Chapter 1

Markets and Dignity: The Essential Link
(With an Application to Health Care)
Mark D. White

A

s most economists will tell you, markets, under ideal conditions
of perfect competition, maximize the allocative and productive efficiency of the economy. Those ideal conditions are familiar to introductory economics students, and include large numbers of buyers and
sellers, perfect information about the prices and terms sellers offer,
homogeneous products, and no barriers to entry (or exit). If any of
these conditions do not hold, then efficiency is compromised, and
government intervention (such as price regulation and antitrust measures) is often recommended in order to bring the outcomes of the
imperfect competition closer to the ideal of perfect competition.
The efficacy and ethics of government intervention in the economy has been thoroughly discussed and criticized elsewhere; in this
chapter, my plan is to focus on the view of the market that leads to
calls for intervention in the first place. The standard economic view of
markets treats them as mechanisms for generating efficiency, and to
the extent that they fail at this purpose, their exclusive use in allocating resources is no longer justified. Rather, I argue that the purpose
of markets is much broader than most economists maintain, and that
this purpose is embodied in markets themselves, so by definition they
cannot fail at it unless the government intervenes and disrupts the
operation of the market.
Put another way, I argue that the market does not have a purpose
external to its nature, and it is not an instrument for achieving some
other goal or end such as efficiency or wealth. Instead, the market
is constitutive of an end, or an essential part of it. And that end is
dignity—or, to be more precise, ensuring respect for the dignity of
persons by allowing them the maximal freedom to pursue their own

Mdwhite_Ch01.indd 1

8/3/2010 3:04:31 PM

2

MA RK D. W HIT E

ends, consistent with the equivalent freedom of all other persons to
do the same. Some readers will no doubt recognize the influence of
Immanuel Kant’s moral and political theory here; indeed I will begin
this chapter with a brief summary of the relevant parts of Kant’s
thought, before I explain its implications for the role of the market
within it. I will finish with an application of this approach to the topic
of health care, and explain why the need to respect dignity makes
markets more essential in the area of health care than perhaps any
other part of the economy.
Kant on Autonomy and Dignity
As a moral philosopher, Kant is best known for his emphasis on duty
and its derivation from the categorical imperative, his version of the
moral law.1 But these are just the formal details of an ethical theory
that is ultimately based on dignity, which each and every person possesses by virtue of her rationality. Specifically, Kant maintained that
rational persons have the ability to set laws to themselves and then
follow them, to the exclusion of any unendorsed influence from either
external forces (such as authority or social pressure) or internal forces
(such as desires and inclinations). Kant called this capacity autonomy,
and his usage of the term bears some similarity with more common
political and psychological senses of the term that mean self-rule.2
But while most such understandings of autonomy emphasize independence of choice from external coercion (such as in the sense of
national sovereignty), Kant’s sense of autonomy also implies self-mastery: a person can reflect upon and either endorse or overcome her
desires and preferences. This does not imply, of course, that desires
and preferences are presumed to be bad or immoral, but rather that
they should never be acted upon without adequate reflection and
endorsement in light of the moral law. In other words, one should
always decide whether to indulge desires, as opposed to automatically
or habitually doing so. There is no issue with trivial decisions (as Kant
acknowledged3), but in any morally loaded choice situation, the pull
of inclination must be checked by the requirements of duty, which
themselves are motivated by the recognition of the autonomy of all
rational persons (including the actor herself).
From this capacity for autonomous choice, Kant derives the dignity
of all rational persons, an “unconditional and incomparable worth.”4
He contrasted persons and “things”: things have a price and can be
exchanged for one another, while persons possess a dignity above
price. He wrote, “whatever has a price can be replaced by something
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else as its equivalent . . . whatever is above all price, and therefore
admits of no equivalent, has a dignity.”5 The value of things is contingent on their usefulness, but persons possess an intrinsic worth,
by virtue of which they are to be treated as “ends-in-themselves,” not
to be used simply as means, but always at the same time as ends (to
paraphrase one of the formulae of the categorical imperative).6 In one
of his most eloquent and inspiring passages, Kant summarizes the
source and meaning of dignity, while asserting the equal respect that
dignity demands from all persons for all persons:
a human being regarded as a person, that is, as the subject of a morally
practical reason, is exalted above any price; for as a person he is not to
valued as merely a means to the ends of others or even to his own ends,
but as an end in himself, that is, he possesses a dignity (an absolute
inner worth) by which he exacts respect for himself from all other rational beings in the world. He can measure himself with every other being
of this kind and value himself on a footing of equality with them.7

This respect for persons is reflected in the duties that Kant derives
from the categorical imperative, which are usually broken into two
types, perfect and imperfect. Perfect duties, which are usually negative duties prohibiting certain actions such as theft, murder, or deceit,
come from not treating others merely as means to our own ends.
Imperfect duties, on the other hand, are normally positive duties coming from the emphasis of treating persons always as ends, and are
more open-ended in their requirements, impelling us to adopt certain
attitudes (like beneficence) that will result in appropriate actions when
possible. Perfect duties are sometimes referred to as strict, because
they admit little latitude in their execution, while imperfect duties
are often called wide, because they allow significant latitude in their
performance, both in the interests of other duties as well as in the
satisfaction of the agent’s own interests.8
At bottom, the entire superstructure of duties and the categorical
imperative is built on the foundation of autonomy and dignity. Perfect
and imperfect duties can also be derived from the universalization
procedures of the categorical imperative, but I regard this as overly
formalistic and less intuitive as a moral explanation.9 Framing these
duties in terms of respect for dignity, the humanistic nature of Kant’s
moral theory is revealed, along with the potential that lies within
every person to realize her own ends and be the person she wants to
be, while at the same time requiring that that person respect the fact
that every other person is endowed with the same capacities. This is
also where reciprocity enters into Kant’s system in a very significant
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way: since everyone possesses autonomy and therefore an intrinsic
dignity, each of us has a responsibility to acknowledge the dignity of
every other person and, when possible, take their well-being into consideration as well. This reciprocity is best illustrated in Kant’s ideal
“kingdom of ends,” a utopian state of the world in which all persons
can pursue their own ends, consistent with all others doing the same,
by following the moral law, including both the perfect and imperfect
duties derived from it.10
Autonomy can be interpreted positively as a capacity, but also normatively as a required goal: Each human being has the responsibility
to achieve her potential, implied by her autonomy and general duties
of self-respect. One of Kant’s imperfect duties to oneself is to develop
one’s talents, but the point is much broader than that. As philosopher Thomas Hill puts it, Kant maintained “that all have autonomy,
that this implies commitment to certain rational constraints, and that
some live up to these commitments while others do not.”11 But to
realize our potential as implied and required by our autonomy, naturally we need to interact with other people, not just socially, but simply to acquire the goods and services we need to conduct our lives and
achieve our goals.
It is through the market that we achieve this second purpose of
sociality, and in a way that not only allows us to fulfill our goals, but
also respects the dignity of the other participants in the market, by
not using them simply as a means, but always at the same time treating them as ends. This is done, not necessarily by direct acts of beneficence, but by simply allowing other persons to achieve their own
goals, in their own ways, at the same time, recalling Adam Smith’s
famous statement that “it is not from the benevolence of the butcher,
the brewer, or the baker, that we expect our dinner, but from their
regard to their own interest.”12 Of course, the same goes for these
merchants’ customers, who also seek their own self-interest (and that
of their families, as with the merchants), but in a way that allows
mutual satisfaction and improvement, in an environment of respect.13
In that way, the market is part and parcel of all persons realizing their
autonomy and respecting each other’s dignity.
Markets, Choice, and Respect
Individuals
We express our autonomy in the real world through choice, by offering
(or accepting an offer) to exchange something we own for something
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we want more. For example, every morning I exchange some of my
“wealth” (such that it is) for coffee, and the coffee vendor exchanges
his hearty brew (such that it is!) for my money. Each of us is making
use of our resources to acquire something of more value, understood
in individually subjective terms. Of course, we are also using each
other for our own ends; I am using him to satisfy my java craving, and
he is using me to help support his business. However, the important
thing is that we are not merely using each other as means to our ends,
but we are also treating each other as ends-in-ourselves. This can be
understood in a very minimalist way—I do not give him counterfeit
money or flee with my coffee without paying, and he does not take
my money and run or give me three-week-old rancid swill. Even better, we are not rude to each other, and may even exchange pleasantries
or offer to help with some spilled coffee and dropped money.
However, even absent this positive interaction, we are engaging in
honest, open commerce that serves both of our interests—whatever
they may be—and doing so together. Without the coffee vendor, I
would suffer headaches (and my colleagues would suffer me); without
my money, the coffee vendor would be marginally less successful in
his trade. Through the market we not only acquire the goods and
services we need and want, but we do so in an atmosphere of respect,
free of coercion and dignity, while indirectly promoting the end of
all persons through entering into mutually beneficial transactions. In
other words, the market allows for the maximum freedom of choice
consistent with all doing the same (similar to Kant’s kingdom of ends,
but in a more limited way—more on this later).
In what ways can this picture go wrong; how can persons fail to
respect the dignity of others? The two main ways is which this can
happen, which we mentioned earlier, are coercion and deceit, both of
which use persons merely as means without at the same time treating
them as ends. One way this requirement can be formulated is that to
treat someone as an end, that person has to be able to assent to your
end. As Kant wrote:
[T]he man whom I want to use for my own purposes by such a promise cannot possibly concur with my way of acting toward him and hence
cannot himself hold the end of this action. This . . . becomes even clearer
when instances of attacks on the freedom and property of others are
considered. For then it becomes clear that a transgressor of the rights
of men intends to make use of the persons of others merely as a means,
without taking into consideration that, as rational beings, they should
always be esteemed at the same time as ends, i.e., be esteemed only
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as beings who must themselves be able to hold the very same action as an
end.14

That person does not necessarily have to agree with, or endorse, the
other person’s end, but she has to have a chance to agree or disagree
with it. She does not have this chance if the other person’s end is hidden (in cases of deceit) or the chance to assent was denied altogether
(in cases of coercion). For example, if my goal is to get free coffee
from my vendor, and I plan to do it by either stealing the coffee forcibly or paying in counterfeit money, the vendor cannot possibly agree
or disagree with my end, because either he is not aware of it (in the
case in which I deceive him with false bills) or I never gave him a
chance (in the case in which I steal the coffee outright). If he knew
of my end, of course, he would not agree with it—I can certainly ask
him for free coffee, to which he would probably reply “no”—but I
would fail to respect his dignity if I bypassed requesting his consent
entirely and instead simply lied or stole from him.
In a world of perfectly moral persons, or in cases of transactions
between friends (or at least familiar strangers), coercion and deceit
would not be problematic, for most everyone would treat each other
with respect based on duty, courtesy, or care. But many if not most market transactions are between fairly anonymous strangers who may feel
no particular affinity for each other (or even downright hostility, such
in areas rife with racial or ethnic tensions). Also, we cannot assume all
persons are paragons of virtue, normal fallible human beings that all of
us are (your author perhaps more than most!). For these cases, we need
laws to protect against coercion and fraud; in most modern societies,
coercion is a crime, and fraud is a tort (private wrong). Of course, such
legal protection is only as good as the enforcement measures behind
it, but one can hope that not all market participants need the threat of
legal sanction to avoid theft and dishonest dealings.15 Nonetheless, as
most market advocates recognize, to be effective in any sense, markets
must operate within a system of justice that protects essential rights of
property and person.16 Given these legal protections against fraud and
deceit (to the extent they are necessary), however, the market serves to
promote mutually voluntary transactions that serve all parties’ interests
simultaneously—and respectfully.
Institutions
Coercion and deceit are not problems only with individual actors;
they can also be features of economic institutions and systems as a
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whole. Any system of economic organization that is not based on
free, voluntary exchange involves some degree of coercion (besides
state coercion designed to prevent private coercion, as endorsed by
Kant).17 Of course, compromises must be made, such as in the case
of taxation; even a state of minimal scale and scope must be funded
somehow. Governments pass laws that limit sales of certain goods and
services and regulate qualities of others, laws that trade off respect for
individual dignity and choice for the sake of the public good (such
as safety), a familiar controversy. Here, I will focus on a more direct
offense to dignity: the manipulation of a person’s own choices regarding how she chooses to spend her resources and interact in the market, not for the public benefit but for “her own good.”
The most pernicious example of this manipulation is what is sometimes referred to as “libertarian paternalism,” as detailed by legal
scholar Cass Sunstein and economist Richard Thaler in their popular book Nudge and numerous articles in law reviews and economics
journals.18 Based on behavioral economics research that purports to
show systematic biases and cognitive dysfunctions in human decisionmaking,19 Sunstein and Thaler conclude not only that persons make
choices that are not in their true interests, but that regulators and
policymakers know these true interests and in those interests should
“nudge” persons into making better choices toward them: “We argue
for self-conscious efforts, by private and public institutions, to steer
people’s choices in directions that will improve the choosers’ own
welfare.”20 These nudges include apparently benign choice manipulations as restructuring options and choosing default options, designed
with persons’ faulty decision-making capacities in mind to help them
make the “right” choices. For example, they recommend that new
employees be automatically enrolled in 401(k) programs, with the
option to withdraw, rather than not be automatically enrolled but
with the option to do so, since most persons are too lazy to actively
choose a nondefault option.21
Despite its subtlety—and, in another way, because of it—such
manipulation is offensive to dignity and autonomy, for several reasons. One, it treats the persons who are manipulated as less than
full persons. As with any paternalistic regulation, it treats the rational person as a child, unable to make decisions in her best interests
without the help of the regulator. It is one thing to tax tobacco or
alcohol; to be sure, these are paternalistic regulations (although they
have other justifications also), but at least they are explicit and overt.
But libertarian paternalism is inherently deceptive; it is intended to
be too subtle to detect, and to play on our cognitive dysfunctions to
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achieve the goal of the regulation. As Edward Glaeser notes, “persuasion lies at the heart of much of soft [libertarian] paternalism, and
it is not obvious that we want governments to become more adept
at persuading voters or for governments to invest in infrastructure
that will support persuasion.”22 In this way, it treats rational agents
like broken machines, which by implication are unaware of their own
interests and actions, and must simply be “adjusted” to reach the
desired end.
This leads us to the other way in which such regulation fails to
respect the dignity of persons: that it presumes to know persons’
“true interests.” In the 401(k) case, the designers of the default choice
presume to “know” that the employees’ true interests lie in saving for
retirement; as Sunstein and Thaler write,
if employers think (correctly, we believe) that most employees would
prefer to join the 401(k) plan if they took the time to think about
it . . . then by choosing automatic enrollment, they are acting paternalistically by our definition of the term . . . steer[ing] employees’ choices
in directions that will, in the view of employers, promote employees’
welfare.23

