a rationalistic tool of analysis. While the
Walrasian notion of general equilibrium seems close to the latter,
the ‘'empiricist’ tradition of liberal classical economics implies
a tendency to the former. However, in view of such a difference in
the epistemological foundations, the whole idea of general
equilibrium is open to different interpretations altogether.
Classical economics, as represented by Adam Smith and J.S. Mill is
a good example of models of general equilibrium where moral
responsibility cannot be evaded. Indeed, in the ethical analysis of
these models— conducted by the same people who suggested them— the
role of desert was prominent. Contrary to the general belief that
classical economists advocated natural liberty for Iits moral
goodness as much as for its economic efficiency, analysis by desert
reveals a serious moral inadequacy of natural 1liberty. This, in
turn, may explain the discrepancy between the received view and the
fact that the works of classical economists are sometimes full with
moral apprehensions about natural liberty.

To reach such conclusions there is a need(;; re~-interpret'the works
of Smith and Mill at both levels of economics and ethics. The bulk
of this work is devoted to that purpose. A new interpretation of
Smith’'s ethics is being offered. It is based on the consistency of
human character and on the existence of some ’‘rationalistic’
considerations in his work. Such an interpretation offers an
alternative (and more comprehensive) solution to what became to be
known as the Adam Smith’s problem (old and new). Also, the
application of his moral theory to the analysis of actions implies
that a correlation must exist between intention and consequences.
Thus the moral significance of the proposed spill-over of
beneficence derived from the 'invisible hand’ mechanism, 1is
questioned. A new interpretation of Smith’s economic follows where
'pre-market demand’ relates the capitalists’ decisions on saving to
equilibrium prices. A distinction that has a moral significance is
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then being drawn between ’'market-price’ and ’'natural price’.

The study of Mill’s methodology serves as a foundation to interpret
some apparent contradictions in his moral theory (the relationship
between Utilitarianism and Liberty). Ethology, which is the theory
of character formation plays a major role in it. Coupled with Mill’s
theories of Free-will and Individuality, it is possible to establish
a solution to the problems of Utilitarianism and Liberty without
expanding the concept of utility. Similar principles are then
introduced to Mill'’s discussion of economic justice. The principle
of individuality is being presented in the form of Mill’s principle
of 'proportional remuneration’. A discussion of his theories of
property follows and then, the question of the meaning of
‘proportional remuneration’ is being put forward. Before, however,
an exposition of Mill’s economic model in the framework of ’'cost of
production’ general equilibrium is being offered. Then, the
principle of proportional remuneration is being investigated. It is
also related to a much wider question of the role and meaning of the
labour theory of value 1in classical economics.
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PART I

ETHICS-ECONOMICS RELATIONSHIP: AN INTRODUCTION



1. GENERAL INTRODUCTION

This work is part of a wider research programme which is aimed at
examining how concepts of economic justice are affected by
developments in economic theory. More broadly defined, the context
of this work is an investigation into the question of the
relationship between ethics and economics. It is, however, confined
to the study of these relationships in the context of classical

economics alone.

What motivated this study is an observation whereby a concept of
economic justice that seemed to have dominated human thought since
Aristotle (and probably even earlier than that) had d§§§gp§§ped5
almost entirely from present discussions of the subject. I refer here

to the concept of desert.!

Presumably there are many reasons for that and some of which may
appear to rest entirely in the domain of internal developments within
ethics and philosophy in general. Some however, by nature of the

subject, must be associated with changes in economic theory and the

1The lost status of desert is discussed in more details in
section (a) below. It should also be made clear that what I mean by
desert is not a theory of entitlement derived from some natural
qualities. Rather, I mean a concept of remuneration that is
associated with efforts or deeds or, to generalise, with choice.
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subsequent change in the role and meanings of various economic
concepts. One such reason, for instance, may be the emergence of
Walrasian general equilibrium as a dominant framework of economic
theory. In it the idea of simultaneity erases all traces of causality
and thus makes it difficult, if not impossible, to associate any
outcome with a particular activity (or choice) of any economic agent.

Any theory of desert, therefore, will become intractable in such an

economic setting.

There are, of course, other reasons and I will discuss what motivated
this work in more details in the next section of this general
introduction. What is however clear is that the task in front of us
involves examining the correlation between developments in economic
theory and the applicability to economics of various ethical
concepts. Associating changes in economic theory to changes in the
corresponding ethical discourse may, in principle, depend on two
major features of such a change. One is a change in the subject
matter of economics and the other, a fundamental change in

methodology (and in particular, epistemology).

A change in the subject matter of economics may be a result of real
changes in the world that surrounds us. These changes may be social,
technological or both. They could, for instance, be changes in the
economic significance of class distinctions. A change from an
exchange economy with a very low division of labour where class
distinction has no economic meaning, say, by way of its relation to
modes of production, to an economy with a relatively high degree of

division of labour were class distinctions and economic roles are
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closely related?, Naturally what might have been considered as
morally good, or just, in an exchange economy where class distinction
has social meaning other than economical, cannot be the same as what
might be thought of as morally acceptable in an environment where

class distinction is marked by its economic significance.

At the level of methodological fundamentals the problem is perhaps
easier to define. What we want to look at is whether or not there are
some intrinsic relationships between the nature of economic theory
and the nature of ethics. In particular, we would like to examine the
epistemic content of economic propositions before we can apply to
them ethical concepts which might have different epistemic

significance.

For instance, if an economic model has been constructed on the
foundation of ‘classical empiricism’?® then obviously the
epistemological content of the assumptions must be empirical. In
other words, the assumptions are a description of the world. In such
a case, would it be reasonable to apply concepts of justice that are

derived in a ‘rationalistic’* manner?.

When one associates economics with ‘classical empiricism’ one is not

2 I will show later in this chapter that such a change can be
observed as we move from the partial equilibrium analysis of
Aristotle through a similar, but nevertheless distinct, analysis of
St. Thomas of Aquinas to the emergence of classical economics where
the class distinction and its affect on production became the focus
of interest.

3 By ‘classical empiricism’ I mean the empirical tradition of
Locke and Hume.

‘Here I refer mainly to the Cartesian-Kantian tradition.

12



just saying something about the nature of economics, one is also
saying something about the human mind. About how we perceive the
world, how we form concepts, ideas etc.. This, I believe, cannot be

entirely unrelated to how we form moral concepts, or ideas.

If we look at the Walrasian model and the subsequent treatment of it
by Pareto, many serious questions of the methodological type arise.
I believe that I can show that Walras was first and foremost a
'rationalist'; almost of a Cartesian kind.” What then, one may ask,
is the meaning of Pareto-Optimality in the context of his model.
Clearly it is a concept of efficiency in terms of utilities. However,
if utility is a 'rational' construction or, as Friedman (1956) puts
it, an 'as if' statement, it is not a description of the world. Thus
to argue that an allocation is Pareto-optimal does not tell us much
about the real circumstances of the individuals involved. It only
says that 'rational beings' --who do not really exist-- cannot get
a better deal without someone becoming worse off. But as people
themselves are not necessarily 'rational'’ Pareto-Optimality is
meaningful only if we argue that people tend to be 'rational' or that
they 'should' be 'rational'. As neither of these is self-evident
Pareto-Optimality is not the firmest foundation for a theory 1like
Welfare Economics whose main concern are the circumstances of

individuals within the economic system.

“Namely with little belief in any kind of direct relationship
between the creation of the mind and their extension in the real
world. So much so that he had to resort to a different model
altogether in order to examine the relationship between his 'ideal'
model and its possible extension in the world of matter. I refer here
to the T&tonnement which, by the way, failed to fulfil its purpose.

13
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This, of course, is not an argument against the use of ’'rational’
methods or against the ’as-if’ argument. The usefulness of such
constructions for the purpose of predictions cannot be denied. But
whether ’‘prediction’ implies ’‘explanation’ is yet another serious
hurdle to overcome. Ethical arguments in any case, when applied to
economics, must be based on an understanding of the economic world

rather than on the powers of its prediction mechanism.

All these are tremendously difficult and important issues, in
particular, as we advance towards the 20th century where the problems
of epistemology became much more complex. They are, however, beyond
the scope of this particular study but they must be borne in mind

throughout the reading of this work.

The reason why this work cannot cover the above issues is that much
work was involved in the very first step of this ambitious programme.
To analyze the association of changes in economic theory with changes
in the conception of economic justice one must be able to establish
first that a particular economic system corresponds to particular
ethical ideas. Then, one must be able to establish that a change in
economic theory has indeed come about and what is the nature of this
change. Then, one must examine whether this change imposes a change
in the ethics that is applicable to the new economic system. An
imposition that may be a result of a change in either the role of
economic variables due to changes in the subject matter or, due to
a change in the meaning of these variables (a change in their
epistemic content). Alternatively, one must examine whether the

concepts of ethics used in the past are still applicable to the new
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system.

Perhaps the most significant and comprehensive change in the
structure and nature of economic theory took place in the transition
from the classical to the neo-classical paradigms. The first step,
therefore, is to establish the application of ethics to economics in
the context of classical economics. It is to this end -- the moral
significance of classical economics-- that this dissertation is

dedicated.

The two immediate questions that arise are (a) what does one mean by
'classical economics’ and, (b) which moral system should be
associated with it. In the case of the classical school -under any
reasonable definition- the answer to the second question seems to be
almost straightforward. Most of the great scholars who wrote on
economics also wrote on ethics, and usually they did so as part of

a more comprehensive view of the socfal sciences. Thus, it will be

sufficient to investigate the relationship between and across their
own ethics and economics to see whether there are some intrinmsic
relationships between ethics in general and their classical models

of economics.

As for the first question I will follow the convention. When I write
about the ’'classical school’ I will refer here to what might be
generally define as the 'liberal’ tradition of 'classical economics’.
By this I mean that I shall concentrate on the two major scholars
whose writings are directly associated with the advocacy of

free-trade (or natural liberty); Adam Smith and J.S. Mill. I also
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imply by this that I shall exclude from my analysis a comprehensive
discussfon of other traditions, like the Marxian one, that are
associated with classical economics. I will not, however, ignore this
branch of classical economics altogether. In the analysis of how the
theory has developed from Smith to Mill, I will also spend some time
discussing and questioning whether the road to Mill 1is, as is
usually implied, diametrically opposed to the one that leads to Marx,

at least from the moral point of view.

Adam Smith and J.S. Mill were great scholars about whom a lot has
already been said. While reading through their works I occasionally
found myself at odds with the received view about their
interpretations. Therefore, I had to devote some time to establish
my own interpretation of some aspects of their works. Consequently,
the reader will feel that there are a few digressions from the line
of argument that was portrayed above. As I said before, this work is
only a very first step, even a preliminary one, in my research
programme. It should therefore be seen only as a novel exploration
of Smith and Mill from the particular point of view of the

relationship between their ethics and economics.

On the whole I believe that I have succeeded in establishing three
major general propositions. One, that within the classical paradigm
of which Smith and Mill are representatives, the framework of

analysis is that of general equilibrium.® However, unlike the

8This may not be a novelty in as much as Smith is concerned but
it is, by way of interpretation, in Mill’s case. There is also a
difference between the model applied to Mill and the one that {s
applied to Smith. In the case of the former, the novelty of my
interpretation is that it is not based on a kind of input-output

16



accepted view, this general equilibrium is different in meaning and
structure from the modern notion of its counterpart. Second, that
Smith and Mill cannot be seen as utilitarians in the accepted sense
of the word. And that each of them, in a different manner, thought
of desert the key principle of economic justice. This, I believe,
is a natural conclusion from the way they perceive and formalise the
economic model. Also, in that context, both scholars who were
fundamentally (but not entirely) empiricists drew obvious and strong
relationships between morals and economics through their analysis of
human nature. Namely, what it is that dominates people's moral
opinion is not unrelated to what dominates their pursuit of their own
interest. But whether their actual actions, or the state of nature,
affect their natural features and consequently, their moral opinions
etc. , is not very clear. In the case of Smith such a full cycle of
the human character is not considered but is not 1logically
inconsistent with his general theory of human nature. In Mill the
dynamic perception of the human character is explicitly acknowledged
through his references to a theory of Ethology. Unfortunately, he
failed to develop this theory. However, through some logical
extrapolation ethology can play a significant role in explaining some
of the difficulties in his ethics though the features of the emerging
character can only be speculated. The third conclusion, following
the second one, is that it is false to believe that these scholars
thought of natural 1liberty in the sense we understand it today as

morally desirable.

Naturally these are only the general conclusions. There are many more

model rather that demand plays an unexpectedly significant role.
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additional points to be made in the particular context of each
scholar but I do not wish to give a full account here. Each part of
this work will open with an introduction that will be specific to the
scholar who is being analyzed. I will explain their the reason why
I chose each of them and what are the major problems with their
interpretations from the ethics-econonics relationship point of view.
I will, nevertheless, offer now a very brief outline of the work’s
structure and then, in section (a) of this introduction, I will give
a general account of what motivated and directed this work. I will
discuss there the general problems of theories of desert in the
context of the neo-classical paradigm as well as try to establish the
dominance of desert theories in the past. This section can be skipped
without seriously affecting the purpose of this particular

dissertation.

The first part of this work deals with Adam Smith. At first, his
methodology is being discussed and a point is being made about some
*scholastic’ ideas that still exist in Smith's perception of the
world. This discussion leads to a new interpretation of Smith’s gp;al
thigfy which is based on his theory of human nature. Under this
interpretation the ‘Adam Smith Problem' (the EQQ-WN relationship) is
easily solved. Also, the application of his moral theory to the
analysis of actions implies that a correlation must exist between
intention and consequences. Thus the moral significance of the
proposed spill-over of beneficence derived from the 'invisible hand’
mechanism, is questioned. A new interpretation of Smith’s economic

model is then offered. According to this interpretation, where

'pre-market demand’ relates the capitalists’ decisions on saving to
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equilibrium prices, a distinction that has a moral significance is

being made between ’'market-price’ and ’'natural price’.

A section 1is devoted to a general discussion of how the
epistemological foundation can serve as a tool to study the
evolvement of ethics-economics relationship between the times of Adam
Smith and Leon Walras. In particular, some considerations are given
to the question of framework. A distinction is being offered between
the Walrasian notion of General equilibrium (a form of simultaneous
equations) and a classical idea of it where causality is more easy
to detect. The moral implications of these two different approaches

is then only partially discussed.

The study of Mill’s methodology serves as a foundation to interpret
some apparent contradictions in his moral theory (the relationship
between Utilitarianism and Liberty). It seems that the key to Mill’'s
work is the neglected Ethology. Given Mill’s theory of the Free-will,
I suggest that Liberty, or Individuality, is not even a principle of
justice as it is a pre-requisite for moral accountability. The fact
that people’s characters evolve (ethology) means that whether or not
they have a free-will depend on the state of their individuality.
Having no individuality means that people do not have a free will and
thus are not morally responsible. Hence, even without expanding the
principle of utility, one can offer an 'exogenous’ (to morality) and

consistent explanation to the theory of Liberty.

In the last two sections, I explore the implications of Mill’s moral

theory to his economics. First, the principle of individuality is
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being presented in the form of Mill’s principle of 'proportional
remuneration’. A discussion of his theories of property follows and
then, the question of the meaning of ’‘proportional remuneration' is
being put forward. Before, however, an exposition of Mill’s economic
model in the framework of ’'cost of production’ general equilibrium
is being offered. Then, as an extrapolation, the principle of
proportional remuneration is being investigated. It is also related
to a much general question of the role and meaning of the labour

theory of value in classical economics.

(a) The Lost Status of Desert: Motivation and Background

Before plunging into the depth of analyzing Smith and Mill I would
like to share with the reader some of the general thoughts which
motivated and directed this research programme. The following
section, therefore, should not be seen as the final product of any
research rather as the initial point; the point of questioning and
reflection. Therefore it is not an integral part of the work and the
reader may, if s/he so wishes, to skip it without affecting the

integrity of this work.

As I said before it was the poor status of desert -- a remuneration
principle that is associated with efforts and deeds-- against the
background of its past dominance that has intrigued me first. There
might indeed be many reasons why desert has almost disappeared from

the agenda of economic justice debates but there are surely some

20



which are strongly associated with the structure of economic theory.

(i) Economic Theory and Moral Principles.

Two such reasons for the decline of desert theories in economics
might have been the emergence of Walrasian General Equilibrium as the
dominant framework of economic theory and; the dominance of Utility
theory in individuals' behaviour analysis as well as in the
subsequent analysis of ethics-economics relationship. Walrasian
General Equilibrium means, first of all, complete inter-dependence
between all those variables which we consider to be 'economic”®
variables'. This, in other words, also means that we cannot detect!
'A
clear causal relationships between those variables. If everything is
being determined simultaneously then what one gets cannot be the
direct result of what one does. Moreover, as one is at the same time-J
a seller and a buyer, the possible advantages of his position in one
market will be balanced by the disadvantages he might incur in the
other market and vice versa. Hence there is nothing of great insight
about effort-outcome relationship that we can learn in such an
economic setting. Partial equilibrium analysis, which on the face of
it seems the proper framework for any theory of desert, is a

technical modification that can generate no ethical argument of any

substance.

One may also wonder how, in principle, can anyone associate effort
(provided that it can be measured) with remuneration in any neo-

classical paradigm. After all, what dominates modern economic
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analysis is the subjective attitudes of all economic agents. That is,
if, say, labour is a measure of objective effort, equilibrium implies
that the disutilities of labour were outweighed by the utilities

derived from the remuneration (the bundle of goods).

To use a less Cardinal terminology, a bundle with so much
remuneration and so much labour is preferred to any other possible
combination. Desert, if meaningful at all, is therefore embodied in
the concept of utility (or preferences). This, I believe, is the
second reason for the elimination of desert from the ethics-economics

agenda.’

Whether the mere use of the theory of utility (in its ordinal form)
in economics has moral implications is yet again another serious
question. What 1is, however, quite clear 1is that even without

utilitarian moral considerations, desert and the theory of utility,

’Scepticism about how well does the concept of utility express

the individual’s welfare (or, as Hicks called it ’‘the ends of the
economics life’) has been pointed out by economists like Hicks(1959)
and Sen(1987). Hicks wrote :"this characteristic feature [welfare
economics] can be described as a belief that ends {of economic life]
can be adequately expressed in terms of ’'utility functions’ or
‘indifference maps’ that are 'revealed on the market’, or could be
so revealed under suitable conditions. That we need some such
constructions as these I do not deny. Our basic concepts, Production
and Distribution themselves, make no adequate sense without
them;...But...I have become more and more conscious of the
artificiality of these assumptions. They are simplifications, by
which we beat reality into a form which makes it tractable to
economic analysis; they are not more than that. In our role as
economic technicians, we cannot do without them; but as soon as we
aspire to be something more than technicians, we must see them for
the shaky supports that they are."(Hicks, 1959, p. x).
My criticism, however, goes beyond this. Not only that it is possible
that we do not capture with utility theory all what constitutes the
individual’s perception of his or her welfare, but it might in itself
contradict some basic principles that we might have about the
internal composition of the bundle of economic variables which
depicts our circumstances.
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as a behaviourial premise, do not coincide. A theory of desert is a
theory whereby people have a view about the desired relationship
between effort and remuneration. This, in other words, is a moral
'principle' that relates to the internal composition of the vector
of economic variables. As such, it is not a continuous idea in the
space of those economic variables. Namely, either there is some
proportion between remuneration and effort or there is none. The
axioms of 'completeness' and 'continuity' of individual's ordering
imply that any 'principle' concerning the internal order become®

vacuous to a great extent.

These axioms generate an important aspect in the theory of
individuals behaviour; substitutability. If a particular vector of
efforts and remuneration is preferred over the other there exists
a set of vectors with, obviously, different proportions of effort to
remuneration so that the Individual is indifferent between them. 1In
other words, substitutability implies that every principle can be
compromised or undermined. It will, in my view, be thoroughly
inconsistent to represent an individual's preferences in a utility
function if he has a principle that is concerned with the internal

composition of the domain of his preferences.

Some would argue that the problem of 'principles' in the theory of
individuals' behaviour is merely a problem of Lexicographic ordering.
As such, it is a known problem in economic theory and though such
orderings cannot be represented in a utility functional form there
are ways to deal with it. However, this is not exactly the same as

the point I was making. Let us look at a lexicographical ordering in
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the space of leisure [1,] (an inverse measure to labour efforts) and
X which is a composite consumption bundle. Lexicographical ordering
means that for two bundles a, and b:

a is preferred over b if either (i) 1,& 1,°

or (ii) 1.*-1,% and x.>Xy

II

1a
Figure I depicts Lexicographic preferences and figure II depicts a
'principle'. Clearly the problem of I is that the 'continuity' axiom
is being violated but this is not necessarily so in II. The sloped
line in II depicts the principle in the sense that everywhere above
it the person feels as if his principle (his moral demand) is
satisfied, everywhere below it is violated.® The 1line itself
represents the acceptable substitutions between effort and
consumption. It is difficult to say that these substitutions are part
of the individual's preferences. They are more than that, they
reflect a principle. Crossing that line will not bring about a less

preferred bundle, it will bring about a furious and frustrated

® It should be noted that the position of that 1line is not
independent of the general circumstances of society.
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individual. There is, according to standard theory, no way, accept
cardinality, to distinguish between the preferences of the indiv i)
when his claim for desert has been satisfied and when it has been
violated?. If, then, being on the 'principle line’ means that we are
at a 'pre-rational’ stage, then the set upon which preferences in the
normal sense are defined is an open set. In that case, like in
Lexicographic ordering we have a problem of 'continuity’ on top of
the problem that part of the set of choices is not subject to the
normal preferences scheme. If, however, we include the principle line
in the set which generates representable preferences then there is
no problem of ’‘continuity’. The problem of ’‘completeness’ however
remains unresolved. Any solution resorting to a separable form of a
general utility function will preserve substitutability and will
therefore be no significant improvement. Therefore, the problem we
have here is much more complex than the problem of lexicographic

orderings,

At the level of social choice and general equilibrium this is a much
more serious problem. Assume an economy with two individuals who have
in their bundles commodity (say, x) and leisure (with homogeneous

skills). The production function is homogenous of degree 1:

%Perhaps a somewhat similar case can be seen in the 'trade
independence axiom’ (TIA) in general equilibrium analysis. This axiom
is relevant to the examination of whether general equilibrium - a
situation in which everyone is believed to have at least not worsen
his conditions- 1is consistent with famine (see Cole and Hammond
(1986)). It means that in the initial state people have enough
endowment so to ensure their survival. The intuition here is that if
the TIA does not hold, then it is unlikely that individual will
behave in a rational manner. A desperate person is not necessarily
rational. Thus, the behaviourial assumptions will hold no more and
the whole analysis might collapse. In the principle case one may say
that people are not willing to consider rational behaviour (like, for
instance, substitution) before something else is being satisfied.
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The diagonal is 1line along which output is being distributed
according to each individual's effort (labour inputs)”?®. Clearly
there is a single point where the diagonal crosses the contract
curve. Namely, there is a point where proportional remuneration is
Pareto-efficient. Moreover, for a distribution which satisfies the
principle of proportional remuneration, there exists an initial
allocation such that the satisfaction of the principle is consistent

with a competitive equilibrium.*%

So have I complained in vain? The answer is no. Let A be any point

on the diagonal and B the point of Pareto-efficiency on that

“°When abilities are different then the problem becomes more
complex as the size of the box changes continuously. I will give a
more rigorous account in the Appendix to the last section in this
work but the relevant conclusions don't change.

Recall however that in terms of individuals' choice the upper
triangle is the domain of choice of individual 1 where his principle
of remuneration is satisfied. Similarly, the lower triangle has the
same meaning to individual 2. But the lower triangle is entirely in
the domain where I's principle of desert is violated. Similarly the
domain of I's choice is where 2's principle is violated.
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diagonal. To argue that B is Pareto-efficient we have to say that
there is a utility level associated with it. The indifference curve
at B must also be higher (for 1) than the one that goes through A.
Hence, for B to be Pareto-efficient it must mean that we cannot move
to A without someone being worse off. If, however, both individuals

have a principle of proportional remunerqgion then in what way are

Rt
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they Qorse off at Afﬁfﬂé~§fiﬁ;ip1e is satisfied and as for anyone of
them the preferences over the 'principle violating triangle’ are far
from being the smooth representable ones, there is no meaning to
these indifferent curves in the first place. Their preferences may
be normal when the principle is satisfied but these sub-sets are not

at all in the domain of social choice.

Of course, this is so because I assumed Homogeneity of degree 1 in
the production function. 1If, however, this was not the case
principles of desert may not be so inconsistent (conceptually) with
Pareto- efficiency. On the other hand, the problem of defining
proportional remuneration will become more difficult. If now we have

a production function of the typel2:

X=a(L,+L,)+K

then using a method derived from the Euler equation to denote the
share of labourers in output will not be as straightforward as it

would have been in the previous case. In the previous case, where

12 The reader will appreciate that I have chosen a rather
awkward kind of production function but this is simply to make the
point in a straightforward manner. The discussion would not have
changed had I chosen a kind of Cobb-Douglas production function where
the sum of powers is greater or less than unity.
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constant returns to scale were present, the share of each individual

in the total output was:

Now under the new production function this may still be the intuitive
share of each individual but it certainly does not explain the whole
output. Assuming that K is an exogenous feature which does not belong
to anyone we can still argue that represent that shares of the
individuals' contributions. Now, however, we shall have the case
where each individual's proportional remuneration line lies apart as

in the following diagram:

Now, the shaded area is an area in which the 'normal preferences' of
each individual prevail (their principles have been satisfied). Thus,
any point on the contract curve within this domain has its normal

meaning®®

i*It is a situation where we can say that people have received
what is considered to be their share in production and they compete
for the share which 1is generally attributed to technology. If
ownership of technology is also specified, then we are back at our
original story.
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On the face of it, it seems that in such a case one can really
accommodate desert and Pareto-efficiency!* by using some kind of
lexicographic moral ordering. Namely, saying that social choice is
such that proportional remuneration must be satisfied first and only
then, can we apply the Pareto criterion!®, In the above diagram it
means that we know, a-priori, that the socially desired outcome will
be within the shaded area. Applying Pareto to it means that it will

be on the contract curve within that area.

There is an example of another principle which seems to have been
doing well in the context of traditional economic analysis. It is the
Rawlsian ‘difference principle’ or the Maximin. It seems to me,
however, that the acceptability of Rawls'’s ‘difference principle’ is
founded on the assumption whereby the Maximin itself is a ’‘rational’
choice. This choice, made by individuals behind the ‘veil of
ignorance’ in the space of ‘primary goods’, makes the Maximin
compatible with the most fundamental premise of contemporary economic
theory. Namely, by assuming that individuals’ preferences over the
'primary goods’ space are properly behaving preferences the
rationality of individual in the full space of economic variable must
inevitably be an extension of that rationality. The deduction of the

‘difference principle’ therefore is based on the same logic of

1By which I mean the whole theory of representable preferences.

15By lexicographical moral ordering I mean an ex-post analysis.
Namely, we may allow the final distribution to occur anywhere in the
above diagram. Given the general assumptions about competition this
is likely to be on the contract curve. Only then we ask ourselves
whether the allocation is socially desirable. The answer to it
reflects lexicographic moral ordering which is super-imposed ex-post
on a normal ordering. Namely, we require from the desired allocation
(to distinguish from the merely feasible one) to satisfy proportional
remuneration first, and then Pareto-optimum.
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Pareto- efficiency.

In the case of desert principles this logical extension is far from
EAI;; obvious. Though there is a scope where traditional economic
anaiysis can help in choosing the desired outcome (the shaded area
in the above diagram) there is a serious question mark on why should
we adhere to any principle of desert in the first place. If we are
willing to accept substitution between effort and consumption in
general why should we 1insist on some kind of proportional
remuneration. If we observe people to have principles of the desert
kind it must mean that they are not rational. If so, what is the

meaning of the Pareto-criterion to non-rational beings?

So well does the Rawlsian principle fit into the framework of
,zﬂ

: N
contemporary analysis that in order for it to co-exist with the \ -

Pareto criterion we can mend social choice theory and think of a }
social welfare functional which escapes the problem of social welfare {
functions and allows us to think of it as a lexicographic ordering z
in the space of moral theories. The 'Leximin’ principle (Sen (1976))~wj
is an example to such a case. We give the Maximin principle priority
but once it is satisfied, we can go back to use the Pareto criterion.
As at both level of choice -the level of choosing the moral principle
of the Maximin and the level of regular economic performance- we have

smooth and well behaved preferences it is the rational construction

which plays the important role.