Never mind that the employee may have a multitude of reasons to
put off saving for retirement, such as saving for a down payment on
a house, sending money home to her parents, or indulging a costly
gambling habit (her alternative use for the funds needs not be noble,
of course). True, she may be too lazy to enroll in a 401(k) when she
really wants to, and she may just as well be too lazy to choose not to
enroll when she has a very good reason not to enroll. But regulators
do not consider this, having decided for themselves what is in persons’ real interests and manipulating the choice situation to get them
to make the “right” choices. It is pure hubris for the choice manipulator to assume that he or she “knows” what an agent’s true interest
is, and then using that assumption to “guide” her to it and resigning
in smug satisfaction when suddenly, thanks to the policymaker, she
achieves her “true goal” by making the choice she was manipulated
into making.24
Real human beings have innumerable interests, including base
desires and enlightened tastes for material goods and wealth, health,
personal fulfillment, the well-being of family and friends, societal
justice (of all kinds), and more. This plurality of desires, goals, and
concerns is further augmented by recognizing that one of the core
interests of persons is in choice or autonomy itself, and a person will
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not necessarily trade it off for other goods of value to her. As legal
philosopher Jules Coleman writes,
any plausible theory of what is valuable to a person would include the
ability to act on the basis of one’s preferences and desires. But that is
because autonomous action is valuable to persons understood as planning agents who bear a special relationship of ownership and responsibility to how their life goes, and not because people have a taste for
autonomy.25

Also, philosopher Christine Korsgaard argues that through our
choices and actions we constitute our own identities or form our
selves—but these choices must be autonomous, which means they
must be ours and ours alone.26 In other words, choice is valuable
above and beyond the value of what is chosen, and markets promote
that value, rooted in human dignity, by allowing voluntary transactions with no coercion (other than what is necessary as a matter of
justice) or deception.
Furthermore, out of respect for the dignity and autonomy of persons, these voluntary transactions must be assumed to be mutually
beneficial. Of course, there is no guarantee that all transactions will
be mutually beneficial; as behavioral economists continually tell us,
people admit that they make bad decisions all the time. And this is
certainly true—but no one can know that a decision is bad except
the decision-maker herself, because no one knows her true interests
but her. For example, Colin Camerer and his colleagues acknowledge
the possibility that people can make decisions against their wealthbased interests, using the example of buying extended warranties,
a purchase generally regarded as irrational: “if informed consumers
continue to purchase the warranties, then it is quite possible that they
have good reason to do so, however unfathomable that decision may
seem to an economist.”27 If we observe someone making what we
consider to be a poor choice, we can certainly ask her why she is making that choice, attempt to convince her otherwise, and disapprove of
it if we wish. But if she ends up making that choice, we have to assume
she had a reason to make that choice, and that reason represented her
interests. To assume otherwise—or worse, to act coercively on that
assumption—would be to fail to respect her dignity and autonomy,
and to treat her as less than a full person. If the person realizes that
she is making poor decisions, or suffers from a lack of self-control, or
some other cognitive or rational difficulty, she is free to seek help,
and others are free to offer it. But that choice is hers; no one else has
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the right to impose such help on her, however “unfathomable” her
choice may seem.
Markets and Dignity
By relying on and ensuring voluntary transactions that are assumed
to be in both parties’ subjective interests, the free market embodies
respect for the dignity of persons. In fact, we can go further and say
that it is the institutional representation of this ideal. Of course, the
market often achieves a level of wealth higher than other forms of
economic organization, and under “perfect conditions” it achieves
allocative and productive efficiency. And sometimes it does not—
after all, these outcomes are contingent on market conditions and
circumstances—but none of these consequences, however perfect in
its own right, is essential to the market itself. Insofar as the market is
comprised of individual choices, freely made in the absence of coercion
and deceit as enforced by the background laws of justice, it embodies
respect of dignity in an essential, integral way. Furthermore, the market coordinates individual choice in a way that respects the dignity of
all participants, allowing each to express her autonomy and pursue
her goals and ends consistent with all others doing the same. Any efficiency or wealth benefits produced by the market are secondary, and
any failure to achieve these secondary ends should not be regarded as
“market failure”—the only failure of the market would be a failure to
respect the dignity of its participants, which is impossible by definition, since it simply is the totality of individual choices. Only interference with the operation of the market can impair respect for dignity
by limiting the extent to which each person can express her autonomy
and choice consistent with all other doing the same.
This interpretation is similar to Jules Coleman’s views on tort law
and corrective justice:
the relationship between tort law and corrective justice is not instrumental in any interesting sense; corrective justice itself may be a goal
of the practice, but it is not a goal external to it and at which the practices of tort law are aimed. Rather, Anglo-American tort law expresses,
embodies, or articulates corrective justice. Tort law is an institutional
realization of principle, not an instrument in the pursuit of an external
and hidden goal.28

Just as Coleman argues that efficiency cannot explain or justify
tort law, which “embodies” corrective justice, it does not explain or
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justify the market, which embodies respect for dignity. If the market
is good, just, or ethical, it is not because of the consequences it produces, which would make any such judgment contingent; rather, it is
intrinsically moral to the extent that the dignity of persons is considered moral. And in a Kantian system, dignity derives from autonomy,
the capacity for which every person has by virtue of being a rational
being, and is therefore noncontingent or categorical.
We must be careful not to take this point too far. In particular,
I am not saying that the market represents a model for society in a
broader sense—far from it. The market is not an appropriate model
for interactions among friends or family, or within many types of
organizations; it is certainly not a model for social interactions, nor
institutions in which rights are allocated according to a particular
sort of justice (such as corrective justice in Coleman’s analysis of
tort law, or retributive justice in the criminal justice system). But in
regard to the coordination of the pursuit of relatively anonymous
individuals’ interests, in which everyone has a right to dispose of
their own property in the way they choose, including offering it in
exchange for the property or services of another willing party, the
market is the only mechanism or process that respects the dignity of
those individuals.
To look at this another way, recall the distinction Kant makes
between perfect and imperfect duties. Perfect duties are mostly negative duties that provide for a minimal standard of morality: do not
kill, do not steal, do not lie, and so forth. Imperfect duties supplement perfect duties with positive action (when feasible), chiefly
in providing aid to others (the duty of beneficence). The market is
chiefly based on perfect duty (enforced by the state when possible):
participants make, accept, and reject offers of trade in a setting of
mutual respect, without deception or coercion. But outside relatively
anonymous market transactions, we want more—and society needs
more—than a minimal standard of ethics. Among friends and family, as well as in tight-knit communities, we need beneficence and
care; these may be nice in a pure market setting (if not taken too
far—see later), but are essential outside of it, in the grander view of
society.
What is necessary for this “grander view of society” is exactly the
point of Kant’s “kingdom of ends,” mentioned earlier. Two of the
steps to the kingdom of ends are civil society, characterized by people following perfect duties under threat of punishment, and ethical
society, in which people not only follow both perfect and imperfect
duties, but they do so out of respect for the moral law itself (the
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Kantian ideal for ethical behavior).29 The market corresponds to the
first step, which should not taken to imply that it is flawed or needs
to be improved, but simply that it is a template only for anonymous
market transactions, not for societal interactions in general, which
must adhere to the ideals of the ethical community.30 But within that
grander, more positively ethical society-at-large, pockets of market
activity can exist in which relatively anonymous persons can transact
with each other in an environment of mutual respect with no need for
overt acts of beneficence.
In fact, such acts may be regarded as inappropriate, since we often
do not know most of the persons with whom we interact in the market well enough to ascertain what type of aid they need (other than
obvious cases such as helping someone stand up after a fall). And if
we did offer extraordinary aid to such persons, there is the danger of
seeming presumptive or paternalistic in our giving; as Kant wrote, “I
cannot do good to anyone in accordance with my concepts of happiness (except to young children and the insane), thinking to benefit
him by forcing a gift upon him; rather I can benefit him only in
accordance with his concepts of happiness.”31 Or, we may generate
excessive feelings of gratitude among the recipients that lower his or
her self-esteem; the benefactor
must also carefully avoid any appearance of intending to bind the
other by it; for if he showed that he wanted to put the other under an
obligation (which always humbles the other in his own eyes), it would
not be a true benefit that he rendered him. Instead, he must show
that he is himself put under obligation by the other’s acceptance or
honored by it . . .32