But while it might make sense to establish the ‘difference principle’

on a rational construction (as it is a hypothetical situation in any
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case) the meaning of such a construction”® in the context of
activity (and hence, Pareto) is much less obvious. If people are not,
as a matter of fact, rational then Pareto efficiency is, at best, a
prescription which tells people about the benefits of rationality.

In other words, 'rationality' as a construction for what ought to be
makes sense. As a prescription that says that if people weresl
'rational' then the ought to have been would have anyway come about

it does not form a very appealing method of constructing moral ideas.
Thus, although both the 'Difference principle' and Pareto-efficiency
are based on 'rationality' , they are not necessarily an extension of

one another.

In the case of desert the problem is even more serious. If we expect
that the behavioral foundation of economics and ethics to be the
same, desert and Pareto cannot go together. If rationality** is
required to establish the principle of desert, it cannot do so due

to the lack of substitutability between effort and consumption.

A last note on this subject is concerned with the relationship
between economics and desert theories of the kind mentioned by Nozick
(1974) . The difference between what I refer here to theories of

desert and the Nozick configuration is quite big. In Nozick we

In the sense of epistemic content. Namely we have a social
judgement that is based on rationality which might not exist in the
real world.

I mean rationality as a set of axioms which define preferences
as being rational, not the school of 'rationality' which relates to
a kind of epistemology. As a matter of fact it is within the
'rational' school that principles of desert are likely to arise; 1like
the right to the fruits of one's labour which is based on some kind
of ownership of the self.
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concentrate on the initial position. Given that any legitimate

exchange is morally approved, rationality implies that if the initial

endowment is at point A in the above Edgeworth Box then it is quite *

conceivable that the process will end somewhere where the

proportional remuneration principle does not hold. In such a case I j

can ask again why is the desert of any relevance in the initial state
if people are willing to exchange it for something else. In other—

words, rational people don't believe in desert theories.

All these questions that are raised in this sub section are questions
of great importance to any current discussion of ethics-economics
relationship. 1In this work, however, I will not deal with these
issues beyond what I have just said. Here, as I said before I will
concentrate on whether or not a particular system generates a
particular kind of ethical discourse. In view of all that, the fact
that classical economics with its form of general equilibrium
generate a theory of economic justice which is based on desert is of
great significance. In the work that follows this dissertation and
which I have already begun, the issues of this section will come to
the forefront. The major conclusion of the above is that the
dominance of wutility theory in individual's behaviour analysis
excludes a part of what might have been considered as a concept of
economic justice. As a matter of fact, together with the Walrasian
concept of General Equilibrium it has excluded from the domain of
ethical discussions of economics an idea that has been there [almost]

ever since.
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('It) A Brief History

How dominant had been the principle of desert in the conception of
justice throughout the history of Western thought can easily be
established by looking at two major figures like Aristotle and St.
Thomas of Aquinas. There can be little doubt about the prominence of
St. Thomas of Aquinas within the Scholastic era which dominated the
intellectual arena of the Middle Ages. Nor can there be any question

about the influence that Aristotle exerted on St. Thomas of Aquinas.

Though looking at these two scholars alone is by no mean a pretention
to capture the whole of the complexity of human thought throughout
Antiquity and the Middle Ages, one cannot deny that they are sources
of some authority to the general trends in the history of ideas. As
this section is merely devoted to point out a general trend which
constitutes part of what motivated this work, I will not ¢try to
defend this choice any further. For the same reason I not offer a
comprehensive treatment of these scholars work. I will only
concentrate on showing that justice in general, and when applied to

economics in particular, is dominated by the idea of desert.

The Greek word for justice- dika- meant originally 'due share

But for the ancient Greeks it meant 'the due share distributed by
'moira'' (fate) which, in other words, is strongly related to people's
character within the framework of some kind of a godly design. Later
on, this Homeric notion was transferred to the 'city-state'. Both

Plato and Aristotle saw the concept of justice as rising from a

see a discussion in Spengler, p.79. ~



similar notion of ’'due-share’ even though it was now confined to the

framework of the ’'city-state’ and its general governing laws.

Just, to Aristotle, means lawful and fair (Nic. Eth., Book V, 1129a21-
bé). Fairness here means not to take advantage of another, which, in
other words, means not taking more than one’s share. But what
Aristotle means by one’s share is a very difficult and peculiar idea.
One’'s share is determined primarily by  one's personal
characteristics. Thus, things may be intrinsically good!® but they
may not be good for this particular character. For instance, giving
wealth beyond one’s needs if one is prodigal is, in Aristotle eyes,

giving him more than his share.

This 1is an 1interesting idea which associates some notion of
efficiency with what is a ‘due share’. Indeed, in his Politics, there
is a whole section where Aristotle discusses the different roles
people have in the household and the respective moral virtues that
they will have or need (Politics, Book I xii1i,1259b18-1260b24).
Namely, moral virtues are associated with one’s role in society.
Consequently as there are many roles in society there are different
merits and a distribution of wealth and other things should be
according to a principle of ’proportionate equality’. A distribution
whereby having a greater share is related to having greater merits

(Politics, Book III xii, 1282bl4-1283a22).

Already we can see that the most fundamental perception of justice

is associated with some kind of desert. It is, however, not the kind

193nd I refrain from discussing why and how.
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of desert which I have in mind because it is not associated with any
kind of actions or deed. Rather it depends on personal
characteristics which may be entirely outside the domain of a
person’'s free choice (like birth, for instance). Nevertheless it is
a principle of justice which distinguishes between individuals.
Perhaps instead of desert we should call such theory of justice a
theory of ’'merits’ but in any case it is not a principle for which

the difference between individuals is insignificant.

But Aristotle was not indifferent to the actual behaviour of
individuals. The first step in that direction can be seen within the
context of distributive justice but with reference to the
distribution of political power and privileges. Here, argues
Aristotle, political power should be distributed in proportion to
'value received’. Namely, power should be distributed according to
each individual’s contribution to the general purpose for which the

state exists (Politics, III ix, 1280a7-1281al0).

There is an even stronger argument why desert, in the sense of
remuneration for deeds, plays a role in Aristotle’s theory. It is the
distinction he makes between ’distributive’ and ’rectificatory’
justice (Nic. Eth. V, 1131b14-1132a2). Today when we talk about
economic justice we immediately refer to ’‘distributive’ justice. In
the case of Aristotle this was far from being the case.
‘Distributive’ justice deals with distribution of anything according
to merits or, to be more specific, social status. It deals with the
distribution of honours, privileges, political powers as much as it

deals with wealth. But wealth here is not understood as an economic
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variable rather as a social variable which is necessary to support

moral virtues and the advancement of the 'good’ life.

Economics in Aristotle is mainly confined to the problem of exchange.
Resources allocation and final distributions can hardly be seen as
a mere economic problem. Under the domain of ’'rectificatory’ justice
come all kind of voluntary transactions "e.g., selling, buying,
lending at interest, pledging, lending without interest, depositing
and letting.."(Nic.Eth. V 1130b32-1131a22). Thus the problem of

economic justice is a problem of ’'rectificatory’ justice.

As the actions here are voluntary, economic justice in such a
framework cannot be a procedural idea. Namely it cannot be the actual
freedom to exchange which generates the notion of justice. Rather it
is the outcome, or the price that emerges, which constitutes the
subject of justice. Hence, the problem of economic justice is the

problem of the ’'just price’.

The literature on the interpretation of Aristotle’s 'just price’ is
quite extensive. I do not wish to go through the various arguments
but I do think that it is quite obvious that the 'just price’ bears
the mark of proportional remuneration??. 'Proportional reciprocation
is the basis of all fair exchange’ writes Aristotle but it is unclear

what is really meant by it. Any transaction, according to Aristotle,

20 Even Schumpeter who argues that Aristotle’s, as well as St.
Thomas's ’'just price’ is the simple competitive price, agrees that
by implication it may be a cost related price. On the whole I
disagree with Schumpeter’s interpretation but I can see why he
reached his conclusion. As will become clearer later, it is all a
matter of interpreting ’'demand’.
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may end with a 'gain' to someone and a 'loss' to another where 'gain”

('loss') is to have more (less) than one's :n.:e-:. g*t by this more ]

or less Aristotle is referring to whet one had at the beginning of
the process. But what does it mean tc have more or less than one's

share in that sense?

Some would argue that this is a kind of a labour theory of value
where the relative price reflects the relative difficulty in
production. An idea which is wusually based on the following
statement: "There will be reciprocity, then, when the products have
been equated, so that the as the farmer is to the shoemaker, so is
the product of the shoemaker to the product of the farmer." (Ibid, V
1133a31) . But this is not so straightforward as it appears. According
to Aristotle the thing which brings about the execution of a proposed

exchange is the coincidence of demands (Ibid, V 1133a31-bl9) . To some

¥
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extent there is a hint of Walras' Law in all that because A r i s totle'

demands that for exchange to take place the seller who has a demand
for other goods must expect his demand to be met before he will part
from his merchandise””. But what matters for us in this story is the

definition of demand.

Demand is not explicitly spelled out but what one can understand from

~~One should be careful not to confuse the word 'gain' with a
'utility gain' in standard economic theory. Here 'gain' is measured
in real terms.

According to B.J. Gordon 'Aristotle And the Development of
Value Theory' Quartely Journal of Economics Vol .LXXVIII February 1964
Pp. 115-128, both relative cost and relative utility determine the
exchange rate. I must admit, however, that I find the interpretation
of Aristotle's 'demand' as 'utility' wholly unconvincing.
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Aristotle’s writings is that demand, actually, is ’'needs’?3, These
needs can be interpreted narrowly to mean '‘the needs for
reproduction’ and hence a labour theory of value will follow.rBut in
general, for Aristotle needs are not only those directly associated
with the process of production but also those which arise due to
one’'s social position. In such a case, the relation between the
farmer and the shoemaker is not the ratio of their labour (effort)
but it is this plus a whole range of other needs completely

independent of the production circumstances of any commodity.

But which ever definition of demand we choose to accept we will
always end up with a theory of the ’'just price’ where the key issue
is proportional remuneration. As the needs arising from production
are in the demand in any case, 1t cannot be said that the
proportional remuneration is independent of effort. An abolition of
the systems where merits were intrinsic to social classes will strip
the theory to become such that will suggest the labour value as the

'just price’.

By the acknowledgement that it is possible that in a voluntary
exchange prices will emerge such that someone will get 'more than his
due share’ while someone else will get ‘less than his due share’
Aristotle suggests that the just price does not always prevail. To

the extent that his ’'model’ is a general equilibrium one (in the

23 Commentators like J.T. Noonan(1957) and J.J. Spengler(1955)
see in Aristotle’s use of ‘demand’ as an indication that prices have
nothing to do with ’cost of production’. I believe this view to be
false but this 1is obviously not the place to develop such an
argument. It will become evident from my exposition why, in my view,
demand can be interpreted as related to ‘cost of production’.
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sense that coincidence of all needs precede actual exchange) prices
will always be at their 'just’ level. Obviously, though his ’'model’
may suggests some general equilibrium property, Aristotle saw it as
a partial equilibrium analysis. In such a framework it is not
inconceivable to end up with an ’'unjust’ price. But whatever system
we choose, the 'just price' is the key concept of ’'economic justice’

in Aristotle and, it is a concept based on desert.

The Aristotelian notion of the ’'just price’ was carried into the
Middle Ages by one of its most clear representative; St. Thomas of
Aquinas. There are two major sources for St. Thomas of Aquinas’ views
of the ’'just price’'. One is in his Commentary on the Nicomachean

Ethics (CNE)?*. The other is in his Summa Theological (ST)?°.

It is a question of considerable interest to examine how the sphere
of economic activities had developed since Aristotle times to St.
Thomas days. It could have shed some light on the differences that
exists between the two scholars perception of economic justice. It
seems to me, however, that the changes were not as great, in essence,
as one could have expected. There were obviously changes in the form
of ownership and the organisation of society but in terms of modes
of production it seems to me that the changes were not of great
significance. Consequently the focus of economic activity remained
exchange at a moderate level of division of labour with no reference

at all to relationships in production.

Zwhich can be found in Volume I of the Library of Living
Catholic Thought series, Henry Regnery Company, Chicago,1964.

253 translation by J.E. Welldon in: A.E. Monroe Early Economic
Thought, Harvard University Press, 1951.
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Indeed, from the study of St. Thomas's comments on Aristotle’s ethics
it appears that he accepted, in principle, Aristotle’s definition of
the ‘just price’. In his Commentary he makes the vague parts of
Aristotle more explicit. "In order to have just exchange, as many
sandals must be exchanges for one house...as the builder...exceeds
the shoemaker in his labour and cost..."(CNE V ix p.426). And as
Hollander(1977) points out, according to St. Thomas demand is merely
used as a general statement about what generates exchange?®. So that
what comes out of this interpretation 1is that there are now no
qualification to the statement that the ’'just price’ is a ’'cost of
production’ (or labour theory of value under some interpretations).
From that I conclude that the principle of desert, as a principle of

economic justice was upheld by St. Thomas of Aquinas.

However, some may argue that the fact that St. Thomas has interpreted
Aristotle correctly does not mean that he also agreed with these
views. In the Summa Theological St. Thomas refers very clearly to the
fact that market forces may move demand and supply in such a way that
the price may not reflect cost of production. But then he gives a
long moral defence to such fluctuations on the ground of the same
principle as before; the principle of desert. "Gains, however, which
is the end of trading, though it does not logically involve anything
honourable or necessary, does not logically involve anything sinful
or contrary to virtue; hence there is no reason why gain may not be

directed to some necessary or even honourable end; and so trading

—.

261, personally, as shown above prefer to think of ’'demand’ as
‘needs’ in a general sense such that generate a clearing of the
markets rather than just as a general statement about the nature of
exchange.
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will be rendered lawful; as when a man uses moderate gains acquired
in trade for the support of his household, or even to help the needy;
or even when a man devotes himself to trade for the public welfare,
lest there be a lack of things necessary for the life of the country;
and seeks gain, not as an end, but as a REWARD FOR HIS EFFORTS (ST

p.63, my italic).

There is, of course, the problem of relationship between market price
and cost of production price. Whether or not there is an explicit
connection between them in the works of St. Thomas is an unresolved
debate. I tend to accept Hollander (1977)'s view on that matter to the
extent that there is no evidence to show how market price relate to
cost of production. I do, however, believe that a logical
construction can be made if we interpret demand as the extended

notion of 'meeds' as I did in the case of Aristotle””.