We certainly can imagine cases in which an extraordinary kindness done for a near stranger would make him feel uncomfortable,
or feel that he owed something in return; it is nice to buy the
hard-working janitor in your building, whom you only know by
first name, a cup of coffee or a muffin once in a while, but giving
him a new laptop would be very odd and uncomfortable, especially
for him. Beneficence is ideally practiced to a degree proportionate to the closeness of one’s connection to another person, and in
most market settings, the closeness is small enough to render all
but minimal pleasantries or obvious beneficent acts unnecessary.
“Random acts of kindness,” as the bumper stickers implore us to
practice, are fine, but they need be done with discretion, lest they
be self-defeating.
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The Case of Health Care
One of the areas of the economy in which the role of markets is questioned most often is health care. The field of health care deals in intimate issues of life and death, and the intense feelings and emotions
that accompany them. The patient’s interests in her own health, comfort, financial security, as well as in the well-being of her loved ones
along these same lines—and every rational person’s interest in autonomous choice itself—are numerous, complex and, as with all interests, known to only the patient herself. As such, the choices regarding
health care, regarding either you or a loved one, are among the most
intimately personal choices a person will make in her lifetime. For
that reason, along with the reasons detailed earlier, the arguments in
support of markets are actually as strong, if not stronger, in the case
of health care than in other sectors of the economy.
Of course, a free market allocates medical resources according to
the price mechanism, which may seem to some to be unfair or arbitrary. Do not these aspects of the market violate dignity? While any
allocation of scarce but necessary resources is going to have tragic
aspects, there is no better way—ethically speaking—to allocate them
than the market. The possibility of making private decisions regarding the benefits and costs of various treatment options, whether for
minor illness or chronic disease, puts the choice in the patient’s hands
(as well as with her doctor and whomever else the patient wants to
join the process, such as family or friends). In consultation with those
close to her, the patient can assess the value of various treatments,
considering the merits compared not only to their costs, and the benefits and costs of alternative options, but also other uses toward which
those resources can be devoted, which are all subjective valuations.
Perhaps she will choose not to undergo the premium treatment, even
if she could afford it, because she wants to leave the money for her
children, or take a cruise in the final months of her life; or perhaps
she will sell her house to pay for a little more time on life support and
with her grandchildren. In a market setting, this choice is hers, along
with its benefits, costs, and other consequences.
I am not denying that the patient may not be able to afford the
premium treatment because she does not have the resources for it;
this is tragic, to be sure, but unavoidable in a world of scarcity. If she
is not making these decisions herself, someone else is; an insurance
company, HMO, or state-operated health plan may also refuse her
the premium treatment based on costs. But in these cases, the decision would be made for her, according to someone else’s calculation
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of whether the treatment was “worthwhile” in terms of costs and
benefits for the doctor, hospital, insurance company, or government
health program, all of whom have scarce resources that must be
allocated somehow. In a market context, the decision would be hers
within her given circumstances, even if it seemed she had no decision
at all because she does not possess the resources, either due to bad
luck or bad planning, or other choices made through her life.
In such a case, all is not lost, necessarily; just because the premium treatment is out of reach does not mean there are not lesser,
more inexpensive treatments that will also be of benefit. In a market
system, this is the patient’s choice, just as she can choose what size
house to buy, what model car to lease, what size TV to own. Every
person prioritizes the various interests in her life; some forego the
large house to take frequent vacations, some do the opposite. Some
may opt for the cheaper treatment option to retain more resources for
another goal in life, or to give more to others rather than spend it on
premium care for herself. And certainly, past choices will constrain or
expand her present options; one who spends her income on lavish toys
throughout life should not expect sympathy when she cannot afford
top-line treatment at the end of it. But these are her choices, while
in any other system, this decision may be made for her, according to
calculations based on the imputed value of her life and her well-being
compared to other persons. Not every person can afford to have the
premium treatment, but this fact is due to scarcity of resources, not
the way in which they are allocated or distributed, and it will be true
under a state-controlled system as well as a market system. A state
system focused on efficiency cannot allow everyone to have the premium treatment either, and the choice of who (if anybody) undergoes
it will be truly arbitrary, with little if any role for choice on the part
of the patient or her family. Choices that so closely affect a person’s
life should be made by that person alone (or other persons to whom
she delegates—or sells—that authority); they should not be made by
another party that either presumes to know her “true interests” or
serves the collective weal in the name of efficiency.
Furthermore, the market also allows health care decisions to be
made in conjunction with other lifestyle decisions. If you choose
to smoke, you increase your risk of cancer, and in a market system
you would be responsible for that cost of your lifestyle decision. If
you want to drink sugary sodas and juice drinks, or indulge in foods
loaded with trans fats, you also choose to incur higher risk of obesity,
diabetes, and other maladies, and in a market system you would be
responsible for those costs. The current push to regulate, tax, or ban
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these products is (ostensibly) motivated by lowering governmental
health care costs (if not outright paternalism). But if those costs were
the responsibility of the individual, the state would have no concern
with these costs. Holding persons responsible for the consequences
of their behavior is also implied by respect for dignity; out of that
respect, we treat other persons like the rational, mature adults they
are, which involves imputing responsibility for the outcomes of their
autonomous decisions.33
But what if the inability to pay for desired or necessary treatment
is due to bad luck, not bad planning or irresponsible choices? Legal
and political philosopher Ronald Dworkin, who incorporates responsibility into his program for resource egalitarianism, distinguishes
between option luck, which is the result of voluntary gambles (such
as buying a lottery ticket), and brute luck, which does not result from
any voluntary choice (such as being born with a birth defect or genetic
abnormality that leads to health problems later in life).34 Option
luck—including falling ill after one has chosen not to insure against
sickness—is the agent’s responsibility completely, but brute luck is
not, and Dworkin recommends that a baseline level of catastrophic
health insurance be included in everyone’s “bundle” of resources at
birth. My view on this is sympathetic but tragic: while a person is certainly not morally responsible for bad (brute) luck, neither is anyone
else, individually or collectively. Someone must bear the costs (the
tragic aspect), but there must be a further argument for shifting that
burden to another party, such as the argument of fault does in accident law (if the injurer is not found negligent or at fault, the harmed
party is responsible for the costs of her injury, though she may not
be at fault either). Some condition that serves the same function as
the fault standard in accident law is necessary to justify holding the
collective responsible for the bad luck of individuals within it, but it
not clear to me how that condition can be justified in a dignity-based
system such as the one that I have described (which, of course, may be
enough to cause some to doubt the justice of the system itself).
The market not only preserves individual choice; it also coordinates all the countless individual choices to allow each person to pursue her goals—including those regarding health care—consistently
with all others doing the same. If more people want an expensive
medical device or procedure than can be accommodated with present
resources, then the market allocates it to the ones who are willing to
sacrifice the most for it through an increase in price, which will likely
also generate more production of the scarce resource (a result that cannot happen under a system that does not allow prices to respond and
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adjust to market conditions). In other words, it is the circumstances
arising from the culmination of all of the individual decisions, coordinated through the market, that constrain each person’s decisions,
but this is necessary to accommodate each person’s choices without
introducing bias, favoritism, or arbitrary official discretion. If many
people want the same scarce medical technology or procedure, the
market solves this problem impersonally by rationing it on the basis of
price, and those who have made decisions (or have enjoyed good luck)
that resulted in sufficient resources, and choose to spend them on this
procedure, will have it. The alternative to choice by the patient herself
against the background of impersonal circumstances is choice by an
external policymaker or deliberative body, in which the worth of one
person’s life, health, and dignity is traded off against those of others
according to a formula that by its very nature cannot accommodate
any of these crucially important concepts.
Conclusion
I have argued that the market embodies respect for the dignity of
rational persons, insofar as those persons are allowed to make choices
in their own subjective interests, in the absence of coercion and dignity, constrained only by the choices of all other persons doing the
same. To the extent that this represents a principle of justice, it is (in
Robert Nozick’s terms) a historical rather than a patterned principle
of justice: it is just because of the process, not the result.35 True to
this, it was not my intention to paint a rosy picture of the outcomes of
the market process. All too often, hard choices have to be made, but
those choices will have to be made in any system, whether organized
around decentralized markets or centralized control; scarcity does
not bow to government fiat. But in a market system, the individual
makes those tough choices herself, within the circumstances in which
she finds herself, based on her own subjective valuations of the innumerable dimensions and aspects of the available alternatives, and she
is held responsible for the circumstances. The market’s positive role is
to coordinate all of the individual decisions, allowing each person to
pursue and achieve her ends to the maximum degree consistent with
all others doing the same, resulting in an allocation of resources free
of any outside bias or favoritism. All of these features of the market
pay due respect to the dignity and autonomy of rational persons—not
as a happy accident or contingent consequence, but as implied by the
essential nature of the market as the institutional realization of free
choice.
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Notes
1. For an excellent, concise introduction to Kantian ethics, see Sullivan’s
(appropriately titled) Introduction to Kant’s Ethics.
2. For discussions of the various meanings of autonomy, see Feinberg,
Harm to Self, chapter 18; Gerald Dworkin, Theory and Practice of
Autonomy; chapter 3; Hill, “Autonomy and Benevolent Lies,” 29–37;
and “Kantian Conception of Autonomy”; and Irwin, “Kantian
Autonomy,” 139–40.
3. He mocks such a person as “fantastically virtuous who allows nothing to be morally indifferent and strews all his steps with duties, as
with mantraps” (Metaphysics of Morals, 409).
4. Kant, Grounding, 436.
5. Ibid., 434; the persons/things distinction itself appears on 428.
This is not to say, however, that persons’ services cannot be valued and assigned a price: “skill and diligence in work have a market price” (435), though the person herself does not (see also Kant,
Anthropology, 292, for a similar statement). See Sullivan, Immanuel
Kant’s Moral Theory, 195–8, for a general discussion of the distinction between persons and things.
6. “Act in such a way that you treat humanity, whether in your own person or in the person of another, always at the same time as an end and
never simply as a means” (Grounding, 429), commonly known as the
Formula of Respect for the Dignity of Persons (naturally). It may seem
odd not to discuss the categorical imperative in the main text of a chapter dealing with Kantian ethics, but for the purposes of this discussion,
it is really beside the point. For more on the categorical imperative, see
Sullivan, Introduction, chapters 2–6, for a brief introduction; Sullivan,
Immanuel Kant’s Moral Theory, part III, for an detailed summary; and
Paton, Categorical Imperative, for an in-depth analysis.
7. Kant, Metaphysics of Morals, 434–5; emphasis in the original.See also
462 for similar language.
8. For further discussion of perfect and imperfect duty, see Gregor,
Laws of Freedom, chapter 7; and Hill, “Imperfect Duty and
Supererogation.”
9. These are the Formula of Autonomy or of Universal Law—“act only
according to that maxim whereby you can at the same time will that
it should become a universal law”—and the Formula of the Law of
Nature—“act as if the maxim of your action were to become through
your will a universal law of nature” (both from Grounding, 421)—
which generally result in perfect and imperfect duties, respectively.
10. The kingdom of ends is the focus of the final formula of the categorical imperative, the Formula of Legislation for a Moral Community,
one version of which reads, “every rational being must act as if by
his maxims he were at all times a legislative member of the universal
kingdom of ends” (Grounding, 438).
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11. Hill, “Kantian Conception of Autonomy,” 85.
12. Smith, Wealth of Nations, I.2.2.
13. Deirdre McCloskey would go one step further and say that the market promotes all of the virtues, including love and hope; see her
book Bourgeois Virtues as well as her contribution (and that of Steve
Horwitz) to the present volume.
14. Kant, Grounding, 429–30 (emphasis mine); see also Korsgaard,
“Right to Lie”; and O’Neill, “Between Consenting Adults.”
15. As legal philosopher H.L.A. Hart wrote in The Concept of Law, for a
society to prosper, most of its members must take an internal point
of view to the law, in which they take some sort of “ownership” of the
law, as opposed to an external point of view that views laws merely as
commands backed by threats; see also Cooter, “Intrinsic Value” for
an economic application of this concept.
16. As Adam Smith wrote in the Wealth of Nations, “every man, as long
as he does not violate the laws of justice, is left perfectly free to pursue his own interest his own way” (IV.9.51); this is also the context in which David Gauthier refers to the market as a “morally free
zone”: “in understanding the perfect market as a morally free zone
we shall be led back to its underlying, antecedent morality” (Morals
by Agreement, 84–5).
17. See The Metaphysics of Morals, 229–36, for Kant’s defense of limited
state coercion.
18. Besides their book, their primary academic treatment is Sunstein
and Thaler, “Libertarian Paternalism Is Not an Oxymoron” (which
naturally generated a response titled “Libertarian Paternalism Is an
Oxymoron,” courtesy of Gregory Mitchell).
19. See, for instance, Kahneman et al., Judgment under Uncertainty; for
a seminal application of their insights to law and economics, which
is an important precursor to Nudge, see Jolls, Sunstein, and Thaler,
“Behavioral Approach to Law and Economics.”
20. Sunstein and Thaler, “Libertarian Paternalism,” 1162.
21. Ibid., 1172–3.
22. Glaeser, “Paternalism and Psychology,” 135; see also 155–6.
23. Sunstein and Thaler, “Libertarian Paternalism,” 1172–3.
24. For more on libertarian paternalism, see White, “Behavioral Law and
Economics” and chapter two in this book.
25. Coleman, “Grounds of Welfare,” 1542.
26. Korsgaard, Self-Constitution.
27. Camerer et al, “Regulation for Conservatives,” 1254 (emphasis mine).
28. Coleman, Practice of Principle, 28n; emphasis in the original.
29. See Sullivan, Immanuel Kant’s Moral Theory, 214–16.
30. For more on this, and the parallels with Adam Smith’s difference
in emphasis between the Wealth of Nations and the Theory of Moral
Sentiments, see White, “Adam Smith and Immanuel Kant.”
31. Kant, Metaphysics of Morals, 454; emphasis in the original.
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32. Ibid., 453.
33. For more, see Korsgaard, “Creating the Kingdom of Ends.”
34. Ronald Dworkin, Sovereign Virtue, especially 73–83; for a critical
perspective, see Otsuka, “Luck, Insurance, and Equality.”
35. Nozick, Anarchy, State, and Utopia, 153–60.
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Chapter 2

Markets, Discovery, and
Social Problems
John Meadowcroft

T

his chapter considers the ability of markets to solve social problems. It will be argued that it is helpful to identify two distinct categories of social problem: universal social problems that all advanced
societies face, the most relevant of which is the necessity of efficiently
coordinating the economic actions of the millions of people dispersed
throughout such a society, and those social problems that differ by
time and place and may be described as being socially constructed.
Markets can solve both these types of social problem, but allowing
markets to do so means accepting that the solutions and outcomes
that emerge may be incongruent with predetermined views of the
“correct” solutions or “right” outcomes held by policymakers.
The solutions to social problems that emerge spontaneously from
market processes will be compared with the solutions deliberately
selected via political processes. Here, it will be argued that the solutions produced by markets are more likely to reflect individual preferences and the trade-offs people are willing to make to reconcile
competing demands on the use of scarce resources, than the exclusive, one-size-fits-all solutions produced by political decision-making.
This chapter will also investigate the claims recently made by scholars working in the field of behavioral law and economics that basic
cognitive biases often lead people to make choices contrary to their
own best interests when choosing in markets without some form of
external guidance or “nudging.” In response to this argument it will
be contended that scholars working within this research area have
not presented convincing evidence to suggest that central “nudgers”
possess the requisite knowledge needed to guide people toward wellbeing-enhancing choices. Indeed, given the pathologies of political
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decision-making that will be set out in this chapter, it will be argued
that there is good reason to be extremely sceptical as to the ability of political processes to produce genuinely welfare-enhancing
“nudges.”
After this introduction, the following section will set out the universal problem of economic coordination and show how markets solve
this problem by reconciling the often conflicting ends of the countless people dispersed throughout an advanced economy and by facilitating the discovery of the most efficient uses of scarce resources. The
third section will then consider those social problems that may be
described as being socially constructed. The examples of smoking in
enclosed public places and the provision of education will be presented
to show how markets discover solutions to such problems that could
not have been known in advance. The fourth section will consider
the claim made by scholars working in behavioral law and economics that in markets people often make choices that reduce their own
well-being without some form of external guidance or nudging. This
section will also present the public choice account of the pathologies
of political decision-making that, it will be argued, frequently lead
political actors to make choices that are inconsistent with their own
preferences or well-being. A short final section will conclude.
The Universal Problem of Economic Coordination
The first distinct type of social problem includes those that are universal to every advanced society. Every advanced society must establish legal and political institutions that ensure the rule of law and
protect property rights. Also, every advanced society must ensure the
economic coordination of countless people dispersed over vast geographical distances, with often conflicting ends and in possession of
incomplete information about the likely consequences of their actions.
Human history is littered with examples of societies that have failed
to solve these fundamental social problems, not least the communist
regimes of Eastern Europe and the former Soviet Union that failed
to master the problem of economic coordination and consequently
suffered economic collapse.1
A market economy is the most efficient means of overcoming this
type of social problem: every day markets reconcile the varied and
often competing ends of the millions of different individuals dispersed
throughout an advanced economy to simultaneously satisfy countless wants, needs, and preferences without the need for direction or
planning by an overarching authority.2 As Paul Seabright described,
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leaning heavily upon Adam Smith, in a market economy an individual
can walk into a shop and buy a shirt of the correct size, in an acceptable style, that may have been manufactured in one country using raw
materials from a number of other countries, without informing any
one in advance of his wish to purchase a new shirt. Moreover, this
feat is repeated millions of times every day in shops all over the world.
As Seabright sets out, this happens without any individual or group
deliberately coordinating, planning, or organizing the actions of the
various producers and the final consumers; there is no international
committee for shirt production that quantifies demand and manages
supply. Of course, if any one person were put in charge of the task of
supplying shirts to the world’s population, the complexity of the challenge would render it impossible to achieve and lead to chaos. The
lesson, counterintuitive to many, is that the more complex the task,
the less amenable it is to conscious control and direction.3
Today, the fact the markets overcome coordination problems in
complex systems is widely appreciated, but precisely how markets
achieve it and what might follow from this achievement for the amelioration of other social problems are less well understood. Often the
success of the market is assumed to rest on incentives; it is assumed
that market mechanisms incentivize people to minimize the costs and
maximize the benefits of their actions by making costs explicit and/
or by making individual actors responsible for the profits and losses
of the enterprises in which they are employed.4 That this is at best a
partial explanation of the efficacy of markets can be easily demonstrated by the fact that many private sector organizations are grossly
inefficient, trade at a loss for prolonged periods, and often collapse
into bankruptcy. If the very existence of profit and loss accounting
was sufficient to produce efficiency then logically no private company
would ever file for bankruptcy. In reality, it is because private enterprises that do not use their resources efficiently will face bankruptcy
that the market as a whole achieves a level of efficiency not attained
in other institutional contexts. Hence, if loss-making enterprises are
always given more money, as is so often the case in the public sector,
then efficiency gains should not be expected to result from the simple
presence of profit and loss accounting.
At the heart of the market economy, then, are the twin ideas of
rivalrous competition and feedback. In a market economy, different firms and individuals compete for scarce resources. Two manufacturers may launch competing models of the personal computer,
for example, each hoping to win the patronage of the finite number
of potential customers. If one computer sells in large volumes and
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the other does not, then that provides negative feedback telling the
unsuccessful firm that their investment in the new computer has been
a mistake.5
This information about the success or failure of different courses
of action and uses of scarce resources is not known to market participants in advance of the operation of the market. The market, then, is
first and foremost a discovery procedure. It is the mechanism by which
the scarcity of different resources is discovered, as what people value
is revealed by their purchasing decisions in the marketplace. It is the
mechanism by which the wants and needs of consumers, the wage
levels and working conditions necessary to recruit particular workers,
and the profits to be made from the provision of different goods and
services are all discovered. If this information were known in advance,
then the market would not provide significant efficiency gains compared to alternative economic systems. As Hayek set out, the information that the market process generates “is valuable only because, and
so far as, its results are unpredictable and on the whole different from
those which anyone has, or could have, deliberately aimed at.”6
Market prices perform crucial functions in communicating the
information that the market generates and in coordinating the actions
of disparate individuals and firms. Feedback in the marketplace takes
the form of profits and losses: profits suggest that scarce resources are
being used efficiently where the benefits consumers derive from the
goods and services provided exceed the costs of provision, whereas
losses suggest that scarce resources are being used inefficiently where
the benefits derived do not exceed the costs of provision. In order
to coordinate their actions in the marketplace, individuals and firms
need do no more than respond to price signals. Hence, the shirt manufacturers described by Seabright only have to know (or predict) that
profits can be made from making shirts in certain sizes and styles in
order to align their actions with those of consumers and create the
miracle of economic coordination that enables them to provide the
desired shirt to a customer who happens to walk into a particular
shop on a particular day.7
Coordination within a market economy does not imply that all
individuals work toward a common end. On the contrary, many people will work within firms that are direct competitors and many people’s personal goals will conflict, such as two candidates for the same
job, and this competition provides an important function in discovering the information about tastes, wants, and preferences necessary to
achieving economic efficiency. Coordination within a market economy, then, implies that a myriad of different individuals pursuing their
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own ends often with no direct knowledge of one another are able to
reconcile their personal plans to the extent that something we might
call order emerges. The actions of consumers and producers generate
a dynamic, complex economic system that none of them intend or can
foresee. In the words of Hayek, the spontaneous order of the market
is the result “of human action, but not of human design.”8
Social Problems That Are Socially Constructed
The second category of social problem includes those that may be
described as socially constructed. These are phenomena whose problematic nature varies across time and space; they may be considered
problematic in one society but not in others, or in one society at one
time but not at others. Homosexuality, for instance, is a classic example of a phenomenon that has been considered “problematic” in some
places at some times, but not in other places or at other times.9
To say that a social problem is socially constructed does not imply
that it is unreal or unimportant. Rather, it is to recognize the social
nature of the processes by which particular phenomena come to be
judged problematic in particular places or at particular times; no judgment as to the objective reality or severity of the problem is implied.
Hence, one may say that poverty is a social problem that is socially
constructed in that what is considered to constitute “poverty” varies
across time and space, but this does not mean that poverty is not a
genuine social problem or does not cause real hardship. Thus, when
Adam Smith wrote in The Wealth of Nations that custom had rendered appearing in public in leather shoes a necessity in England,
though not in France, he was describing genuine hardship suffered
by English people who struggled to afford leather shoes in order that
they could appear in public “without any discredit.”10
Example 1: The Case of Smoking in Enclosed Public Places
Smoking in enclosed public places is another example of a phenomenon that has been socially constructed as a problem. For much of the
twentieth century smoking in enclosed public places was commonplace and uncontroversial, but following the discovery of the risks
associated with secondhand smoke, and campaigns by public health
advocacy groups to publicize those risks, smoking in enclosed public
places has become “problematized.” In many public places, such as
cinemas, public transport, and most workplaces, it has long ceased to
be socially acceptable to smoke.11
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In the language of economics, secondhand smoke constitutes a
negative externality: the risk to health from the inhalation of secondhand smoke, as well as the more prosaic nuisance and irritation,
constitute an external cost that smokers impose on others who share
their airspace. This externality is encountered by people as both economic and political actors: in an economic context people encounter
secondhand smoke as customers, owners, and employees of restaurants and bars, and in a political context people encounter it as voters
and policymakers with the power to impose legislative or regulatory
remedies.
Ronald Coase famously showed that private markets can internalize negative externalities without the necessity of external intervention when transaction costs are zero and property rights are clearly
assigned.12 The Coase Theorem classically involves a process of
negotiation between the harmer and harmed until a mutually advantageous level of compensation is agreed upon. For example, if a factory produces pollution that imposes $100 cost on a neighboring
property-owner, but makes $300 profit from the production process
that causes that pollution, then a negotiated settlement that involves
a compensation payment from factory to neighbor of between $101
and $299 successfully internalizes the externality. Such an outcome
would be preferable to the cessation of the polluting production,
which would remove the $100 cost of the externality, but also the
$300 benefit created by the factory, thus producing a net loss of
$200.
Furthermore, internalization of the externality does not necessarily
require financial compensation from harmer to harmed. Negotiation
may involve the harmer agreeing to remove, limit, or in some way
ameliorate the externality, so that the preferences of both parties are
reconciled. For example, a firm that has polluted a river may agree
to restore the water to pristine condition or to limit its discharges
to what the owners of the relevant property right consider to be an
acceptable level, thereby internalizing the externality without direct
pecuniary compensation.
A number of scholars have hypothesized that the Coase Theorem
should logically apply to the problem of secondhand smoke in enclosed
public places: property rights are clearly assigned to bar and restaurant
owners,13 and smokers and nonsmokers can easily be separated into
different areas, suggesting that the transaction costs of “negotiation”
are low. Therefore, it is proposed that where competitive pressures
exist, commercial enterprises will cater to the needs of both smokers
and nonsmokers.14
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A number of empirical studies of provision for smokers and nonsmokers in bars and restaurants prior to the introduction of smoking bans have suggested that the externality caused by secondhand
smoke was indeed internalized in ways consistent with Coase’s
Theorem. Boyes and Marlow’s study of provision for smokers and
non-smokers in restaurants and bars in the Californian town of San
Luis Obispo, before it became the first town in the world to introduce a smoking ban, found that the majority of bars and restaurants
made provision for smokers and nonsmokers, usually by setting aside
separate smoking and nonsmoking areas. The research also found
that the majority of nonsmoking patrons were satisfied with the preban arrangements.15
Empirical research analyzed by Dunham and Marlow similarly
found that private markets supplied a plurality of arrangements to
respond to the diverse preferences of smoking and nonsmoking bar
and restaurant customers.16 A national U.S. survey of thirteen hundred bar and restaurant owners found that restaurants allocated 54
percent of seating to nonsmoking areas, while in bars 5 percent of
seating was so allocated. Significantly, it was found that the percentage of seating allocated to nonsmoking areas was negatively correlated
to the proportion of smokers in the local population, indicating that
restaurant and bar owners were responding to commercial pressures
that reflected the preferences of the local population in the allocation
of smoking and nonsmoking space.17 Indeed, Dunham and Marlow
found that the 39 percent of restaurant owners and 83 percent of bar
owners believed (rightly or wrongly) that legislation to ban smoking in their premises would lower their revenue, demonstrating the
importance of self-interest and commercial pressures in their decision
to accommodate the interests of smokers and nonsmokers.18
Similar evidence of a diversity of owner responses to commercial pressures from smoking and nonsmoking clients was found by
Dunham and Marlow’s empirical study of close to one thousand restaurants and bars in Wisconsin, which at the time of the study had
few restrictions on smoking in public places. The study found that 18
percent of restaurants and almost no bars in the state were completely
smoke-free, while 45 percent of restaurants and 2 percent of bars did
not allow smoking in the majority of their premises. The proportion
of seats allocated to smoking and nonsmoking customers was linked
to a wide range of factors, including the number of smokers in the
local community, the type of restaurant, presence of children, and
geographical location. The authors concluded that the diversity of
smoking arrangements produced in the private market reflected the
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pluralism of consumer preferences and the diverse business challenges
faced by different restaurants and bars in Wisconsin.19
This empirical evidence suggests that markets have responded to
the externality as Coase’s analysis would predict. Self-interested bar
and restaurant owners are able to determine the supply of smoking
and nonsmoking provision in their premises and are incentivized by
economic forces to cater to the needs of as wide a range of customers
as possible. The till receipts at the end of each working day provide
information about how successfully the externality has been internalized: high receipts show that the externality has been internalized to
the satisfaction of sufficient customers, whereas low receipts suggest
this is not the case.
In this way economic actors responded to the problematization of
secondhand smoke with a diverse range of solutions, including the
creation of niche markets of bars and restaurants that catered only
for nonsmokers, a somewhat larger market of bars and restaurants
that allowed smoking throughout, and the largest market in which
separate smoking and nonsmoking areas were provided within one
establishment. These different accommodations were not known
in advance, but were discovered as rivalrous enterprises competed
for income and responded to the feedback supplied by the market.
Indeed, if the social acceptability of smoking in enclosed public
places continued to decline, then logically the majority of bars and
restaurants would eventually become smoke-free without any external intervention. Nevertheless, there is no basis for believing that the
arrangements that existed prior to the introduction of smoking bans
did not accurately reflect the preferences of the individuals concerned
and thereby constitute an optimal solution to the problem of secondhand smoke.
The response of political actors to the problem of secondhand
smoke has been markedly different to that of economic actors. In the
last decade, throughout the developed world, local and national governments have passed legislation banning smoking in enclosed public
places. Following the statewide bans first introduced in California in
1998 and New York in 2003, a majority of U.S. states and Canadian
provinces, most European countries, Australia, New Zealand, Hong
Kong, and Japan have all prohibited smoking in enclosed public places.
This political response, then, is an exclusive, all-or-nothing solution
that reflects the preferences of those of nonsmokers unwilling to
countenance the presence of smokers in the bars and restaurants they
frequent, as well as, perhaps, elite political actors who derive utility
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from a ban, perhaps from a belief that they are altruistically helping
others.
Economic and political responses to the problem of secondhand
smoke demonstrate the different outcomes produced by market and
political processes. The market process involved the discovery of a
range of accommodations between the smoking and nonsmoking
patrons of bars and restaurants. This outcome will not satisfy those
who have a predetermined view of the correct solution to the problem
of secondhand smoke.
Example 2: The Case of Education
In some respects education is a universal social problem: every society
must socialize its young people and communicate knowledge of essential tasks to successive generations. However, what knowledge should
be communicated and how it should be communicated is context-dependent and therefore socially constructed. Hence, when politicians
welcome increases in literacy and numeracy rates, or despair at children’s low level of attainment in literacy and numeracy, for example,
we can the witness the social construction of particular educational
outcomes as social problems.
Whereas in the case of smoking in enclosed public places it is possible to observe both the market and nonmarket solutions to the
problem, in the case of education it is impossible to identify a genuine market in education provision in an advanced society because the
state is a major player in education provision in every advanced society, both as a direct provider of education and as a regulatory authority that often dictates what can and cannot be taught in schools. In
the United Kingdom, for example, 93 percent of all children are educated in state schools, which must follow a national curriculum laid
down by government. The government also sets national targets for
literacy, numeracy, and other measures of educational attainment.
Nevertheless, although private schools play a very minor role in educational provision in the United Kingdom, there have been examples
of private schools providing innovative teaching and learning, such as
Dartington Hall School in Devon, which offered nonclassroom based
education to children for sixty years of the twentieth century.
In the developing world, however, particularly in India and Africa,
private schools often fill the gap left by absent or low quality state
education, particularly in the primary sector. Tooley and Dixon, for
example, have documented the role of private schools in meeting the