But all this does not affect my major conclusion that the principle
of economic justice that dominated a significant period of time in
the development of human thought had been that of the 'just price'.
This, in turn, had almost invariably been associated with the concept

of desert.

The emergence of the 'classical school' in economics has brought

~*A possible explanation to the move from the Aristotelian cost
of production price to a market price can be the change in the
meaning of demand. In Aristotle demand included 'needs' that were
generated by social status. In the middle ages some of those 'needs'
disappeared. Consequently, that part of 'needs' beyond those required
for reproduction became wants as we understand them today. Hence, a
coincidence of these wants did not, immediately, generate the
Aristotelian conclusion about the just price reflecting the relative
efforts.
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about a change in both the subject matter of the discipline as well
as in methodology. The change in the subject matter is reflected by
the shift to a problem of reproduction; the production and
distribution of surplus. Consequently the theory of value is now
dominated by relationships in production. The decisions made by the
owners of the surplus (the capitalists) affect the wages (and
sometimes the numbers) of labourers in the next period. Consequently
the rate of profit and relative prices are determined by these
relationships?®. This, of course, does not mean that the ’'classical’
economists were unaware of the market mechanism. On the contrary,
quite vivid descriptions of it appear in most classical writings
including Smith, Marx and Mill. But it was the circumstances of
production which dominated the natural value, the value around which
market prices oscillate. And thus, in their capacity as magnetic
field, these circumstances became the focus of economic investigation
and therefore, the focus of attention to any kind of ethical

discussions of economic issues.

But it was not only the subject matter of economics that seemed to
have changed with the emergence of the classical school,
methodological fundamentals too have undergone significant changes.
The rise of sciences and in particular, of experimental sciences, had
changed the focus of philosophy. Two major schools now dominated the
scene, the ’'rationalists’ and the 'empiricists’, and the focal issue
became to be that of the meaning and accumulation of knowledge. But

in spite of all these sweeping changes it will be incorrect to assume

28This is, of course, a grossly simplified interpretation of
classical economics which nevertheless captures the aspects of it
with which we are interested.
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that no traces at all were left of Scholastic or Aristotelian
thinking. In particular this is true at the early stages of classical

economics??,

But the Scholastic left-overs are by no mean a necessary condition
for principles of desert to be carried on into the ethics of
classical economics. There is, as a matter of fact, nothing inherent
in the changes I have mentioned above to suggest that concepts of
desert are not applicable to the 'new’ framework of economic
analysis. Indeed, I will show in this work that in principle, the
concepts of economic justice that are associated with classical

economics are fundamentally concepts of desert.

291 will show later on how the scholastic interpretation of
Universals plays a role in Smith’s methodology. I will also show that
to some extent the ’'labour theory of value’ can be seen as scholastic
relic. Namely that labour values are the Universals of relative
prices. Though it is not inconceivable in the case of Smith, it will
be difficult to accept in the case of Mill. Nevertheless, I will
point out to several lapses in Mill's adherence to the ’‘empiricist’
tradition which he so vigorously advocated.
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PART II

THE MORAL SIGNIFICANCE OF THE ECONOMICS OF

ADAM SMITH
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1. INTRODUCTION

Adam Smith seems to be the right place to begin an investigation into
thé relationship between morals and economics. Not only is he
prominent as one of the founders of economics as an independent
discipline (and in particular as a founder of the classical school),

but also he was first, and foremost, a moral philosopher.

Besides being the natural starting point there are two other reasons
why the construction of ethics-economics relationship in Adam Smith
is of considerable importance. Firstly , being part of the Scottish
Enlightenment, Adam Smith conceived philosophy in general, and moral
philosophy in particular, as science. Thus, at least from the
methodological point of view, a common ground has been formed for the
examination of economics and ethics. Which means that a considerable
obstacle in the investigation of their inter-relationships has now
been removed. The second reason is a matter of substance. Adam Smith
has not been acknowledged only for his contributions to economic
analysis. He has also been considered as the prime promoter of the
idea that ‘natural liberty’, based on self-interest, is morally good.
A proposition that is widely accepted by economists but that is still

debated among some of Adam Smith scholars.
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One of the reasons that this last proposition is of relevance today,
the era of neo-classicism, is that its application to economics has
been extended to the present conception of economics with 1little

qualifications. Obviously it is related to how Smith's economics is

being perceived today. In spite of him being a classical economist,
many contemporary scholars start their papers -- about thoroughly
neo- classical matters --by quoting Smith. There is, on the whole,

a feeling that Adam Smith's model is larger than the classical
paradigm. That it contains all the seeds of contemporary analysis.
More importantly, this idea is also extended to his framework of
analysis and by implication. Smith's methodology and the Lodern one ,
are thought to be wvirtually the same”. Consequently, his moral
decrees in what concerns economics are as applicable to the modern

paradigm as they were to his own model.

Adam Smith published two major works; the Theory of Moral Sentiments
(TMS) in 1759 and the Wealth of Nations (WN) in 1776. His other
writings (unpublished) are collected in three volumes; Lectures on
Jurisprudence (U), Essays on Philosophical Subjects (EPS) and

Lectures on Rhetoric and Belles Lettres (LRBL)”. On the face of it

“Robbins, for instance, goes as far as to suggest that Smith's system
stands "in harmony, with the most refined apparatus of the modern School of
\Lausanne" (Robbins,1935. pp. 68-9). As for the importance of the framework of
analysis and methodology to the applicability to economics of ethical concepts
see the general introduction and chapter 2 in part 3 below. It is nevertheless
quite clear that no matter what reservations one may have about the
'empiricist' nature of Smith's methodology, it is fundamentally different from
the Walrasian 'rationalist' approach. It is this awkward imposition of a
'rationalistic' framework on an 'empirical' model that generates the
unacceptability of the extension of Smith's proposed defence of natural
liberty into the neo-classical paradigm.

A~ I do not mention here the collection of his correspondence as I am less
interested in the twists and turns of his mind as I am in trying to construct

(logically) a coherent theory out of his works.
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there seems to be a clear division of labour here. The TMS is Smith's
moral theory® and the WN is his economic analysis. The question of
ethics-economics relationship, therefore, is the question of relating
the TMS to the WN. Apparently, this has not been a very easy task
even though one would not expect to find serious problems of
consistency as Smith himself edited the sixth edition of the TMS to

appear in 1790; fourteen years after the WN.

As I said before, there is a widely believed view that Adam Smith
advocated natural liberty that 1s based on self-interest for its
moral goodness as much as for its efficiency. Indeed, for anyone who
reads his Wealth of Natjons (WN) this seems to be almost
self-evident®. However, when one reads Smith’s moral theory in the
Theory of Moral Sentiments (TMS), it becomes less so. If natural
liberty based on self-interest is to be morally good, so must be

self-interest itself. But when one finds in the TMS statements of the

3And its social consequences.

“0n the occasion of the bicentennial of the Wealth of Nations J.M.
Buchanan wrote:"..Adam Smith’s system of natural liberty, interpreted as his
idealized paradigm for social order, embodies justice as well as economic
efficiency."(Buchanan, 1978. p.77). On a similar occasion, G. Stigler, is
quoted to have said:"I bring greetings from Adam Smith who is alive and well
and is living in Chicago"(in Meek,1977. p.3). Which means both that Smith had
morally praised the economic system of ’'natural liberty’ as well as that his
moral assessment can be applied to the neo-classical paradigm without any
reservation. R.Meek, who quotes Stigler, goes on to say that:"Smith’s great
message of good cheer-that competitive capitalism is,if not the best of all
economic systems, at any rate the best of all possible systems..."(Ibid, p.4).
M. Friedman whose views on natural liberty need no proof has taken Smith’s
ideas ad absurdum. With complete disregard to the quite relevant order of the
two works, he sees the WN as a model that can easily be applied to Smith’s
moral analysis. He wrote "..on the moral level, Smith regarded sympathy as
a pervasive human characteristic, but it was unlimited and thus had to be
economized. He would have argued that the invisible hand of the market was far
more effective than the visible hand of government in mobilizing, not only
material resources for immediate self-seeking ends, but also sympathy for
unselfish charitable ends."(Friedman, 1978. p.18).
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kind "that to feel much for others and 1little for
ourselves....constitutes the perfection of human nature"[TMS p.25],
one begins to wonder whether indeed this is the cése. If it is
benevolence, and not self-interest, that constitutes Smith’s notion
of the morally good character, the moral status of his system of

natural liberty based on self-interest, becomes rather dubious.

But it 1is not only Smith’'s apprehensive approach towards
self-interest that makes the reader of the TMS sceptical. It is also
Smith’'s dismissive views of the meaning of ‘wealth’ as well as his
approach to its natural distribution (i.e. the distribution that
results from natural liberty). Wealth is trifle, he argues, but its
apparent appeal serves as a mean by which nature deceives people to
want it, pursue it and consequently advance the purpose of nature:
the multiplication of the species. However, people’'s interest are not
necessarily the same as those of nature:"..man is by Nature directed
to correct, in some measure, the distribution of things which
[nature] herself would otherwise have made."[TMS p.168]5. Which
means two things. One, that the smooth functioning of nature (the
distribution that results from natural liberty) is not necessarily
consistent with what people might perceive as the desired
distribution. Secondly, that what people think as desirable may be
a result of the deception by nature. In that case, it is clear that

Smith the observer does not agree with it. In other words, Smith’s

3 It should be noted that Smith uses three concepts of nature: 'nature
of things’, ‘nature of sentiments’ and ’'Nature’.
frequently used and they refer to the physical world and the spiritual world
of mankind respectively. The third form, Nature, is probably the uniting force
which is God or, as some would interpret it, the ’'Great Design’. This matter
is discussed more carefully below.
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theory of morals may not be only a positive description of how people

form moral opinions. It may as well be a prescription.

All these imply that the harmonious relationship between the TMS and
the moral implications of the WN does not really exist. Indeed, the
unease about whether Smith’s ethics supports a moral advocacy of
natural liberty is (or at least, was) widely shared. However, most
dealings with the problem were confined to the moral vindication of
self-interest. The analysis of the ethics of natural distributions
appeared to have been entirely dominated by it. Little attention was
paid to the very simple fact that the analysis of natural
distributions follows the analysis of actions. Here, where two (or
more) individuals are involved the vindication of self-interest will

no be sufficient for the moral approval of the final distribution.

At first, the discrepancies between the TMS and the WN were explained
as a problem of consistent premises. Some German scholars® thought
that in the TMS Smith had believed people to be pre- dominantly
benevolent. By the time he wrote the WN he must have changed his
mind. Now he thought them to be self-interested. There is, therefore,

an inherent contradic;ion between the two theories.

(A S |
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[é;;}%ermans’ position, which became to be known as ’‘Das Adam Smith

N
Problem’, can be dismissed on the ground that had Smith really

changed his mind he would not have edited the TMS in 1790 without

6 Notably B. Hildebrand (1848), Carl A.G. Knies (1853) and Witold von
Skarzinski (1878).
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changing its major premise. The generally accepted view’ is that the
TMS and the WN are perfectly consistent in thelr premises with regard
to human nature because they are based on entirely different, and
apparently unrelated, features of the human character. The TMS is an
analysis based on 'sympathy’, i.e. people’s disposition to put
themselves in other people’s place (what today we might call
empathy); the WN on the other hand, is an analysis based on people’s
motivations to act. Motivations and dispositions are not the same
thing and therefore, there cannot be any inherent contradiction
between Smith’s perception of the human character in these two

theories.

Moral opinions, according to the received view, are generated by
people’s disposition to feel ’'sympathy’. They experience a particular
kind of pleasure (pain) if they feel harmony (dissonance) in their
sentiments. Namely, they derive pleasure from feeling that they would
have felt the same had they been in place of the subject of
approbation. Upon this pleasure or pain, the harmony or dissonance

of sentiments, people form their moral opinions.

The imaginary change of places with other individuals depends on how
much can one really put himself in another person’s position. By
trying to do so, the process of ’'sympathizing’ generates a kind of
an 'impartial spectator’. It is the agreement or disagreement of the
'impartial spectator’s’ sentiments with those of the subject of

approbation which is the real source of moral judgement.

Macfie (1967), Campbell (1971), Winch (1978), Skinner (1979) and Raphael
(1985).
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It is then argued that any ’'impartial spectator’ could feel the same
as another if he confronts moderate expressions of sentiments. Thus,
by defining self-interest as prudence, i.e. a moderate expression of
one’s natural urge to care for one’s self, self-interest is something
any ’'impartial spectator' would approve of. Hence, self-interest is
morally good. If, then, self-interest is morally approved so should
be the natural distribution which is associated with it. 1In
particular, as such a distribution remunerates prudence (frugality
and industry in other words) it means that the good is properly

remunerated.

While all this may explain why the TMS and the WN are consistent from
the moral point of view, it falls to explain the numerous occasions
in the TMS (and even in the WN) where Smith expresses apprehension
about self-interest and about the natural distribution of things.
Indeed, there are now scholars who while accepting the received
view’s solution to the problem of inconsistent premises, are still
uncomfortable with the conclusion with respect to moral propositions.
Heilbroner (1982) for instance, argues that Smith’s theory cannot be
seen but as a reiteration of Mandeville’'s ’'Private vice, Public
benefits’. He explains the inconsistencies between the above theory
and Smith'’s apprehensions by arguing that Smith speaks in two voices;
the ‘empirical observer’ and the ’‘moral instructor’. Evensky (1987)

~—

argues that according to Smith people are inherently flawed. The

moral goodness is in the system of natural liberty itself as it is
a reflection of the ’'Great Design’. Hence, as human character is }

flawed, natural liberty where everyone pursues his own ends is a kind

\

of a ’'second best’' moral theory. \

—

7
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There are, in principle, two possible explanations to the
discrepancies between (a) the moral vindication of self-interest on
the grounds of its moderation and, (b) the explicit apprehensions
Smith has about it. One is to argue that Smith's moral theory is not
aQ 'nmaturalistic/positivistic’ (N/P) theory. The other is an

explanation within such a perception of his methodology.

When one 1looks at the received view's interpretation of Smith's
ethics one can see how strongly it is motivated by the belief that
Smith's theory is N/P. By 'naturalistic' I mean a theory where morals
is a matter of sentiments or instincts rather than reason. By
'positivistic' I mean that it only describes how people, as a matter
of fact, form their moral opinion. Naturally, if self-interest is
morally good because it is a moderate expression of a natural urge.
And because moderation is something which can generate a sense of
harmony within any 'spectator'. Then moral approbation is entirely
in the domain of how people actually form their moral opinion (which
is based on some kind of a harmonious sensation). In other words, it

is a N/P theory.

Some take this approach even further. They consider the TMS to be a
kind of ethology. Namely, a theory of socialization which explains
the emergence of the character in the WN. Ethics here is merely
instrumental: Sympathy is a disposition that leads individuals to
derive some kind of pleasure from an imaginary change of places where
they feel that they would have felt (or behaved) the same as others.
Coupled with a natural desire to be morally approved, the disposition

to 'sympathize' also explains how we tend to adopt particular forms
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of behaviour. In particular, as we feel that we can always sympathize
with a moderate expression of sentiments, we believe that others will
also approve of our moderation. Hence, the want to be approved of
will direct us to choose moderation as a principle of our behaviour.
Prudence being a moderate expression of our natural drive to care for
ourselves, is an obvious and natural pattern of behaviour. We are
self-interested because self-interest is morally good. The WN then
takes the character that emerged from the TMS and examines its social
consequences. These consequences only prove that there is a complete
harmony between our moral sense and the functioning of nature

(natural liberty).

This positive/'naturalistic’ view of Smith’s ethics is not only
appealing in its elegance but it also seems to fit our expectations
from a scholar who was a pillar of what we call the Scottish
Enlightenment. Nevertheless as such it still fails to explain some
crucial problems in the TMS. In particular it fails to account for
the places where Smith expresses his apprehensions about
self-interest and where he appears to criticize people’s judgements.
For instance, when analyzing the deception of nature which leads
people to see merit in wealth Smith argues that this is a false
impression; that it is, as it were, a deception. How, however, can
Smith judge such a thing? If his theory is descriptive in nature then
the way people feel is the only criterion to what is morally good and
bad. Smith’s comments here and in many other places to the same
effect are a clear indication that there is a hidden benchmark for
moral analysis which is not necessarily embedded in what people

actually think.
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But there is a way to try and defend this approach. It is the
distinction Smith makes between what is morally good and what is
merely proper. Many present-days scholars would agree that Smith was
not really enthusiastic about self-interest. They would argue,
nevertheless, that it still fits into the positive framework of his
theory. The ’'sympathy’ that people may feel with any sentiment only
tells us about propriety. Namely, that the particular sentiment that
is experienced by the subject of approbation suits well his
circumstances and therefore, is proper. But there is a distinction
between something which is proper and that which is good. The latter
will require some admiration as well as approval. Self-restraint and
moderation are the keys to approval but the degree of it will either
invoke admiration or not. To eat when we feel an urge to do so,

argues Smith, is proper but by no means admirable.

Hence, self-interest Is the proper way to deal with the natural urge
to care for one'’s self, but it is not necessarily what constitutes
the morally good character. The morally good way will involve
self-denial and sacrifice. If this is so there are two serious
problems. One is that very few things may be morally good and the
other, that given the different tastes people may have, what invokes

admiration may be a matter of taste.

When Smith discusses theories of morals in general he states two
major questions to be answered:"First, wherein does virtue
consist?...And, secondly, by what power or faculty in the mind is it,
that this character, whatever it be, is recommended to us?"[TMS

p.265]. The answer to the second question is ’sympathy’ and the idea
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of the ’impartial spectator’. The answer to the first question is
also clear; it 1s in propriety that virtue lies. Propriety has
nothing to do with admiration. It is therefore difficult to accept
the distinction between proper and admirable as the source of

difference between the moral good and, say, what is merely just.

Moreover, the moderation of the natural urge to care for one’s self
cannot be thought of as mere propriety. Surely if the urge exist and
prudence means to hold back it is not at all the same as ’'to eat when
one is hungry’. It should be compared to 'how much to eat when one
is hungry’. Of course if one just follows his urge he would become
a knave. The fact that he is prudent means that he exercises great
restraint. Hence, as self-interest cannot be interpreted as mere
propriety but rather as an admirable conquest of one’s natural drive,
the apprehensions Smith has about it cannot be explained by this
distinction. Therefore, it must be a problem with the N/P approach

to his ethics.

Beside all these difficulties there is still the problem of
transition from the vindication of self-interest to the moral
approval of natural liberty. A vindication of self-interest may be
a necessary condition for the moral approbation of natural
distributions (i.e. distributions that are associated with natural
liberty) but it is by no mean a sufficient one. What is quite
striking is that Smith’s moral analysis is focused on the analysis
of actions rather than merely on sentiments. It involves propriety
of sentiments but it also deals with the question of merit. It is

not sufficient to say that an action was motivated by a sentiment
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which was approved. The approval of the sentiments aroused in the
person who, as it were, had been acted upon depends on the action
that was chosen by the actor®. Thus some correlation is required
between intentions (motivations that arise from approved sentiments)
and the actual outcome. Consequently the moral significance of
unintended good becomes a complicated issue. In particular, this is

so when we come to consider questions of spill-overs.

In what follows I propose a re-examination of the whole of Smith's
work. I would like to argue in favour of some ‘rationalistic’
considerations in Smith’s methodology. These have two major
manifestation. One in the unity of human nature® and the other, in
the rational considerations that are involved in the concept of the

'impartial spectator’.

The unity of human nature, which could have been simply deduced from
Smith’s general belief in the unity of nature, implies that even
though ’self-interest’ may be a motive and ’'sympathy’ a disposition,

there must be a?consistent}relationship between them. Thus, the

solution to the Adam Smith problem whereby ’sympathy’ is divorced

81t is perhaps interesting to note that the principle of moderation by
which virtue is defined is a similar idea to the Aristotelean ’lying in the
mean’ principle (Nic. Eth. p.10l). However, even there the analysis of
morality does not end with moderation. It is immediately followed by a
discussion of 'responsibility’ (p.1l11). Similarly, in Hume where ’sympathy’
in a similar sense is being used for the purpose of moral approbation, it is
the proposed consequences which matter most. He wrote: "qualities acquire our
approbation, because of their tendency to the good of mankind.” (Hume,
Treatise. p.627).

%This is a rational consideration because the unity is based on the
assumption that there is a Universal to human characters. This Universal is
‘the interest they have in the others’. As such, a Universal is not
contradicting ‘empiricism’ but if we treat it as substance, it becomes a
Scholastic idea. In any case, I will discuss it more elaborately later on.
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from 'self-interest’ on virtue of them being two distinct (unrelated)

features of human character, is being questioned.

In the 'impartial spectator’ the idea of ’'rationality’ comes through
the ’impartiality’ requirement. To be 'impartial’ is not a simple
thing. It requires some effort on the part of the observer which
makes it difficult to accept that self-interested people will indeed
put so much effort to see the other person’s point of view. It also
require some knowledge of the world in order to be able to establish
whether a particular choice of action fits the intended approved
sentiment. Therefore, the truly ’'impartial spectator’ is an exercise
in reason rather than sentiments. Though it is a logical extension
of the actual way people form their moral opinion (and thus not
entirely un- empirical), it is also a model by which Smith is capable

to perform as a 'moral instructor’.

The part of the thesis on Adam Smith is organised in the following
way. In chapter 2 I will discuss the reasons for introducing
‘rational’ considerations into the analysis of Smith. It will also

include some general notes on his methodology.

Chapter 3 will concentrate on Smith’s theory of human character. I
will discuss there whether the received view as if self-interest as
prudence is being vindicated stands the ’'unity of human nature’ test.
Namely, whether a character that is prudent in his pursuit of his own
interest is also consistent with a morally desirable
‘other-regarding’ behaviour. I will also investigate whether the

character behind the WN is indeed the one we call prudent in the TMS.
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Then an extrapolation will be performed where I will investigate the
methods people form their moral opinion as a function of what
dominates their character. I will show there that the self-interested
character may be inclined to judge by other available methods rather
than through ‘sympathy’ (for instance, thr;ugh utility). The
judgement by these methods will morally vindicate natural liberty
that is based on self-interest. Smith’'s opinion, however, would have
been that this kind of moral judgement reflects a corrupt sense of

morality.

Chapter 4 will be an exposition of Smith’s moral analysis of actions.
It will deal with the analysis of final distributions that are
associated with natural liberty given that self-interest has been
morally vindicated. I will argue there that Smith’s theory of the
morally desirable distribution is a theory of desert. People should
be remunerated according to their intentions. Consequently, as
proportionality means that one should be remunerated according to
what one intended to achieve, spill-overs are no source for
remuneration. The systems of natural liberty, it is then argued,
cannot achieve a higher degree of moral approbation than mere

*justice’ in the Smithian sense of the word!®.

Chapter 5 is a new exposition of Smith's economic system. It is a
general equilibrium system where demand plays a significant role. The

model I will suggest have the following features. It is a sort of a

Vjustice in Smith's deontological theory is all those things which are
consistent with the viability conditions of society. It is therefore, the
lowest level of moral approbation which is consistent with the existence of
society.
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surplus approach theory, namely, that what determines values and
distribution (of surplus), is the exchange of surplus. Now, as my
model is a two sector model, surplus means the output that is above

what is needed, from the particular commodity, for its reproduction.

It is a Sraffa-Leontief like model, in the sense that commodities
are produced by means of other commodities. The model I will suggest
is a general equilibrium model. I do so because I believe that it
properly reflects Smith’'s intention. Though his analysis of price
determination is carried out in the partial equilibrium framework of
analysis, the majority of the book implies a general equilibrium
approach. In particular, Smith'’s system is such that distribution and
values are simultaneously determined, so that there seems to be no
real reason why a general equilibrium approach should not be
employed. As it is a system of ’‘surplus’ distribution, there is part
of the demand which {s pre-market determined. Therefore, it is not
a Walrasian general equilibrium and simultaneity is not part of it.
Hence, causality 1is easy to detect and therefore, moral

responsibilities.

In this two-sector, general equilibrium model, I will try to show
that coincidence of wants (equilibrium) which generates a
distribution of surplus, isn’t always beneficent. Obviously, the
accumulation of capital will be an important factor. I will suggest
a way in which the expansion path of the ’‘nmet surplus’, which is also
a condition for beneficence, can be introduced into the analysis of
price determination, thus, distinguishing between equilibria that are

beneficent, and those which are not.
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I will also show, that unlike the convention, at least the structure
of demand plays an important role in determining equilibrium. Then
I shall argue that the natural price, in Smith’s analysis does not
reflect a long run price, but, a beneficent equilibrium. In that
sense, the natural price is a just price, but, not necessarily a good

price.
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2. A NOTE ON SMITH'S METHODOLOGY.

Moral philosophy, for Smith, was not much different from any other
natural philosophy (what we would now a days call science).
"Philosophy", he said :" is the science of connecting principles of
nature,...[It], by representing the invisible chains which bind
together all disjointed objects, endeavour[s] to introduce order in

this chaos..."[EPS-HA, p.45]%.

In that respect he was following the tradition of the 18th century.
There, science and philosophy were frequently interchanged when
referring to an effort to understand nature in general, and human
nature in particular. Therefore it would be useful to begin our
analysis of his moral theory (or, maybe better called: system) with

some notes on his methodology.

There are mainly two sources for that inquiry. First, his article on
the different forms of discourse( Lectures on Rhetoric and Belles
Lettres(LRBL)) allows us to deduce his scientific method from his
form of presentation. The other is a collection of three articles the

title of each of them begins with :"The Principles which Lead and

! EPS stands for the Essays on Philosophical Subjects and HA stands for
the History of Astronomy in it.

61



Direct Philosophical Enquiries Illustrated By...".

In these articles, as their titles indicate, Smith presents énd
illustrates some of his ideas on methodology. In spite of them being
incomplete and unpublished papers they nonetheless constitute a good
source to the understanding of Smith’s scientific method. For various
reasons most writers on Smith’s methodology have taken into account
only the most complete of these articles: the one in which the
principles of philosophical enquiries are illustrated by the History
of Astronomy [EPS-HA pp.33-105]. I will maintain that some of the
ideas presented in the other articles are as valid as those in the
one on Astronomy. I will also argue that these ideas are particularly

relevant to his social and economic theories.

Let us begin with the Lectures on Rhetoric and Belles Lettres (LRBL)
where methods of inquiry are reflected in the forms of discourse. The
basic distinction Smith makes in this article is between what he

calls 'historical narrative’ and what he named ’'rhetoric’.

The 'historical narrative’ discourse proposes :"barely to relate some
facts...... to put before us the arguments on both sides of the
question in their true light, giving each its proper degree of
influence, and has it in view to persuade no further than the
arguments themselves appear convincing."[LRBL p.58]. On the other
hand there is the ’'rhetoric’ discourse that proposes :"to prove some
proposition..... [and] endeavour by all means to persuade us.."[LRBL

p.58].
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It is quite obvious that any sort of philosophical or scientific
system will fall under the category of ’'rhetoric’ discourses. In fact
it is the other way around. All discourses that are presented in that
'rhetorical’ fashion reflect an attempt to construct a philosophical
(scientific) system, or theory. Indeed the relevant writings of Smith
do fall under this category and thus we are able to look upon them

as scientific theories.

The ’'rhetorical’ discourse itself is subdivided into two methods,
producing a much clearer picture of his form of presentation. First,
we have the 'Newtonian method’ where :"we lay down one or a very few
principles by which we explain the several rules or phenomena,

connecting one with the other in a natural order" [LRBL p.139].

Secondly, we have what Smith calls the ‘Aristotelian method’ where
:"we begin with telling that we are to explain such and such things,
and for each advance a principle either different or the same with

those which went before"[LRBL p.139].

It seems to me that the ’'Newtonian method’ of discourse is the more
prevalent one in Smith's works. The Theory of Moral Sentiments (TMS)
is a distinct example of it. First we have an exposition of the
principle behind the whole system: the principle of ’‘sympathy’. Then
it is being used to connect certain phenomena like, for instance,
moral opinions, class structure, self-interested behaviour etc.. The
Wealth of Nations (WN) too follows that line of presentation. Again
the principle behind the system, the division of labour, is presented

at the beginning and together with what motivates it (the propensity
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to barter and exchange), the rules connecting different phenomena are
being displayed. Even the three articles illustrating the principles
of philosophical enquiries are constructed in the same manner. The
system which is being investigated there, is the system of scientific

inquiries.

We may conclude now that even from the mere form of discourse it
seems that both his economic as well as moral systems are scientific
systems and thus, there exist a common ground to investigate their
interrelationship. The next step will be to explore the nature of

scientific systems.