Mdwhite_Ch02.indd 31

8/3/2010 3:04:35 PM

32

JOHN MEADOWCROF T

educational needs of the poor in sub-Saharan Africa and India, where
private school children outperform their state-educated counterparts
in maths and English.20
Nevertheless, it is possible only to imagine where the innovation
already undertaken by private schools might lead if education in an
advanced economy was provided entirely via the market. James Tooley
has engaged in such a thought experiment in which he imagines waking fifty years into the future in a society in which the state no longer
provides and controls education.21 In this future, learning takes place
throughout society, in family homes, workplaces, sports centers, town
halls, reading rooms in pubs, bookstores, and so on. Schools as they
would be recognized today no longer exist. In fact, “people looked
back on our obsession with schooling with a mixture of horror and
bewilderment.”22 In this future a plurality of private providers, some
philanthropic, some for-profit, provide a plurality of different educational experiences tailored to a plurality of different needs.
Tooley’s vision, however, contains what many would consider to be
a “dark side.” In the educational future that Tooley describes there
is clearly no place for government targets for numeracy, literacy, or
other measures of educational achievement. Indeed, such notions
become meaningless as individuals pursue the educational goals they
consider to be important, rather than work in pursuit of government
targets that may have little connection with their own needs, wants,
and desires.
Of course, Tooley’s vision is only one of the infinite different
futures that could emerge if the market provided education free from
government control. A genuine market-based system might look
exactly like the one that Tooley describes, or could be marginally
or entirely different. What is clear, however, is that the journey of
discovery that might lead to a future like the one set out by Tooley is
incompatible with monopoly provision by the state in the context of
a national curriculum that is intended to forbid innovation in what is
taught and centrally imposed targets that measure “progress” toward
goals similarly dictated by government.
In summary, the evidence presented in this section suggests that
there is a clear distinction between the amelioration of social problems by governments and by markets. Markets solve social problems
in ways that cannot be anticipated and may not fit with the predetermined objectives of policymakers. The political process, on the other
hand, is a mechanism for the top-down imposition of deliberately
chosen outcomes. Hence, if we wish to achieve a particular policy
outcome, whether it be the prohibition of smoking in enclosed public
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places, or the attainment of particular literacy and numeracy rates
throughout the population, then there is no reason to believe that
markets will produce that outcome (or any other predetermined outcome). Rather, the market will produce an outcome that reflects the
preferences of individual market participants and the trade-offs they
are willing to make to reconcile competing demands on the use of
scarce resources. Of course, if people do value a particular level of
literacy or numeracy, or smoke-free bars and restaurants, then there
is every reason to believe the market will provide for them. But such
outcomes will only emerge if they represent people’s genuine preferences in light of necessary trade-offs, rather than the preferences of
elite political actors.
Markets, Choice, and Well-Being
To accept the market-based approach to the solution of social problems means accepting that we do not know in advance the correct
solutions to social problems or the right answers to questions of public policy. This does mean that in some sense to utilize markets is to
take a step into the unknown. When one advocates a market-based
solution to a social problem, one cannot guarantee that any particular
solution or outcome will emerge.
Hence, as Thomas Sowell has described, in the marketplace the need
for food can be satisfied in a host of different ways, such as “buying
groceries, eating at a restaurant, growing a garden, or letting someone else provide meals in exchange for money, property, or sex.”23 A
market economy implies a myriad of institutional forms, such as large
corporations, small businesses, partnerships, and individuals, seeking to satisfy consumer demands in different ways. As Sowell writes,
“the diversity of personal tastes insures that no given institution will
become the answer to a human problem in the market.”24 Because
people will want different solutions to their problems, and will look
to different sources for those solutions, a market economy implies
pluralism of outcomes and institutions. Moreover, these outcomes
and institutions will emerge from the market process and therefore
cannot be known in advance. This is the great strength of the market as a means of solving social problems: the market is able to bring
about outcomes and solutions that could not be conceived, created,
or planned deliberately by any one person or group.
Decision-making and problem-solving in the absence of an overarching authority imposing the “right” outcomes, however, may raise
the question of whether, in such a spontaneous process, people will
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always make choices that enhance their well-being. Evidence from
behavioral law and economics suggests that this may often not be the
case, evidence that has been widely cited recently, most notably in
Thaler and Sunstein’s best-selling book Nudge.
The central conceit of this approach is that basic cognitive biases
often lead people to make choices contrary to their own best interests
or well-being in the absence of some form of external guidance. Thaler
and Sunstein, for example, cite evidence to show that the arrangement of food in a cafeteria will influence what people choose to eat,
so that placing healthy food in certain positions will lead people to
make healthy choices whereas, conversely, placing unhealthy food in
the same locations will lead people to make unhealthy choices. The
underlying cognitive bias is for people to select food placed in particular locations, so what food is located where becomes all important. In order that people choose consistent with their assumed desire
to eat healthily, it is necessary for a paternalistic “nudger” to ensure
that the healthy options are placed in the most-chosen locations. This
paternalism is said to be “libertarian” because the unhealthy options
remain and therefore free choice is preserved, although the “choice
architecture” has been manipulated to guide people toward what is
judged to be the option that best enhances well-being. It is claimed
that the attainment of such welfare-enhancing outcomes in a wide
range of contexts requires similar paternalistic intervention to help
people make choices consistent with their own best interests.25
The “nudge” thesis undoubtedly offers some interesting insights
into how people make choices as well as how a wide range of private
and public actors may influence the choices of others. However, it has
a number of serious shortcomings as an argument against utilizing
markets to solve social problems.
First, the nudge approach assumes the existence of a group (or
class?) of individuals who know what is in other people’s best interests
with sufficient accuracy to nudge them to make choices consistent
with those best interests. But, as Mark D. White has set out, there is
in fact no way that nudgers can know what is in other people’s best
interests without verification from those people themselves.26 In the
case of the cafeteria cited earlier, for example, people’s actions here
simply show that they will choose the food that is placed in particular
locations. The presumption that healthy options (defined by whom?)
are in people’s best interests and therefore should be placed in the
most popular location is one that cannot be validated without verification from the individuals concerned. Indeed, people’s actions in
the cafeteria would suggest that they do not have strong preferences
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for healthy or unhealthy food in the cafeteria (though they may do
in other contexts), so the notion that the healthy option is the welfare-enhancing option is no more than conjecture on the part of the
nudger.
Also, Rizzo and Whitman have argued that such paternalism suffers from an inherent “slippery slope” problem: once we begin to
nudge people toward what we consider to be welfare-enhancing
choices, there is no logical point at which the expansion of nudging
can be stopped on the grounds that, for example, people’s autonomy or liberty has been infringed and therefore nudging has become
well-being-reducing.27 White posits a hypothetical example that illustrates this point: Suppose that the members of a local election board
charged with designing the ballot paper for an upcoming election
choose to nudge voters toward the candidate (they consider to be)
consistent with the voters’ best interests. The electors still have the
option to vote for any of the candidates, but they are nudged toward
that choice judged consistent with their own best interests. Following
the logic of the behavioral law and economics argument, it is not clear
on what grounds such a nudge could be rejected.28
Significantly, this example may not be particularly far-fetched: after
the Republican candidate’s surprise victory in the 2010 Massachusetts
senatorial election that followed the death of Ted Kennedy, the BBC
published an article on its website titled “Why do people vote against
their own interests?” describing the result as an example of people
making a choice against their own well-being and linking the outcome
to the behavioral law and economics literature. A nudge toward the
correct electoral choice would seem to follow from such analysis.29
A further fallacy of the nudge approach is the assumption that
political processes guide people toward welfare-enhancing choices
whereas market processes either nudge people toward welfarereducing choices or are neutral with regard to choice architecture.
The “libertarian paternalist” approach does not seem to take into
account the well-established pathologies of political decision-making
that imply that political processes are unlikely to produce the kind of
benign, welfare-enhancing nudges imagined by Thaler and Sunstein
and others.
Public choice theorists have long set out a number of pathologies
of political decision-making that lead political processes to produce
welfare-reducing outcomes. First, political choices tend to be all-ornothing, or exclusive. As was the case in the example of the smoking
bans described earlier, political processes tend to produce one-size-fitsall solutions, rather than pluralistic or diverse outcomes. This means
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that errors tend to be endemic and hard to correct and that minority
experimentation without majority approval is often impossible.
Second, public choice theorists have classically described voters as
“rationally ignorant.” In the account developed in particular in works
by Anthony Downs and Gordon Tullock, it is argued that because the
influence of any individual vote in a democratic election is miniscule,
the costs of individual investment in political information-gathering
are likely to exceed the benefits. Rational individuals, therefore, will
choose to remain ignorant of politics rather than invest in costly information-gathering. Consequently, electors are said to vote on the basis
of very little information and instead be swayed by their own innate
biases, vacuous slogans, and the physical attributes of candidates.30
Third, a high degree of uncertainty confronts participants in democratic decision-making compared to market participants. Democratic
decision-makers face a higher level of uncertainty because of the gap
between their choice and the final outcome of the decision-making
process. Whereas in the marketplace an individual’s decision to purchase a house, a car, or cup of coffee, for example, means that they
will acquire ownership of that good, in the political realm an individual’s decision to choose (i.e., to vote for) a particular policy platform
does not necessarily mean that the platform will be implemented.
This uncertainty means that a participant in political decision-making may try to anticipate the choices of other participants and strategically vote for second-best or least-worst alternatives if these options
are believed to have a greater prospect of electoral success than their
most-preferred alternative. Uncertainty, then, would seem to lead
political actors to make choices that are inconsistent with their own
preferences and interests.31
Fourth, the temporal dimension of political decision-making may
further separate individual choices from welfare-enhancing outcomes. When making a private choice in the marketplace, such as
between short-term spending and long-term saving, an individual
knows that ceteris paribus their decision to save for the future will
result in increased future income. In a public choice setting, however,
the uncertainty surrounding the choices that other people may make
means that a decision to save for the future may not necessarily result
in increased future income. On the contrary, an individual’s decision
to forgo present consumption may simply mean that the income they
intended to save for the future is consumed by others. Consequently,
as Brennan and Buchanan have argued, in a public choice setting,
“the individual will tend to make voting choices in terms of a shorter
time horizon than that reflected in his private choices.”32
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Fifth, political choices tend to be presented to the choosing public
as uncosted choices. In contemporary democratic politics, the costs
and benefits of public policies tend to be treated entirely separately.
In the absence of earmarked taxation, it is extremely rare for specific
costs to be attached to specific policy proposals or for individual taxpayers to be able to accurately estimate the costs of specific policy
proposals. Rather, individuals are asked to approve or reject proposals
for public expenditure divorced from questions of fiscal policy. In
such a choice-setting, it is logical for individuals to choose higher
rates of public expenditure than they would if the costs were clearly
transparent.33
Sixth, in the political realm choices tend to presented to the public
in bundles, whereas in the marketplace people choose from a wide
range of discreet goods and services. In the marketplace, then, an
individual is able to select an individualized consumption bundle that
reflects his or her relative valuation of different goods and services. In
the political realm, however, voting mechanisms do not enable people
to break down their vote into fractional parts. Consequently, in making an electoral choice an individual will be required to vote for the
package of goods and services that most closely corresponds with his
or her preferences, but it is likely that all the goods and services in the
selected package will be under- or over-supplied relative to the quantities the choosing individual would select if each good and service
was purchased discreetly.34
Seventh, voting does not take into account the different intensity
of people’s preferences. Put simply, the standard “one-person, onevote” rule means that, in the words of Buchanan and Tullock, “even
those voters who are completely indifferent on a given issue will find
their preferences given as much weight as those of the most concerned
individuals.”35 This situation may be contrasted with choice in economic markets where individuals possess multiple dollars, which may
be characterized as multiple “votes” that can be used to secure the
production of the goods and services that they value most highly, even
if very few of their fellow citizens similarly value those products.36
The choice, then, is not between a “pure” politics where enlightened and benign libertarian paternalists nudge people toward welfare-enhancing choices and “impure” markets where people blunder
into a host of welfare-reducing choices, but between two imperfect
institutions within which people try to reconcile their own ends
with the ends of others. But there is good reason to believe that the
market is an effective mechanism for identifying and correcting the
errors that people will inevitably make, whereas the political process
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tends to encourage short-term choices taken on the basis of woefully
inadequate information and compound these errors by imposing
them on the entire population with few opportunities for minority
experimentation.
Conclusion
This chapter has argued that markets can, do, and should solve social
problems. But to use market mechanisms to solve social problems
means accepting that there are no predetermined correct solutions or
right outcomes. Rather, solutions will emerge spontaneously as people interact and make trade-offs between the different uses of scarce
resources. From this process, unforeseen and unexpected outcomes
will emerge, and new ways of doing things will be discovered, all of
which may be contrary to the preferences of policymakers.
Although the use of markets is in some sense “a leap in the dark,”
then, this chapter has shown that there is nevertheless good empirical
evidence and sound theoretical logic to support the belief that the
outcomes produced by markets will enhance well-being, whereas the
outcomes generated by political processes are likely to be clumsy, onesize-fits-all solutions that reflect the preferences of narrow subsets of
the population.
It may be difficult for people with a fixed view of the causes of and
solutions to social problems to accept that solutions should emerge
spontaneously from a heuristic and intersubjective process driven by
individual choices. Indeed, acceptance of such a proposition would
require many people to adopt an entirely different worldview. But
respect for the integrity and autonomy of individuals and the maximization of well-being require that policymakers confront the reality
of economic and political solutions to social problems and accept the
market as the most effective and efficacious means of ameliorating
social problems.
Notes
I would like to thank Paul Lewis and Mark D. White for their comments
on an earlier version of this chapter. An earlier version was also presented
to the Oxford Libertarian Society and I would like to thank those present
for their comments. The usual caveat applies.
1. For discussion and analysis of the importance of the failure to solve the
economic coordination problem to the collapse of real world socialism,
see the essays collected in Boettke, Calculation and Coordination.
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2. A market economy may be defined as an economic system in which
the means of production are privately owned and individuals buy
and sell goods and services at prices spontaneously generated by the
actions of producers and consumers. This economic activity takes
place within an institutional framework of the rule of law and the protection of property rights that may be provided by the government.
3. Seabright, Company of Strangers, 13–15.
4. For example, see Walsh, Public Services and Market Mechanisms, 140.
5. Lavoie, Rivalry and Central Planning, 22–7.
6. Hayek, “Competition as a Discovery Procedure,” 180; emphasis in
the original.
7. On the role of market prices, see Hayek, “Use of Knowledge in
Society”; Lavoie, Rivalry and Central Planning; Thomsen, Prices
and Knowledge.
8. Hayek, “Results of Human Action but not of Human Design,” 96.
9. The classic text on the social construction of social problems is
Spector and Kitsuse, Constructing Social Problems.
10. Smith, Wealth of Nations, 870.
11. Berridge, Marketing Health; Malone et al., “Science in the News.”
12. Coase, “Problem of Social Cost.”
13. There are two important points to note here. First, in this sense
the notion that bars and restaurants are enclosed “public” places
is a misnomer. However, this terminology has been used throughout this chapter for consistency with almost all other contemporary
accounts of the subject that use this (admittedly flawed) terminology.
Second, the prohibitions of smoking in bars and restaurants that will
be discussed later effectively assign the relevant property rights to
nonsmokers.
14. Littlechild, “Smoking and Market Failure”; Lee, “Environmental
Economics and the Social Cost of Smoking”; Tollison and Wagner,
Economics of Smoking.
15. Boyes and Marlow, “Public Demand for Smoking Bans.”
16. Dunham and Marlow, “Effects of Smoking Laws” and “Smoking
Laws and Their Differential Effects.”
17. Dunham and Marlow, “Effects of Smoking Laws.”
18. Dunham and Marlow, “Smoking Laws and Their Differential
Effects.”
19. Dunham and Marlow, “Private Market for Accommodation.”
20. Tooley and Dixon, “ ‘De Facto’ Privatisation of Education and the
Poor.”
21. Tooley, “Education Reclaimed.”
22. Ibid., 22.
23. Sowell, Knowledge and Decisions, 41.
24. Ibid., 42; emphasis in the original.
25. Thaler and Sunstein, Nudge, 1–15, sets out the cafeteria example and
a summary of the basic argument.
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26. White, “Behavioral Law and Economics”; see also chapter one in this
book.
27. Rizzo and Whitman, “Little Brother is Watching You.”
28. White, “Behavioral Law and Economics,” 212.
29. See http://news.bbc.co.uk/1/hi/world/americas/8474611.stm.
30. Downs, Economic Theory of Democracy; Tullock, Towards a Mathematics of Politics.
31. Buchanan and Tullock, Calculus of Consent, 37–8.
32. Brennan and Buchanan, Reason of Rules, 86.
33. Buchanan, Public Finance in Democratic Process, 90–2.
34. Ibid., chapter 6.
35. Buchanan and Tullock, Calculus of Consent, 134.
36. Buchanan, “Individual Choice in Voting and the Market,” 339–42.
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Chapter 3