There are three illustration of philosophical enquiries; first in the
"History of Astronomy"[EPS pp.33-105], second in the "History of
Ancient Physics"[EPS pp.106-117] and thirdly in the "History of
Logics and Metaphysics"[EPS pp.118-129]. In each one of them the
first part is devoted to some general remarks that are made by Smith
himself about the task of scientific inquiry. It is his conception
of science that 1is portrayed at the outset of each article and only
then he goes on to show how it reflects in the history of science.
Indeed it is in the first illustration, the one on astronomy, where
Smith gives the introduction to the general problem (or phenomenon)
of scientific inquiry. But this does not mean that the points made
in the other two illustrations are less significant. In both the
History of Physics and the History of Metaphysics Smith advances the
historical account with his own remarks on methodology. Some of them
are elaboration of ideas presented in the History of Astronomy, and

some ’'new’ ideas that arise due to different degrees of complexity,
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which emerge as the subject matter of our investigation ’'descends’

from the investigation of Heaven to the investigation of earth.

Thinking on the trio as a whole, one can very clearly draw the 1ogic.
of their arrangement. Namely, the degree of the complexity of the
subject under investigation. But this might have been just a
coincidence. Even though the Heavens have just a few objects ( hence,
in Smith'’s view, a lower degree of complexity), their influence over
the faculties in human beings which promote philosophical
investigation (admiration, wonder and surprise) are stronger (EPS-HA

p.48].

Nevertheless, though it is clear that in Smith’'s view the effects of
Heaven were stronger on motivation, human inquiry has descended to
Earth only to find that it is a much more complex task. "From
arranging and methodizing the System of the Heavens, philosophy
descended to the consideration of the inferior parts of Nature, of
the Earth..... [But] [i]f the imagination, therefore, when it
considered the appearances in the Heavens, was often perplexed, and
driven out of its natural career; it would be much more exposed to
the same embarrassment when it directed its attention to the objects

which the Earth presented it..."[EPS-HAP p.106]2.

In the History of Astronomy Smith presents us with some basics of
what he considered to be a scientific theory:
(a) it must have a principle which will unify all those

apparently irregular phenomena.

2HAP stands for History of Ancient Physics.
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(b)it must be a simple system that would put our mind at ease.

(c) it must be based on familiar qualities?.

The meed to deduce familiar qualities, operations and laws of
succession, is already presented in the History of Astronomy. However
the search for familiar qualities was a negligible part of
‘methodizing the Heavens' as there were only few objects involved.
Consequently, finding the familiar qualities was not an issue of
great importance that can be illustrated by the History of Astronomy.
But it does have an important role in ’'methodizing the Earth’ as on
the earth, according to Smith, the amount of objects exceeds

significantly those which are in Heavens.

The principles and characteristics of such an inquiry where the
subject matter is complex indeed are the more relevant ones to his
TMS and WN. They are, however, more carefully analyzed in Smith’s
other two 1illustrations of methods of scientific inquiries; the

History of Ancient Physics and the History of Logic and Metaphysics.

The reason that these articles were neglected has probably something
to do with Smith's performance as a Historian. It is considered that
even though his account on astronomy leaves something to be desired,
it is still far better than those presented in his other articles‘.
But, from the point of view of studying Smith methodology it is

completely irrelevant whether his historical accounts are correct or

3 These characteristics are put forward in sections 1 & 2 in the History
of Astronomy.[EPS pp.34-7].

“A discussion of this issue can be found in the general introduction, by
Raphael and Skinner, to the EPS (p.2). They also refer to Schumpeter.
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not. What is important is what he called, the principles of enquiry.
It does not matter whether they are demonstrated in a true or false
story. What counts is what is being demonstrated. Therefore, one can
not be satisfied with what is deduced on Smith’s methodology from his
article on Astronomy alone. One must also take into account, when
analyzing ‘earthy’ phenomena, what Smith thought of scientific

methods in this context.

There is indeed a significant addition to his methodology in the
other two articles. This addition, that 1is derived from the
complexity of the system of earth, is worth quoting at some length.
"In every body, therefore, whether simple or mixed, there were
evidently two principles, whose combination constituted the whole
nature of a particular body. The first was the Stuff, or subject
matter, out of which it was made; the second was the Species, the

Specific Essence, the Essential, or, as the schoolmen have called it,

the substantial form of the Body..... In every case therefore, Species
or Universals, and not individual, are the object of
Philosophy..... As it was the business of Physics, or Natural

Philosophy, to determine wherein consisted the Nature and Essence of
every particular Species of things, in order to connect together all
the different events that occur in the material world; so there were
two other sciences, which, though they had originally arisen out of
that system of Natural philosophy I have just been describing, were,
however,apprehended to go before it, in the order in which knowledge
of Nature OUGHT to be communicated. The first of these, Metaphysics,

considered the general nature of Universals....The second of these,
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Logics.."[EPS-HAIM pp.118-120]53,

This argument appears to be in complete accordance with what is
suggested in the History of Astronomy®. Namely, that there is a
need to classify matter according to familiar qualities. The only
addition here is that we must analyze these qualities separately.
Metaphysics, for Smith, the Theory of Universals,is a theory, the
domain of which is not the matter itself but its classification. This
does not mean that there is no connection between the different
theories or that the universals are based on some a- priori notion.
Even in Hume we can find assertions of the following type :"..I must
distinguish in the imagination betwixt the principles which are
permanent, irresistible, and universal...And the principles that are

changeable, weak and irregular.."’.

That is to say that we have, in
fact, two distinct levels of analysis. In both of them there are
principles, the role of which is to connect the different phenomena.

The rules that are derived from them may be permanent in character

,0r temporary.

From Smith’s point of view, therefore, a scientific investigation of
everything, and in particular, earthy matters, is conducted in two
different levels. One, the level of the subject matter- the level of
the nature of things - where the rules might be changing, and the
other is the level of the Universals; namely, that familiar quality

that is common to all the subject matter that is under investigation.

SHALM stands for History of Ancient Logic and Metaphysics.
SEPS-HA pp.38-9.
’Hume, D. A TREATISE OF HUMAN NATURE p.274.
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In his economic system one may consider the notion of natural price
as part of the Universals analysis (and I do not refer here to the
natural price in its ‘long-run equilibrium’ interpretation), while

market price may reflect the analysis of the subject matter.

In his moral analysis this distinction is even more clear. The level
of the subject matter is the level of the observed behaviour of human
being. Namely, people’s moral opinion that is based on their actual
disposition to ’'sympathize’. The Universal, however, the familiar
quality that is common to all mankind , in different degrees, is the
emotional meaning of sympathy. Namely, what it is in human being that
determines how much effort are they willing to put into trying and

see the other from a true ’‘impartial spectator’s’ point of view.

The investigation of its permanent rules constitute what Smith called
Metaphysics, or ’'nature of sentiments’. In the account of Smith’s
life given by D. Steward, which was helped by one of Smith’'s students
J. Millar, he describes the convention of moral philosophy at that
time to be :"The science of Ethics has been divided by modern writers
into two parts; the one comprehending the theory of Morals, and the
other its practical doctrines"[EPS p278]). It seems as if this
distinction falls very well under the one just made; that is, the
part of the moral system which is theory, is the one that is at the
level of 'universals’: the level of permanent, while practice falls

under the category of the changeable relations, the rules of matter.

What we learn from all that is that though Smith was, in principle,

an 'empiricist’ in the sense that the subject matter of any
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investigation was to be known to us through observation, he
nevertheless adhered to some semi-rationalistic ideas®. Universals
are not necessarily ’‘rational’ even though one can always argue that
at the 1level of analyzing human beings one cannot think of a
universal which is observable. But what makes Smith's approach
semi-rationalistic is the fact that he is willing to treat those
universals as subject matter in themselves. This was precisely the

essence (forgive the expression) of the Scholastic approach.

The main question is, however, whether or not we can observe these
distinctions in Smith's work. The answer, in my view, is yes. Not
only that the distinctions exist, they are almost the only means by

which one can explain the apparent contradictions in his writings.

The ‘principles’ in human nature upon which Smith bases his two
theories are 'sympathy’ and the 'propensity to exchange and
barter’?, or, the 'principle of persuasion’!®, Both these
‘principles’ are strongly dependent and correlated with a person’s
attitude towards the others. ’'Sympathy’ is his disposition to put
himself in another person’s place and the propensity to exchange
reflects a person’'s drive, or need, to trade with another. His

ability to bargain depends on how well he can persuade the other.

8In an ’empiricist’ sense I should use the word 'Classification’ rather

than universals. But this is only a semantic difference in what concerns my

purpose.

SWhy it is that I believe this to be the principle of the WN rather than

'self-interest’ will be explained below. In any case, either this propensity

or ’'self-interest’ will serve the purpose of what I have to say here.

Tn the Lectures on Jurisprudence (LJ) Smith argues that the real

foundation of this propensity is the ’principle of persuasion’ in human nature

(LI pp.493-4].
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I maintain that both these 'principles’ are a reflection of the same
fundamental in human nature. I call this fundamental, ’'the Interest
In Others' that people have regardless of the ﬁarticular constitution
of their characters. ’'Sympathy’ 1is clearly a reflection of people’s
interest in the others. It is, however, a reflection of it and not
the interest in others itself. This can be seen by the existence of
different degrees of ’'sympathy’ which, I believe, is a reflection of
the different form that this fundamental takes in different people.
I will show later on that Smith was aware of two important
modifications. One, that people'’s particular character interferes in
their ’'sympathy’. Namely that when an individual is trying to be the
'impartial spectator’ his effort depends on his personality. It is
not an effortless process to reach true ’'impartiality’ and therefore,
a person with little interest in the others will be less inclined to
put into the imaginary change of places the required effort for
'impartiality’. It is the difference between asking the question
‘what would I have felt (and done) had I been the other person in his
predicament’ and asking one’'s self 'what would I have felt (and done)

had I been in his predicament’.

The other modification is concerned with the role of utility in
forming people’s opinions. Sometimes, Smith argues, people tend to
confuse aesthetics with morality. They are so impressed by the beauty
of, say, a system, that they believe that it must be morally good
[TMS p.185]. The same tension exists in Smith’s Lectures on
Jurisprudence (LJ) where he discusses people’s social sense
(acceptance of authority). There seems to be a substitution between

‘utility’ and 'sympathy’ (the origin of authority). The more one has
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from the one, the less he has from the other!!. When ’sympathy’ is
dominant the social organisation will tend to be authoritative, when
‘utility’ dominates, a less authoritative organisation can subsist

{LI pp.401-2].

Given that ‘utility’' is an effortless method of forming a moral

opinion it is not inconceivable that people with low interest in the

e vy

others will tend to form their moral opinion by utility. Hence,
'sympathy’ 1s not the interest in others itself but an expression of
the particular form that this fundamental (universal) takes in each

individual.

The propensity to exchange and barter and the ’principle of
persuasion’ which is behind it are too a reflection of the interest
people have in others. The brewer and the baker do it from self-love.
Namely, they have no interest in the other apart from being a source
of commodities and services to them. But they succeed in their
bargaining because the one persuades the other that the deal is such
where you "give me what I want, and I shall give you what you want"
[LY p.493]. But if the two individuals had different characters they
might not have reached agreement on similar terms of trade. If an
individual has a positive interest in the others he might be
persuaded to exchange for the ‘cost of production’. For instance, in
the Deer and Beaver case [WN p.65-6] where there is no capital
accumulation Smith argues that the only acceptable rule of exchange

is according to labour inputs (effort). But for that norm of

pgain, all these points will be properly explored below. It is
nevertheless important to present them here as they intend to give the sense
of Smith’s use of Universals.
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behaviour to prevail and to have persuasion power we must establish
whether and why it became a social norm. The mere idea of persuasion
depends on conventions and other side-products of social
organisation. People’s acceptance of these conventions is a crucial
input to the process of bargaining and in itself, depends on people’s

disposition towards others (and the social organisation).

As I said before the mere analysis through universals is by no mean
a reflection of 'rationalism’. It is the treatment of it as substance
which takes us away from pure ’'empiricism’. In the case of Smith this
treatment appears in the form of the 'moral instructor’ who deduces
his prescriptions from an abstraction of the 'impartial spectator’.
This abstraction is an analysis of an 'imaginary change of places’
that is performed by an imaginary human being who has only the
interest of the others at heart. ’‘Interest in the others’ as an
independent quality generates, through its impartiality, Smith's
benchmark for moral analysis. It explains then what are the grounds
for Smith’'s criticism of individual’s actual judgement. It is simply
that his moral theory is not a 'naturalistic-positive’ one. Rather,
it is a delicate combination of ’'empiricism’ and 'semi-rationalistic’

ideas. It thus makes his theory much more rich and interesting.

It also helps to explain the meaning of the ’'labour theory of value’
in Adam Smith. It is by no means based on the assumption that labour
is the universal of commodities and therefore, commodities relate to
each other, as a matter of fact, according to labour ratios. Rather
it is through the universal of 'interest in the others’ that in a

pre- capital-accumulation stage the social convention of the
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'impartial spectator’ will be that it 1is right to exchange
commodities according to their labour ratios. The labour theory of
value, therefore, is not a positive theory of exchange values. It is,
rather, a normative, or conventional, theory of exchangel?. Of
course one needs to explore what happens when capital accumulation
begins. Whether labour values can still play the role of the
normative benchmark without a metaphysical conception of commodities

the intrinsic value of which is comprised of past and present labour.

The idea of a universal in Smith's perception of the human nature can
also be supported for two other reasons. One is the influence of
Newton on Smith’s perception of the world. In particular, his
influence on Smith's belief in unity in nature. The Universal in such
a case helps to relate the various aspects of human nature that are
being examined by his various theories. Also there is Smith's
discussion of the problem of describing human characters. In the next
two chapters I will explore the consequences of the ‘rationalistic’
aspects of Smith’s theory on the moral values of self-interest and
natural liberty. The Universal (the unity of human nature) and the
manifestation of 'rationalism’ in the idea of the 'impartial

spectator’ will play there a significant role.

127 different kind of argument in support of the 'labour theory of value'’
being approved by the 'impartial spectator’ can be found in Young (1986). It
is also interesting to note that the idea that exchange should reflect labour
ratios is not unrelated to Smith'’s discussion of property right. In Smith's
discussion of property rights in the Hunters’ stage he says: "All agree that
it is a breach of property to break in on the chase of a wild beast which
another has started, tho’ some are of opinion that if another should wound the
beast in it’s flight he is entitles to a share, as he rendered the taking it
more easy on the whole."[LJ pp.459-60]. Which means that the 'labour theory
of value’ is also somewhat hidden behind a right which is strongly related to
conventions about social organisation.
dependent on people’s disposition towards the others.
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3. THE MORAL ANALYSIS OF SELF-INTEREST: A STUDY INTO SMITH'’S ANALYSIS

OF THE HUMAN CHARACTER.