Economic Freedom and Global Poverty
James D. Gwartney and Joseph S. Connors

O

ver the period 1980–2005 many developing countries achieved
remarkable increases in economic growth. Real per capita income
increased substantially in countries that had experienced only modest increases in living standards for a century or more prior to 1980.
Recent scholarship has pointed to the adoption of institutional and policy changes more consistent with economic freedom as an important,
if not the most important, explanatory factor underlying the recent
economic growth of developing countries.1 But economic growth and
increases in real per capita GDP only provide information on how average income figures are changing. They may be a misleading indicator
of what is happening to the living standards of the poor. Did the rapid
growth of 1980–2005 lead to lower poverty rates? How does economic
freedom affect poverty? What can be done to accelerate reductions in
poverty rates? This chapter will address all of these issues.
The first section uses a recently released data set of the World Bank
to estimate the extreme and moderate poverty rates for the world
at five-year intervals during 1980–2005, and the following section
provides parallel estimates by region. The next section considers why
countries with institutions and policies more consistent with economic freedom are likely to grow more rapidly and achieve larger
reductions in poverty than those with less economic freedom. The
penultimate section presents empirical evidence on this issue, and the
chapter concludes with a summary of the findings.
World Poverty Rates, 1980–2005
The World Bank has recently released revised estimates for both the
extreme and moderate poverty rates.2 The new figures are measured
in 2005 international dollars. The extreme and moderate poverty
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rates are based on income thresholds of $1.25 per day and $2 per day,
respectively. (Appendix A contains additional details on these data and
how they differ from the previous World Bank estimates.) Because
the World Bank poverty rate figures were derived from irregular surveys conducted during different years in different countries, data are
unavailable during the same year for a comprehensive set of countries.
In order to make the data more comparable, country estimates were
assembled for years ending in zero and five. When available for the
zero or five year, the actual World Bank poverty rates were used. When
unavailable for these years, data from adjacent years were used to derive
the missing values. (The statistical procedures used are described in
appendix B.) Appendix C presents the extreme and moderate poverty
rates for years ending in zero and five for the 128 developing countries
for which the figures could be derived during 1980–2005.
Figure 3.1 presents data on the extreme poverty rate during 1980–
2005 for developing countries and the entire world, including both
developing and high-income countries. The high-income countries
of Western Europe and North America along with Japan, Australia,
and New Zealand are included in the calculation of the world poverty
rate, but excluded from the derivation of the rate for developing countries. All countries for which the poverty rate data could be obtained
during these years are included in these figures. In 2000 and 2005,
the world poverty rate was derived from the figures for countries that
comprise 99 percent of the world’s population.
The extreme poverty rate for the world’s developing economies fell
from 58.3 percent in 1980 to 42.0 in 1990 and 25.1 in 2005. Thus,
over the twenty-five-year time frame, the extreme poverty rate fell
by more than 30 percentage points.3 When the high-income countries are also included, the world’s poverty rate fell from 47.1 percent
in 1980 to 35.6 in 1990 and 21.8 in 2005. The gap between the
extreme poverty rate for developing countries and the parallel rate for
all countries (including those with high-incomes) fell from 11 percent in 1980 to approximately 3 in 2005. The narrowing of this gap
reflects both the substantial reduction of the extreme poverty rate in
developing countries, as well as the increasing share of the world’s
population residing in the less developed world. While a little more
than one in five persons in the world still lives in extreme poverty, this
is less than half the rate of 1980.
Figure 3.2 presents similar data for the moderate ($2 per day) poverty rate. Because this standard implies a higher level of income, the
poverty rate for this measure will always be higher than the parallel extreme poverty rate. The moderate poverty rate of developing
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Figure 3.1 Extreme poverty rate ($1.25 per day) of the world, 1980–2005

Two Dollar Per Day Poverty Rate

Notes: For the LDC series there were 87 countries in 1980, 94 in 1985, 116 in 1990, 125 in
1995, 127 in 2000, and 128 in 2005. For the series that includes the developed countries there
were 115 countries in 1980, 122 in 1985, 144 in 1990, 153 in 1995, 155 in 2000, and 156 in
2005.
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Figure 3.2 Moderate poverty rate ($2.00 per day) of the world, 1980–2005
Notes: For the LDC series there were 87 countries in 1980, 94 in 1985, 116 in 1990, 125 in
1995, 127 in 2000, and 128 in 2005. For the series that includes the developed countries there
were 115 countries in 1980, 122 in 1985, 144 in 1990, 153 in 1995, 155 in 2000, and 156 in
2005.

countries declined from 75.3 percent in 1980 to 62.2 in 1990 and
45.6 in 2005.4 Thus, there was a 29.7 percentage point reduction
in moderate poverty in the world’s developing countries during the
quarter of a century following 1980. The moderate poverty rate in
the developing countries in 2005 was approximately three-fifths the
level of 1980. (Note that in all cases, the aggregate poverty rate calculations were derived by weighting the poverty rate for each country

Mdwhite_Ch03.indd 45

8/3/2010 3:04:45 PM

46

J A M E S D . G WA R T N E Y A N D J O S E P H S . C O N N O R S

by its population during the year. As a result, the rates presented here
are also equal to the mean poverty rate for the grouping.)
When the high-income countries are included, the moderate poverty rate for the world was 39.4 percent in 2005, down from 60.8 in
1980. These figures indicate that in 2005 approximately two out of
every five people in the world lived on an income of less than $2 per
day, compared with three out of every five in 1980.
Regional Differences in Poverty Rates
How do poverty rates vary across regions? Were some regions able to
achieve larger reductions in poverty rates than others during 1980–
2005? Table 3.1 presents data related to these questions. Both the
extreme and moderate poverty rates are presented for sub-Saharan
Africa, Latin America, and Asia, including figures presented separately for China and India, the world’s two most heavily populated
countries. Only countries with data available continuously for years
ending in either five or zero are included in this table.
Several important points can be gleaned from these data. First,
there was very little change in either the extreme or moderate poverty
Table 3.1 Extreme and moderate poverty rate for Africa, Latin America, Asia,
India, and China, 1980–2005
No. of
Countries
Extreme poverty rate
($1.25 per day)
Sub-Saharan Africa
Latin America
Asia
China
India
Asia (omitting China
and India)
Moderate poverty rate
($2.00 per day)
Sub-Saharan Africa
Latin America
Asia
China
India
Asia (omitting China
and India)
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35
24
14