The question of the inter-relations between Smith’s analysis of
morals and economics 1is basically the question of relationship
between the Theory of Moral Sentiments (TMS) and the Wealth of Nation
(WN). The problem of relating the two books has two distinct
dimensions. One is the question of whether or not the premises
regarding human nature in these two theories are consistent with one
another (and I will call it the level of suppositions). The other is
the problem of whether the moral propositions of the one theory are
compatible with the moral implications of the other. In particular,
whether or not Adam Smith offers a consistent proposition regarding
the moral values of self- interest and natural liberty (and I will

call it the level of propositions).

In the introduction to this part of my work I have given several
reasons why worries were expressed about the consistency of the two
theories. I will not repeat it here. I would like, however, to

examine the development of the problem and its proposed solutions
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through the prisma of the universal, i.e., the unity of human
nature!. I would 1like to point out to the reader that the
vindication of self-interest, which this chapter is all about, does
not constitute a sufficient condition for the moral advocacy of
natural liberty. This latter problem will be dealt with in Chapter

4.

(a) The ’'Adam Smith Problem’ and the Theory of Human Nature.

As mentioned in the introduction the tension between the moral status
of self-interest in the TMS and its moral implications in the WN --
which became to be known as the ’'Adam Smith problem’ -- was confined
almost entirely to the level of suppositions about human nature. Some
Germans had interpreted the apparent discrepancy between the role and
value of self-interest in the two theories as a problem of Smith’s
consistent perception of the human character. In the TMS, they
argued, he thought mankind to be pre-dominantly benevolent. By the
time he wrote the WN, according to those scholars, he had changed his

mind about it. Now he thought them to be pre-dominantly

1To that end, some of the points that were made in the introduction will
be repeated in section (a) below. It is important to repeat these points for
the completeness of the argument. In the Introduction I have presented the
Adam Smith problem (and its accepted solution) at the level suppositions. Once
this had been settled, we moved to discuss a possible reconciliation of the
moral propositions that are generated by the two theories from the point of
view of interpreting the nature of Smith’'s theory. Namely, we discussed the
question whether interpreting his theory as 'Naturalistic’ and ’'Positivistic’
can yield a moral vindication of self-interest that will be consistent with
the apparent advocacy of natural liberty that is based upon it in the WN. Such
an approach deals with the Adam Smith Problem in a segregated manner. Here I
suggest to tie together the solution to the problem that was posed by the
Germans (at the level of suppositions) with the solution of the problem at the
level of propositions. The crucial point here is Smith’s perception of the
human nature. It is therefore necessary to repeat some of the points for the
completeness of the argument and I beg the reader to bear with me.
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self-interested which, they argued, 1is precisely the selfish
character that is so clearly deplored in the TMS. The difference in
the role and meaning of self-interest in the TMS and the WN,

therefore, is a reflection of this change of mind.

Modern commentators like Macfie (1967), Campbell (1971), Winch
(1978), Skinner (1979) and Raphael (1985) rejected this explanation.
In fact, they deny the existence of any problem at all in the TMS-WN
relationship. The received view is that the German scholars thought
that there was a problem because they had mis-interpreted ’'sympathy’,
the 'principle’ behind the TMS. They understood that ‘principle’ to
mean that the most dominant feature of human nature is that of
benevolence. Thus, it was inconsistent with the character behind the

WN who seemed to be dominated by self-interest.

However, argue modern commentators, the ’'principles’ of the TMS and
the WN are not at all in competition with one another. Self-interest,
the apparent principle behind the WN, is a description of people’s
motivations to act. 'Sympathy’, the principle behind the TMS, is
merely a description of another - distinct- feature of the human
character. It is the disposition people have to put themselves in
other people’s place. They also derive a particular kind of pleasure
from such an imaginary change of places if they experience harmony
of sentiments. Namely, if they feel that they would have felt the
same had they been in place of another. It is upon this pleasure,
rooted in such an ability, or disposition (which we might call today
empathy) that people form their moral opinions. Their motives to

actions are an entirely different matter; they spring from a
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different aspect of human nature altogether. Self-interest, quite
clearly, is a quality mainly ascribed to motives. It can only be
understood as a description of that particular aspect of human nature
and it has nothing to do with other dispositions that people may or
may not have. Therefore, there is no inherent contradiction between

the premises of his two theories?.

The solution to the problem posed by the Germans was in the method
of character description. The Germans described a character by a

single general tenor of behaviour which, presumably, captured all / -
its various aspects. If named after its manifestation in motives a
character can indeed be either benevolent, selfish or malevolent.

Modern commentators, on the other hand, understand Smith's perception

2 Macfie and Raphael, in their introduction to the Glasgow edition of the
TMS, insist that these two faculties in human nature are entirely different.
"Sympathy is the core of Smith’s explanation of moral JUDGEMENT. The motive
to action is an entirely different matter"(p.21). Raphael (1985), goes even
further to draw a connection between the different (almost exclusive) spheres
of human nature and their different (and again, almost exclusive) social
meanings. "The social bond created by sympathy and imagination...is quite
different from the social bonds of mutual dependence... The social bond of
sympathy and imagination leads to our code of ethics and to a good part of our
code of 1law. Economic behaviour has to be explained in terms of
self-interest"( Raphael, 1985. p.94). Nevertheless, the distinction between
the two aspects of human character to which ’sympathy’ and ’'self-interest’
ascribe remain, to some extent, obscure. Even among modern commentators the
interpretations of 'sympathy’ seem to vary. At the one end ’'sympathy’ is being
interpreted as a merely technical word; completely divorced from any emotion.
(Thus, cannot contradict motives which necessarily involve emotions). Campbell
(1971), for instance, wrote that ’'sympathy’ is Smith’'s "word for agreement,
coincidence or harmony of sentiments...It cannot be said that Smith's concept
of sympathy accords with the normal meaning of the term"(Campbell, 1971.
P.94). On the other hand there are those who found it more difficult to see
'sympathy’ as an idea which is unrelated to emotions. Macfie (1967), for
instance, wrote that "for Smith sympathy was the effective cement of
society....Sympathy is then an emotion, and an unselfish emotion"(Macfie 1967.
P. 57). And A. Skinner (1979) wrote that the process by which we morally
judge, "involves a complex of abilities and propensities which include
sympathy, imagination, reason, and reflection"( Skinner, 1979. p.49) where
sympathy denotes an emotional disposition. All this implies that even in terms
of their own solutions the divorce of 'self-interest’ from 'sympathy’
according to the received view is not intuitively clear.
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of the human character as more complex. How he is characterized in
one particular aspect of his nature does not tell us anything about
its other components. The TMS and the WN depict different features
of the human character and they are therefore complementary social
theories that are based on complementary aspects of the human

character.

But solving the problem at the level of suppositions still leaves
open the question of whether or not Adam Smith offers a consistent
proposition regarding the moral value of self-interest and natural
liberty. Obviously, this is wide ranging issue which is concerned
with the moral analysis not only of self-interest but also of
efficiency and the relationship between motives and outcomes. As I
mentioned earlier I will deal with this problem in Chapter 4. Here
I will confine myself to the analysis of Smith’s moral vindication
of self- interest. A vindication that is necessary (but by no means
sufficient) to render the implied advocacy of natural 1liberty

consistent from the moral point of view.

The apparent problem at the level of propositions seemed to have been
that selfishness is clearly condemned in the TMS and that self-
interest, distinct from ’‘sympathy’ as it may be, can easily be
regarded as a form of selfish behaviour. Hence the first and
immediate task was to disassociate self-interest from selfishness.
This too appeared to have been a problem of character description.
Indeed the same technique of character description that was used to
solve the problem that was posed by the Germans is now used to do

just that: to divorce self-interest from selfishness and to open the
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way for its moral vindication.

According to the Germans, self-interest (or the character behind the
WN) is a form of selfishness even if we think of self-interest as a
description of motives alone. The reason is quite straightforward.
When we describe a character by a single tenor of behaviour we expect
it to manifest itself in all possible expressions of a person’s
character. In particular, we expect to find its appearance in what
motivates human actions. As a description by a single tenor of
behaviour does not 1leave many options besides benevolence,
selfishness and malevolence, self-interest must be the expression of

selfishness in motives.

To that extent, the complex method of character description as
applied so far (i.e. to the problem of ’sympathy’-self-interest
relationship) will not be very helpful. What we have done so far is
to divorce self-interest (or the character behind the WN) from
‘sympathy’ by saying that ’'sympathy’ is not a motive and thus has
nothing to do with self-interest or, for that matter, with
benevolence. However, if self- interest is a quality describing
motives in_ general it means that people are motivated to act in
whatever they do by their own interest alone. As moderate a sentiment
as it may be it will be extremely difficult to argue that
self-interest is not to conceive the others "upon account of our own
private good or bad fortune"[TMS p.40] which is Smith’s definition
of selfishness. In such a case we cannot ignore its clear

condemnation in the TMS.
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expressed.

However, we can circumvent the problem by applying yet again our
complex perception of human nature and distinguish between various
kinds of motives. For one we can follow Smith’s own advice and look
at the motive-side of a character as comprised of 'own-regarding’ and
'other-regarding’ behaviours [IMS p.212]. There are natural urges in
both of them and self-interest here may be a quality of only one kind
of motives. In particular it may describe the way one deals with
one’s natural urge to care for one’s self. According to the accepted
view self-interest is nothing else but the moderate expression of
this particular natural urge. It is, then, what Smith called

Prudence.

The appeal of this approach is quite clear. By virtue of this complex
method of character description, self-interest in itself does not
exclude the existence of other dispositions or even motives. It
therefore allows ’'sympathy’ and self-interest to co-exist while at
the same time it isolates self-interest as a separated object of
moral approbation. Viewed in this way it is rather easy to establish
that the self-restraint and moderation of the natural urge to care
for one’s self is morally approved®. Coupled with the beneficial
outcome of the free expression of self-interest as portrayed in the
WN the TMS and the WN are consistent not only in terms of their

suppositions on human nature, they are also compatible in terms of

their moral propositions.

3It is so because prudence is a moderate expression of the natural urge

to care for one’'s self. According to the TMS, the 'impartial spectator’ will
tend to ’'sympathize’ and hence approve of all sentiments when moderately
Whether such an Aristotelean concept of the moral good is

applicable to Smith is discussed in the introduction.
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It is quite clear that the moral vindication of self-interest is an
essential part of the consistency argument that dominates the
received view. But there is a growing dissatisfaction with the moral
vindication of self-interest as is generally accepted. Heilbroner
(1982) and Evensky (1987) are such examples. Their efforts to
reconcile the two theories are based on the assumption that self-
interest has not really been vindicated. In Heilbroner it is his
insistence that we should read Smith's work as a reiteration of
Mandeville’s ’‘Private Vices, Public Benefits’. Evensky argues that
for Smith self-interest must have been an inherent flaw in the human
character. Advocating natural liberty is consistent with it because
the minimization of interference from flawed human beings will bring
us as close as possible to the ‘ideal’ of the Great Design which

Evensky attributes to Smith.

The numerous occasions where Smith shows explicit and implicit
apprehension about the self-interested character simply don’t fit the
generally accepted interpretation. Indeed, many of those who adhere
to the received view will agree that though self-interest, as
prudence, is unquestionably approved‘ it does not mean that the full
character of those who act in such a way is also vindicated. After

all, with the complex perception of human character the prudent care

“Some would argue that even prudence does not constitute Smith’s idea of
the morally good because of the distinction between mere propriety and virtue.
Mere propriety is 'to eat when we feel the urge’. Virtue requires that there
will be some admiration to the degree of self-restraint. However according to
Smith nature deceives mankind to believe that wealth, the remuneration of the
prudent (frugal and industrious), is a reward to true virtues. If Smith's
theory is ’'naturalistic’ and 'positive’ as is the received view then there is
no way he could call this a deception. If people feel that self-interest is
virtuous because it is associated with such great rewards then so it is. Smith
the observer has no mean of claiming otherwise. See the Introduction and
Chapter 2 for a more detailed discussion of this.
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for one’s self does not tell us anything about the ‘other-regarding’
aspect of a character. The knave's character is prudent but by no
means morally desirable. It can thus be argued that as the WN
explores only the harmonious interaction of people’s ’'own-regard’
(self-interest) behaviour, the advocacy of natural liberty that is
implied by it is perfectly consistent, from the moral point of view,

with the TMS.

However, such a conclusion relies heavily on accepting a proposition
about the human character which I find unpalatable from the point of
view of Smith’s theory as much as from a personal point of view. This
proposition is that the method of a complex perception of the human
character implies that the various features of it are not related to
one another in a coherent way. At the level of suppositions about
human nature it meant that ‘sympathy’ had nothing to do with motives
and was therefore consistent with whatever kind of motives we
attribute to the character behind the WN. At the level of moral
propositions it means that the moderate expression of one’s urge to
care for one’s self has no bearings whatsoever on his ‘other-
regarding’ sentiments and behaviour. A knave as well as an indolent
person have the same kind of morally approved prudence in their

persuit of their own-interests.

While the distinction between ’sympathy’ and self-interest may not,
on the face of it, appear outrageous, the divorce of one’'s
'own-regard’ from one’s 'other-regarding’ behaviour seems to be
wholly unacceptable. It is, therefore, the purpose of this chapter

to establish a E?nsistent relationship between the various aspects
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of a person's character and to examine its consequences to the
interpretation of the TMS-WN relationship. This examination will be
carried out at two distinct levels., One is the internal consistency
of the motive-side of a character. Namely, how do the 'own-regard’
and the 'other-regard’ relate to each other and what are the moral
consequences of it for the vindication of self-interest or the
character behind the WN. The other level is the question of the

internal consistency of 'sympathy’ and the self-interested character.

In the second section I will discuss the various methods of
description that Smith accounts for in his Lectures on Rhetoric and
Belles Lettres (LRBL). I will show that the view according to which
the TMS and the WN are based on conflicting perceptions of the human
character (the Germans view), is as a legitimate a choice of method
as that which is implied by the generally accepted view. I will also
point to the fact that two out of the three methods which Smith
advances in the LRBL have an explicit assumption about the unity of
human character. A proposition that can be confirmed by a reference

to Smith'’s writings on methodology.