12

35
24
14

12

1980

1985

1990

1995

2000

2005

59.2
15.6
69.4
84.0
65.9
46.0

56.3
14.7
55.8
61.7
55.5
45.1

59.2
11.2
53.5
60.2
53.6
41.4

55.9
9.7
43.2
45.0
49.4
31.8

55.3
10.9
36.2
32.0
46.5
29.5

50.1
8.1
27.0
15.9
41.6
24.9

76.1
25.5
88.3
97.8
89.0
69.0

75.9
26.8
82.2
88.3
84.8
67.4

77.2
21.3
79.1
84.6
83.8
63.1

76.1
20.6
70.9
71.8
81.7
54.9

74.9
21.4
63.1
56.3
79.4
52.6

71.8
17.0
52.6
36.3
75.6
47.8
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rate in sub-Saharan Africa during 1980–2000. The extreme poverty
rate for the thirty-five countries of sub-Saharan Africa was 55.3 percent in 2000, virtually unchanged from 56.3 percent in 1985. The
extreme poverty rate declined modestly during the next five years,
receding to 50.1 percent in 2005. The moderate poverty rate in subSaharan Africa ranged between 71 and 78 percent during the twentyfive years following 1980. It was 71.8 percent in 2005, only slightly
less than the 76.1 percent registered in 1980.
Second, both the extreme and moderate poverty rates in Asia were
considerably higher than for sub-Saharan Africa in 1980, but substantially lower in 2005. For example, the extreme poverty rate for
the fourteen Asian countries was 69.4 percent in 1980, compared to
59.3 in sub-Saharan Africa. But by 2005, the extreme poverty rate for
the Asian countries had fallen to 27.0 percent, compared to a rate of
50.1 in sub-Saharan Africa. The pattern of change in the moderate
poverty rate in the two regions was similar.
Third, the reductions in both extreme and moderate poverty in
Asia during the quarter of a century following 1980 were huge, and
the reductions in China were a major force underlying the declines.
The extreme poverty rate of China fell from 84.0 percent in 1980
to 15.9 in 2005. The moderate poverty rate declined from 97.8 percent in 1980 to 36.3 in 2005. Put another way, almost everyone in
China had an income less than the moderate poverty rate in 1980,
but only a little more than a third had incomes below this threshold
in 2005.
Fourth, India also achieved substantial reductions in poverty,
although their gains were not nearly as impressive as those of China.
The extreme poverty rate of India fell from 65.9 percent in 1980 to
41.6 in 2005. The moderate poverty rate declined from 89.0 percent
to 75.6 during the same period.
Fifth, both the extreme and moderate poverty rates in the twentyfour Latin American countries were substantially lower than those
of both Africa and Asia throughout the twenty-five-year period.
Moreover, poverty rates in Latin America have been declining. The
extreme poverty rate in Latin America fell from 15.6 percent in 1980
to 8.1 percent in 2005. Over the same time frame, the moderate poverty rate fell from 25.5 percent to 17.0 percent.
Economic Freedom, Growth, and Poverty
What is economic freedom and how will it impact poverty? The core
ingredients of economic freedom are personal choice, voluntary
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exchange, open markets, and protection of privately owned property.
Economies are freer when they rely more heavily on markets rather
than on the political process to allocate resources, goods, and services. When economic freedom is present, the role of government is
limited to the protection of property rights, unbiased enforcement
of contracts, and arrangement for the provision of a limited set of
“public goods” such as national defense and access to money of relatively stable value.5 Conceptually, this institutional structure corresponds closely with that implied by standard textbook analysis of
microeconomics.
There are at least four major reasons why one would expect that
freer economies will grow more rapidly and achieve higher income
levels than those that are less free. First, countries with institutions
and policies more consistent with economic freedom will attract more
investment. Private investment will tend to flow toward countries with
more secure property rights and fewer trade barriers. Investors will be
reluctant to build structures and engage in business activities in areas
with insecure property rights. Moreover, transportation and communication costs have been declining for several decades. As a result,
entrepreneurs have more flexibility than ever before with regard to
where they will locate their productive facilities and business operations. Investment is a key source of economic growth. Therefore, as
the freer economies attract more investment, they will grow more
rapidly than those that are less free.
Second, economic freedom encourages innovation and the discovery of valuable new products and lower cost production methods;
Joseph Schumpeter famously referred to the constant replacement
of old products by new improved ones as “creative destruction.”
Examples abound: the word processor replaced the typewriter, and
the phonograph was replaced by the cassette tape player, which was
later largely replaced by CD and now MP3 players. This process of
creative destruction is an important source of economic growth.
But better products and lower cost production methods do not just
happen; they reflect the actions of entrepreneurs, who are willing to
innovate and undertake risk. Economic freedom, particularly secure
property rights, open markets, and absence of trade barriers, facilitate
these discoveries and innovative activities.
Third, the market process encourages activities that are productive and discourages those that are unproductive. The efficient use
of resources is about the discovery and production of goods and
services that are valued more highly than the resources required for
their production. When property rights are protected and markets
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open, profits and losses will perform this function. Profits provide
entrepreneurs with a strong incentive to produce goods for which
consumers are willing to pay a price that exceeds the cost of production. By doing so, they increase the value of the embodied resources.
In contrast, losses will channel resources away from production of
goods that consumers do not value enough to pay prices sufficient to
cover their cost. As a result, counterproductive activities will eventually be brought to a halt. The political process does not have a parallel
mechanism that will consistently channel resources into productive
and away from counterproductive activities. Therefore, greater reliance on political allocation will mean less productive use of resources,
slower economic growth, and lower income levels.
Fourth, a market economy is a network system and people integrated into the system will be able to achieve larger outputs and higher
incomes than those outside of it. Much like a telephone or Internet
system, expansion in the size of an integrated market system generates
benefits for all participants. As the size of the market expands from
the local town or village, to the region, nation, and beyond, network
participants derive larger and larger benefits from trade, specialization, and economies of scale. For those connected with the market
network, this system generates production and employment opportunities, high productivity per worker, and a vast array of consumer
goods that are available at almost unbelievably low prices. But those
living in countries with high trade barriers and a legal system that fails
to enforce contracts and protect property rights will not be integrated
into this system, at least not completely. When a sound legal system
is absent, the gains from trade will be limited to those derived from
personalized exchange, trade among family members and persons in
the local neighborhood or village who know each other or at least
know about each other. Here, trade is based on personal knowledge,
and contract enforcement is achieved through family ties and social
pressures. Under these circumstances, the gains from trade will be
small and incomes will be low.
All of these factors indicate that more free economies will grow
more rapidly and achieve higher income levels than those that are less
free. The empirical evidence is supportive of this view.6 As income
levels increase, one would expect poverty rates to decline. However,
some have argued that the market forces that generate higher income
levels will also lead to increased income inequality. If this is true,
people with the lowest income levels may be left behind. Thus, it is
important to investigate the relationship between economic freedom
and poverty, the topic to which we now turn.
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Economic Freedom and Poverty: An Empirical Analysis
Published annually, the Economic Freedom of the World (EFW)
index is the most comprehensive measure of the compatibility of a
nation’s institutions and policies with economic freedom. The EFW
index uses forty-two different components to measure the degree to
which countries provide unbiased protection of property rights and
enforcement of contracts, access to money of stable value, and rely on
open markets rather than on government mandates and regulations
to direct economic activity. The components of the index are placed
on a zero–ten scale and aggregated into a summary rating, which
generally ranges from a low of approximately three to a high of near
nine. Higher ratings are indicative of institutions and policies more
consistent with economic freedom. The index has been widely used
in scholarly research and is available at five-year intervals for approximately one hundred countries during 1980–2005.
Because we seek to isolate the independent impact of economic
freedom, it will be necessary to control for other factors that may
influence the poverty rate. Jeffrey Sachs has argued that various
geographic and locational factors influence income and growth and
therefore they may also influence poverty rates. Following Sachs, we
will integrate three geographic/locational variables into our analysis:
(1) the share of a country’s population that lives within one hundred
kilometers of a coastline, (2) the share of a country’s landmass in the
tropics, and (3) the shortest air distance from a country to any one of
three major markets: New York, Tokyo, or Amsterdam.7
Foreign aid may also influence development and poverty rates.
Proponents of foreign aid argue that it can be used to provide physical and educational infrastructure that will help direct poor countries
toward economic growth and human development. Critics of foreign
aid charge that it often reinforces repressive regimes and inefficient
policies.8 Our focus is not on this debate. Instead, our primary interest
is to control for the potential impact of international assistance in order
to better isolate the impact of economic freedom on poverty. The foreign aid variable is measured by the amount of Official Development
Assistance received as a share of Gross National Income.9
Table 3.2 examines the impact of economic freedom, geography,
location, and foreign aid on the 2005 level of poverty. The economic
freedom variable is the average EFW rating during 1980–2005.
The extreme poverty rate is the dependent variable in equations 1
and 2, while the moderate poverty rate is the dependent variable in
equations 3 and 4. There is a strong and highly significant negative
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Table 3.2

Determinants of the 2005 extreme and moderate poverty rates

Independent variable

Dependent variable
Extreme poverty rate,
2005

EFW, average 1980–2005

a

Coastal population
(% within 100km)
Tropical location
(% area in tropics)
Distance to major marketsb
Foreign aid, average 1980–2005c
Intercept
R 2 (adjusted)
Number of countries

Moderate poverty rate,
2005

(1)

(2)

(3)

(4)

–6.88***
(2.45)
–8.97

–11.40***
(2.80)
–16.81**

–11.18***
(3.26)
–9.75

–16.48***
(3.57)
–18.48**

(5.79)
9.52**

(6.86)
20.03***

(7.72)
13.72**

(8.75)
25.29***

(4.40)
1.64*
(0.85)
1.95***
(0.32)
40.56***
(13.14)
0.70
74

(4.70)
2.22**
(0.99)

(5.87)
2.04*
(1.14)
2.25***
(0.43)
71.77***
(17.52)
0.68
74

(6.00)
2.84**
(1.27)

70.02***
(14.56)
0.55
76

105.93***
(18.58)
0.56
76

Notes:
a
Countries with at least five of the six observations over the period 1980-2005 were included.
b
The minimum air distance in thousands of kilometers from a country to any one of the following
major markets: New York, Tokyo, or Amsterdam.
c
Foreign Aid is Official Development Assistance as a share of GNP. Countries with foreign aid
data in fifteen of the twenty-six years were included in this analysis.
*, **, and *** indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels,
respectively.

relationship between economic freedom and the 2005 poverty rate
in all equations. This indicates that countries with higher levels of
economic freedom during the quarter of a century prior to 2005 had
lower rates of both extreme and moderate poverty in 2005.
The coefficient for the foreign aid variable is positive and highly
significant in equations 1 and 3. This positive relationship is subject
to alternative interpretations. It may indicate that international aid is
channeled toward the poorest countries—those with the highest poverty rates. This would imply that the causal relationship is from high
poverty rates to receipt of more aid. Alternatively, the positive coefficient is also consistent with the view that foreign aid adversely affects
economic performance, and therefore leads to higher poverty rates.
Because of the problematic interpretation of the foreign aid variable and its possible impact on the other variables, we also ran the
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regressions without the aid variable. Equations 2 and 4 present these
results. When the foreign aid variable is omitted, the coefficient of the
economic freedom variable increases. The economic freedom variable was significant at the 99 percent level in all of the equations in
table 3.2. This indicates that countries with higher levels of economic
freedom during 1980–2005 had lower poverty rates at the end of the
period. Moreover, this was true after the effects of geography, location, and foreign aid are considered.
The variables for tropical location and air distance to major markets were significant with a positive sign in all equations. This implies
that both were associated with higher poverty rates. The share of
population residing within one hundred kilometers of a coastline was
negative and significant in equations 2 and 4, but insignificant in the
other two equations.
Table 3.2 indicates that countries with institutions and policies
more consistent with economic freedom over an extended time frame
have lower poverty rates. However, if one wants to know whether
economic freedom makes a difference, the impact of changes in economic freedom on the poverty rate will be of far greater importance.
Do countries that adopt institutions and policies more consistent with
economic freedom achieve larger reductions in poverty than those
with unchanged or declining levels of economic freedom? The next
two tables address this question.
Table 3.3 focuses on the reduction in poverty between 1980 and
2005. The dependent variable is the poverty rate in 1980 minus the
rate in 2005. Thus, if a country’s poverty rate declines, this figure will
be positive. The reduction in the extreme poverty rate is the dependent variable in equations 1 and 2, while the reduction in the moderate poverty rate is the dependent variable in equations 3 and 4.
The independent variables in the model are the initial poverty rate,
the 1980 EFW rating, and changes in EFW during various time intervals, along with the geographic, locational, and foreign aid variables.
Changes in economic freedom during several time intervals are considered. In equations 1 and 3, the changes in economic freedom cover
two time periods, 1980–1995 and 1995–2005. Equations 2 and 4
incorporate changes in economic freedom during three time intervals
(1980–1990, 1990–2000, and 2000–2005) as independent variables.
The structure of equations 1 and 2 is the same as that of equations 3 and 4 except that the dependent variable for the first two
equations is the extreme poverty rate while it is the moderate poverty
rate for the last two equations. The 1980 economic freedom rating is
positive and significant in all four of the equations. The coefficients
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Table 3.3 Determinantes of the change in the extreme and moderate poverty rates,
1980–2005
Independent variable

Dependent variable
Reduction in extreme
poverty, 1980–2005

Initial poverty rate, 1980a
EFW, 1980
Change in EFW, 1980–1995
Change in EFW, 1995–2005

(1)

(2)

(3)

(4)

0.50***
(0.06)
3.54*
(1.87)
5.44***
(1.88)
1.75
(2.39)

0.50***
(0.06)
4.04**
(1.93)

0.35***
(0.06)
5.37***
(2.08)
6.94***
(2.08)
1.80
(2.67)