Obviously the proper test to any choice of method is whether it
produces a coherent relationship between the two theories. While the
failure of the Germans'’ approach is evident, that of the modern
interpretation has not seriously been discussed. In the third section
I propose that the method that is implied by the received view still
does not really vindicate self-interest and therefore leaves the
problem of Adam Smith at the level of propositions unresolved. By

relating the various aspects of a person’s character in a consistent
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manner it will become meaningless to discuss the moral status of
prudence alone. Any proposition we make about how people care for
themselves will, in such a framework, inevitably imply something
about their ’‘other regarding’ behaviour. In any case, I will argue,
the character behind the WN can by no means be considered as a ‘one-
dimensional’ character. The moral vindication of prudence 1is

therefore, insufficient for its general vindication.

The fourth section of the chapter is something of an extrapolation.
Unlike the argument about the relationship between ’'own-regard’ and
'other regarding’ behaviours, there is no explicit dealing in Smith
with the question that is raised here. What I do in this section is
to try and establish a consistent relationship between ’'sympathy’ and
'self-interest’. I will show that 'sympathy’ is not a fixed
characteristic of human nature. That people use it differently
according to the general nature of their character which, obviously,
also affects their behaviour in their persuit of their own interest.
The moral judgements that are produced wunder the different
circumstances, therefore, vary considerably. I will argue that it is
only the ’'self-interested’ characters that will see virtue in ’'self-
interested’ characters. In as much as Smith’s moral theory is a
description of how people form their moral opinion it explains why
people might advocate natural liberty when observing human nature to
be self-interested. But from the point of view of Smith the
‘observer’, this kind of judgement 1is corrupt and wrong. When
properly judged, self-interest only merits the title of being a
‘just’ in the sense that it does not endanger the ability of society

to subsist.
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(b)Methods of Character Description.

As we saw earlier, one can learn a lot about Smith’s methodology by
looking at his methods of discourse. Similarly we can learn much
about Smith's perception of human nature by examining his methods of
character description. There are basically three methods of character
description that were considered by Smith according to the lectures
notes entitled Lectures on Rhetoric and Belles Lettres (LRBL). These
are the ’'direct method’, the 'general indirect method’ and the
'particular indirect method’. I will show now how the ’'Adam Smith
problem’ (i.e., the Germans perception of human nature as opposed to
the modern one) corresponds to Smith’s methods of character
description. I will also show that two out of the three methods have
an explicit assumption about the unity of human nature. The third
does not have such an explicit assumption but deducing that human
nature is thus fragmented does not really follow. I will show in the
next section that this third method creates many consistency problems
at the level of Smith's moral proposition. First, however, let us

examine these methods.

To begin with, Smith gives a general account of the two main methods
of describing a quality of any object :"That way of expressing any

quality of an object which does it by describing the several parts
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that constitute the quality we want to express, may be called the

direct method. When, again, we do it by -describing the effects this

quality produces on those who Behold it, may be called the indirect
method" [LRBL p.67 my italics]. (these are also distinguished as the
'internal’ and the 'external’ methods). Notice that the 'direct’
method differs from the '"indirect’ one in two respects. First, in the
'direct method’ the quality is described by a set of properties (its
several parts) while in the 'indirect method’ we describe the
quality by its cumulative effect. Secondly, in the ’‘direct method’
we describe the different components themselves while in the
'indirect method’ we describe things by their external effects. In
our case, the quality we are interested in is the quality of human
character. When applied to it, the direct method is "when we relate
the wvarious parts of which it consists, what mixture of each
particular passion or turn of mind there is in the person"[LRBL
p.78]. That is, a character is a composition of a set of properties
like, for instance, wisdom, courage, honesty etc. We distinguish

between characters by the different mixture of these properties.

The indirect method, on the other hand, is where we "relate the
effects it produces on the outward behaviour and conduct of the
person”[p.80]. For instance we may say that a person is harmful
(malevolent), careless or bad tempered. The ’‘indirect method’ is
again subdivided: to the ’'General’ and 'particular’ methods. We may
describe a character in the ‘indirect’ method ( by its effects on the
others) "either by relating the general tenor of conduct which the
person follows, which we may call the general method, or by

descending into particulars and pointing out how he would act in such
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and such instances: this we may call the particular method".[p.80].
So we may say that a person is benevolent, and thus describing him
by the general tenor of conduct, or we maj say specifically how his
benevolence is being expressed in different circumstances. But in
both the general and particular methods we refer to the effect that
the different aspects of human character produce (the indirect
method). In the case of the former it is the cumulative effect while
in the particular method it is the effect on the beholder of the

various expressions of that character.

The 'particular indirect method' may, in some circumstances, be
confused with the '’‘direct method’. In both cases we describe a
character by a set of properties. The difference, then, lies in that
the ’'direct method’ describes the intrinsic wvalue of particular
properties while in the ’particular method’ we describe a set of
behaviours that should stem from the same cumulative effect by which

we distinguish between different characters.

To sum up, the three methods are as follows:
‘Direct Method’: when a character is presented as a set of features
which are described by their intrinsic value rather than by their

effects on others.

‘General Indirect Method'’: when a character is described by the

cumulative effect it creates on the observer.

'Particular Indirect Method’: when the cumulative effect that the

character creates on the observer is broken down to the effects on
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the observer that is created by the various aspect of the

character?.

There are two instances in the reading of Smith where the character
description plays an important role. First, in arguing that the TMS
and the WN are not based on contradicting assumptions about the human
nature. Namely that 'sympathy’ and ’self-interest’ are not
competitive descriptions of the same thing. Second, in proposing that
self- interest is morally good because it should not be read as

selfishness but as prudence.

Clearly, for ’'sympathy’ not to compete with self-interest on the
description of the basic emotional disposition of a character, we
must stick to the ’‘direct method’ of character description. To see
that, let me now examine the opening statement of the TMS. There, in
the spirit of the ’'Newtonian Method' of discourse, Smith puts forward
the ’'principle’ behind his moral theory. "How selfish soever man may
be supposed, there are evidently some principles in his nature, which
interest him in the fortune of others, and render their happiness
necessary to him, though he derives nothing from it except the

pleasure of seeing it."[TMS p.9].

10n the face of it one may argue that the only difference between the
‘particular indirect method’ and the ’'direct method’ is in the origin of
description. Namely, that both these methods imply that the character is a set
of properties only that in the former they are described by their external
effect on the observer while in the latter they are described from the point
of view of their intrinsic value (like, say, IQ as an intrinsic measure for
wisdom). However, this is not the case. Smith is very clear that in the
‘indirect method’ there is a general impression created by the character. Thus
we can describe this general impression as such or to descend into the various
expression of the same thing. It is through this descendance that I have
concluded that in the ’‘particular indirect method’ the unity assumption that
is so clear in the ’‘general method’ is preserved.
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It can now be interpreted in two different ways:

a. no matter how busy people are with themselves, they always
have a positive interest in the fortunes of others. Namely,
their interest in themselves does not mean that they do not
have an interest in the fortunes of others.

b. the selfish appearance of people is misleading. Actually,
they are benevolently disposed. The happiness of others is

as important to them as their own.

The difference between these two interpretation is in the way the
human character is being described. In the first case (interpretation
(a)) the character of man is perceived as composed of two independent
aspects: the motive to action and the interest he has in the
happiness of (or feelings towards) others. Interpretation (b), on the
other hand, is based on the assumption that the human character is
described by a single feature: its disposition towards the others.
The way he feels about the others or the interest he has in their
happiness, reflects the whole constitution of a person. 1In
particular, his actions and the motive behind them must also be
affected by the same thing: the degree of interest he has in others.
Thus, to depict the essence of a character it would suffice to
describe only his motives; in such a case, he is either benevolent,
or selfish or malevolent. Smith’s opening statement is therefore
interpreted as saying that sometimes we only appear to act out of
selfishness (no interest in the others at all) but the truth is that
we do have a positive interest in others’ happiness. This positive

interest, when manifested through actions, means benevolence.
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So the German interpretation of the ’'principle’ in the TMS is in the
line of Smith’s ’'general indirect method' of character description.
A character is described by its cumulative effects. And this effect,
as perceived by those who behold, is his interest in the fortunes of
others as reflected through his actions. 'Sympathy’ therefore, is to
be understood as a description of this emotional disposition.
Obviously, it means a high interest in the fortunes of others. When
manifested in actions, this degree of interest means benevolence and
thus, is inconsistent with self-interest. Even without going into
details regarding what self-interest really is, it obviously reflects
much less interest in the fortunes of others than is implied by
'sympathy’. Hence, as characters are perceived in the ’indirect
method’, via the degree of interest they have in the fortunes of
others, '’self-interest’ and 'sympathy’ correspond to different

degrees of those ’'fellow-feelings’.

But there are two other ways of interpreting Smith perception of the
human character. The ’'direct method’ and the ‘particular indirect
method’. I have already mentioned that these two methods may be,
sometimes, confused. For in both of them we describe a character by
a set of properties. The difference between them, however, is
significant. First, in the ’‘direct method' we describe the intrinsic
value of the particular property (like, for instance, wisdom) while
in the ’'particular indirect method’ we describe it by the effects it
produces on those who behold. Secondly, and more importantly, in the
'direct method’ we do not find any inherent relationship between the
different components of the human character. In the ’‘particular

indirect method’, on the other hand, we are actually describing the
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different expressions of the same thing.

Bearing in mind Smith’s search for unity the ’particular indirect
method’ seems to me to be the more appropriated method. However, it
seems as if the convention has chosen the 'direct method’' as the
solution to the problem posed by the Germans. That is to say,
'sympathy’ and 'self-interest’ are perceived as describing two
distinct faculties of the human character. I will show now that if
we choose to stick to this character description we shall run into

difficulties in arguing that self-interest is morally good.
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(c) The Consistency of the Charitable Self-interested Character.

In the following section I will try to show that to use the ’‘direct
method’ of character description does not really solve the problem
of the TMS-WN relationship. It does help in arguing that the fact
that people employ ’'sympathy’ to judge morally does not, in itself,
contradict their self-interested behaviour. However, when we come to
the question whether self-interest is morally good, so that the moral
propositions of the TMS will not contradict the moral implications

of the WN, the same method itself creates an obstacle.

To begin with, however, it would be useful to discuss the question

of what is really meant by self-interest.

The Definition of Self-interest: There are mainly two interpretation

to the meaning of self-interest in the writings of Adam Smith.
(a) Self-interest means selfishness, or self-love.

(b) Self-interest means prudence.

(a) Selfishness or selfish behaviour, according to Smith is "when
[sentiments of others are] conceived upon account of our own private

good or bad fortune"[TMS p.40]. Or more generally, when our behaviour

93



is determined according to its proposed contribution to our own

happiness.

(b) Prudence, according to Smith, is the ’'virtue’ of caring for one’s
self. "The care of the health, of the fortune, of the rank and
reputation of the individual, the objects upon which his comfort and
happiness in this 1life are supposed principally to depend, is
considered as the proper business of that virtue which is commonly
called Prudence"[TMS p.213]. Note that 'virtue’ here does not
represent a moral judgement. It denotes a certain feature of human
character that may or may not be virtuous. (This can easily be proved
for at some point Smith discusses the ‘improper’ and the ’‘proper’
prudence. Obviously, if prudence can be ’'improper’ it cannot be at
the same time virtuous by definition). So self-interest, according
to this approach, is that part in our nature that directs us to the

care of those things which affect us.

The Difference between them: The most obvious distinction between

these two perceptions of self-interest is that the one uses it as a
description of the human character as a whole, while the other
perceives self-interest as a description of one single aspect of the
human character. In terms of Smith’s discussion of the different ways
to describe a character, clearly selfishness corresponds to the

'general indirect method’ while prudence, to the ’‘direct method’.
That is, selfishness (the 'general indirect method’') is a
description of the general tenor of behaviour. Prudence, on the
other hand (the 'direct method’') is an acéount of a single aspect

of human character.
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Indeed, when Smith discusses human character he decomposes the
analysis into two main parts :" When we consider the character of any
individual, we naturally view it under two different aspects; first,
as it may affect his own happiness; and secondly, as it may affect
that of the other people.” [TMS p.212]. Prudence, quite clearly,
belongs only to the category of the 'own-regarding’ aspect of human
character. Not surprising therefore, modern commentators who used
Smith’s ‘direct method’, perceive self-interest as prudence. The
German scholars, who followed the ’‘general indirect method’' perceived

self-interest as selfishness.

There are now two questions that must immediately follow. One has to
do with the moral accountability of the different forms of character
description. That is, whether a single component of a character when
'directly’ described, 1is morally accountable. The other has to do
with the nature of the ’self-interested’ character that we observe
in the WN. Namely, even if prudence corresponds to self-interest,
is this the only feature of the human nature by which Smith
describes the character of the WN?. Or in other words, is the WN an
analysis of people’s interaction only in as much as it concerns

their persuit of their own good?.

The moral accountability of prudence and selfishness: There is hardly

any problem in ascribing a moral value to selfishness. As it is a
general description of the human character, it reflects the person’s
behaviour in any of his encounters with the world that surrounds him.
It describes how he will feel and act in what concerns his own

happiness as well as in what concerns the happiness of the others.
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Everything will be determined according to its effect on this
person’'s own happiness. Thus, Smith’s moral judgement is very harsh
and conclusive :"The heart of every impartial spectator rejects all
fellow feeling with the selfishness of his motives, and he [the
actor] is the proper object of the highest disapprobation."[IMS

p.78].

However,as far as prudence is concerned,we must bear in mind that it
only depicts one aspect of the human character. Can we pass a
judgement on a person according to that single aspect of his
behaviour?. Indeed, when Smith comes to assess that quality his
judgement seems to be quite reserved:"Prudence, in short, when
directed merely to the care of the health, of the fortune, and of the
rank and reputation of the individual, though it is regarded as a
most respectable and even, in some degree, as an amiable and
agreeable quality, yet it never is considered as one, either of the
most endearing, or the most ennobling of the virtues. It commands
a certain cold esteem, but seems not entitled to any ardent love or

admiration."[TMS p.216]%.

Obviously, the moral judgement of a character, described in a 'direct
method’, must take into account the other components of that
character. In Smith’s case, the character of man is now decomposed

into the two specific forms of the ’'own-regarding’ and the 'other-

11t is true that Smith’s reservations about prudence may result from its

being merely proper. Namely, that it is not a great restraint or self-denial
that should command admirati