0.35***
(0.06)
5.79***
(2.16)

Change in EFW, 1980–1990

1.24

6.52***
(2.30)
5.07**
(2.04)
0.31
(2.98)
1.82

1.77

8.70***
(2.58)
5.56**
(2.28)
1.12
(3.34)
2.94

(4.50)
–6.59**

(4.50)
–6.67**

(5.01)
–8.29**

(5.04)
–8.32**

(3.16)
–1.42**
(0.65)
–0.72***
(0.26)
–13.20
(11.46)
0.52
63

(3.18)
–1.45**
(0.65)
–0.76***
(0.27)
–16.93
(11.78)
0.52
63

(3.51)
–1.25*
(0.72)
–0.65**
(0.29)
–24.10*
(13.01)
0.41
63

(3.56)
–1.25*
(0.73)
–0.69**
(0.29)
–27.76**
(13.45)
0.40
63

Change in EFW, 1990–2000
Change in EFW, 2000–2005
Coastal population
(% within 100 km)
Tropical location
(% area in tropics)
Distance to major marketsb
Foreign aid, average 1980–2005c
Intercept
R 2 (adjusted)
Number of countries

Reduction in moderate
poverty, 1980–2005

Notes:
a
This is the extreme poverty rate in 1980 for equations 1 and 2 and the moderate poverty rate in
1980 for equations 3 and 4.
b
The minimum air distance in thousands of kilometers from a country to any one of the following
major markets: New York, Tokyo, or Amsterdam.
c
Foreign Aid is Official Development Assistance as a share of GNP. Countries with foreign aid
data in fifteen of the twenty-six years were included in this analysis.
*, **, and *** indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels,
respectively.
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indicate that a one unit higher EFW rating at the beginning of the
period reduced the extreme poverty rate by approximately 4 percentage points and the moderate poverty rate by more than 5 percentage
points during 1980–2005.
Table 3.3 also indicates that increases in economic freedom
reduce poverty rates. As equations 1 and 3 show, a one unit increase
in EFW during 1980–1995 was associated with a 5.44 percentage
point reduction in the extreme poverty rate and a 6.94 percentage
point reduction in moderate poverty during 1980–2005. Equations
2 and 4 indicate that a one unit increase in EFW during 1980–1990
resulted in reductions of 6.52 percentage points in the extreme poverty rate and 8.70 percentage points in the moderate poverty rate
during the twenty-five-year period. All of these changes in EFW are
significant at the 99 percent level. As equations 2 and 4 indicate,
increases in EFW during 1990–2000 also reduced both the extreme
and moderate poverty rates. Changes in economic freedom in the latter time periods (1995–2005 and 2000–2005) are not significant in
any of these four equations. This is an expected result because when
a change in economic freedom takes place toward the end of a time
interval, it will be too late for it to exert much impact on the poverty
rate over the entire period. The R-squares for the equations of table
3.3 range from 40 to 52 percent, indicating that the model explains
approximately half of the variation in cross-country reductions in
poverty during 1980–2005.
Of the three geography variables used in the regressions of table
3.3, the tropical location and distance to major market variables are
significant at the 90 percent level or higher. As the proponents of the
geography theory argue, our analysis indicates that these two factors
make it more difficult to achieve reductions in poverty rates. The
variable for the share of the population residing within one hundred
kilometers of a coastline was insignificant in all equations, indicating this factor does not exert an appreciable impact on the ability of
countries to achieve poverty rate reductions.
Foreign aid as a share of income is negative and significant at the
95 percent level or higher in all equations. As we mentioned earlier
the cause and effect of this relationship is difficult to determine. We
cannot be sure whether the negative relationship reflects (a) the channeling of assistance to countries experiencing economic difficulties or
(b) an adverse impact of foreign aid on economic growth and reductions in poverty.
Table 3.4 is similar to table 3.3 except the dependent variable is
the reduction in the rate of poverty for 1990–2005. The independent
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Table 3.4 Determinantes of the change in the extreme and moderate poverty rates,
1990–2005
Independent variable

Dependent variable
Reduction in extreme
poverty, 1990–2005

Initial poverty rate, 1990a
EFW, 1980
Change in EFW, 1980–1995
Change in EFW, 1995–2005

(1)

(2)

(3)

(4)

0.46***
(0.06)
3.69**
(1.70)
4.24***
(1.63)
2.38
(2.11)

0.46***
(0.06)
3.96**
(1.73)

0.35***
(0.05)
5.40***
(1.89)
6.28***
(1.81)
3.18
(2.36)

0.35***
(0.05)
5.57***
(1.97)

Change in EFW, 1980–1990

3.13

5.00**
(2.11)
3.99**
(1.72)
1.63
(2.70)
3.26

3.40

7.38***
(2.38)
5.27***
(1.93)
3.48
(3.02)
3.94

(3.98)
–5.01*

(3.99)
–4.95

(4.43)
–5.48

(4.46)
–5.22

(3.01)
–0.97*
(0.58)
–0.60**
(0.25)
–20.19**
(10.01)
0.50
65

(3.04)
–1.01*
(0.59)
–0.61**
(0.25)
–22.10**
(10.29)
0.49
65

(3.37)
–1.10*
(0.64)
–0.53**
(0.27)
–31.90***
(11.58)
0.40
65

(3.42)
–1.09*
(0.66)
–0.55**
(0.27)
–33.76***
(11.98)
0.38
65

Change in EFW, 1990–2000
Change in EFW, 2000–2005
Coastal population
(% within 100km)
Tropical location
(% area in tropics)
Distance to major marketsb
Foreign aid, average 1980–2005c
Intercept
R 2 (adjusted)
Number of countries

Reduction in moderate
poverty, 1990–2005

Notes:
a
This is the extreme poverty rate in 1990 for equations 1 and 2 and the moderate poverty rate in
1990 for equations 3 and 4.
b
The minimum air distance in thousands of kilometers from a country to any one of the following
major markets: New York, Tokyo, or Amsterdam.
c
Foreign Aid is Official Development Assistance as a share of GNP. Countries with foreign aid
data in fifteen of the twenty-six years were included in this analysis.
*, **, and *** indicate statistical significance at the 10 percent, 5 percent, and 1 percent levels,
respectively.
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variables of these equations are: the 1990 poverty rate, 1980 EFW
rating, changes in EFW for various periods, tropical location, distance to major markets, coastal population, and foreign aid as a share
of income. The results are similar to those of table 3.3. The initial
(1980) EFW rating was positive and significant at the 95 percent level
or more in all equations. The change in economic freedom during the
earlier period (1980–1995 in equations 1 and 3 and 1980–1990 in
equations 2 and 4) was positive and significant at the 95 percent level
or higher in all equations.10 As equations 2 and 4 indicate, increases
in EFW during the middle period (1990s) also significantly reduced
both the extreme and moderate poverty rates during 1990–2005.
The R-squares indicate that the various models explain 38–50 percent of the variation in cross-country poverty rate reductions during
1990–2005.
The impact of the geographic/location variables changed slightly
from that found in table 3.3. The distance to major markets variable
was significant in all four equations, while the tropical location variable was only significant in the first equation. Once again, the foreign
aid variable was negative and significant (90 percent level or higher)
in all equations.11
Summary and Conclusion
The recently released data of the World Bank on extreme poverty
($1.25 per day) and moderate poverty ($2 per day) make it possible
to measure these poverty rates in 2005 international dollars during
1980–2005. Analysis of these data indicates that the extreme poverty rate of developing economies fell from 58.3 percent in 1980 to
25.1 in 2005. During the same twenty-five-year period, the moderate
poverty rate in the less developed world declined from 75.3 to 45.6
percent. This progress was propelled by a huge reduction in both
extreme and moderate poverty rates in China. However, except for
sub-Saharan Africa, substantial progress was achieved throughout
most of the developing world.
Economic freedom played a central role in this progress. Compared
to those that were less free, countries with higher economic freedom ratings during 1980–2005 had lower rates of both extreme and
moderate poverty in 2005. More importantly, countries with higher
levels of economic freedom in 1980 and larger increases in economic
freedom during the 1980s and 1990s achieved larger poverty rate
reductions than economies that were less free. These relationships
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were true even after adjustment for geographic and locational factors
and foreign assistance as a share of income. The positive relations
between the level and change in economic freedom and reductions in
poverty were both statistically significant and robust across alternative specifications.12
Some fear that growth propelled by economic freedom will leave
the poor behind. This was not the case during 1980–2005. During
this quarter of a century, the developing countries that moved the
most toward economic freedom achieved both strong economic
growth and substantial reductions in poverty. This indicates that an
institutional and policy environment consistent with economic freedom is an important ingredient for progress against poverty.
Appendix A:
The World Bank’s New Poverty Rate Dataset
The World Bank poverty rate data used in this chapter differ from
the bank’s earlier estimates in four major respects. First, the income
figures used to derive the new poverty rate estimates are based on
the purchasing power parity (PPP) figures of the 2005 International
Comparison Program (ICP). The earlier poverty rate figures were
based on the purchasing power parity estimates of a 1993 ICP
survey.13 This survey did not include China and India, the world’s
two most populous countries. Moreover, critics charged that the estimating procedures underlying the 1993 PPP figures made inadequate
allowance for cross-country differences in the quality of goods and
services. As a result, the general level of prices in poor countries was
understated and income levels overstated in the 1993 survey. This
resulted in a downward bias in poverty rate estimates of poor countries based on the PPP figures of the 1993 survey. The 2005 ICP
survey incorporated more countries, including China and India, and
the methodology was redesigned to more accurately reflect the crosscountry differences in the general level of prices.
Second, statistical techniques were used to control for an “urban
bias” that caused the earlier estimates to understate poverty rates. In
less developed countries, it is often difficult to conduct surveys in
rural areas. Consequently, many of the early surveys were conducted
in urban areas, where incomes tend to be higher. As a result, many
of the early surveys overstated income levels and understated poverty
rates. The most recent estimates used statistical techniques to adjust
the earlier estimates for this bias.
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Third, the revised data include more countries and provide estimates for more years. The new data cover 115 countries, compared
to only 97 in the earlier data set. There was also an increase in the
number of years for which data were available. In total, the number
of surveys used to construct the poverty data increased from 454 to
675.14
Fourth, measured in 2005 international dollars, the extreme and
moderate poverty rates are now based on income thresholds of $1.25
per day and $2 per day, respectively. Previously, the extreme poverty
rate (often referred to as the $1 per day poverty rate) was the percentage of a country’s population living on less than $1.08 per day measured in 1993 international dollars. The extreme poverty rate in the
new data set reflects the percentage of the population residing on less
than $1.25 per day measured in 2005 international dollars. Under
the definition previously employed, the moderate poverty rate (often
called the $2 per day poverty rate) was the percentage of a country’s
population residing on less than $2.15 per day measured in 1993
international dollars. The moderate poverty rate is now defined as the
percentage of a country’s population living on less than $2 per day
measured in 2005 international prices.
On balance, these modifications resulted in higher estimates for
both the extreme and moderate poverty rates. While measurement of
income in 2005 dollars rather than 1993 dollars tended to reduce the
estimated poverty rates, the revised PPP methods and the correction
for the urban bias generated higher estimates. For most countries,
the latter two factors more than offset the former. Thus, the new
revised extreme and moderate poverty rates are generally higher than
the earlier figures. But, more importantly, there is good reason to
expect that the more recent estimates are more accurate and they are
certainly more comprehensive.
We examined the correlation between the old and newly revised
estimates. Because the revisions were largely refinements that would
affect the estimated poverty rate during a year and comparisons across
countries rather than the changes in the trend over time, we expected
the correlation between the new and old estimates to be high. This
was indeed the case. There were 322 overlapping “same country same
year” observations between the revised and earlier data sets. For the
extreme poverty rate the correlation coefficient between the two data
sets was 0.88. For the moderate poverty rate, the correlation coefficient was 0.92. These high correlations indicate that while the earlier
estimates understated poverty rates, the understatements were similar
across both countries and time periods.
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Appendix B:
Construction of Poverty Rates at Five-Year Intervals,
1980–2005
This appendix explains how the poverty rate data of the World Bank,
World Development Indicators, were used to derive the extreme and
moderate poverty rates for years ending in zero and five during 1980–
2005 for a comprehensive set of countries. Appendix C, which follows, provides these estimates for the 128 countries for which these
poverty rates could be derived.
The World Bank poverty rate figures are derived from surveys
that are conducted irregularly and for different years in different
countries. Statistical procedures were used to adjust the World Bank
data and derive estimates at five-year intervals during 1980–2005.
The following procedures were used to determine these poverty
rates.
1. When the World Bank data were available for a year ending in zero
or five for a country, these poverty rate figures were used.
2. If the World Bank did not provide the poverty rate figures for a
country in a zero or five year, but there was a value in each of the
adjacent years, the average of the adjacent years was used as the
value for the missing year ending in zero or five. For example, the
2000 data for Brazil were unavailable, but the data were available
in both 1999 and 2001. Brazil’s extreme poverty rate was 11.2 in
1999 and 11.0 in 2001. Thus, the 2000 figure for Brazil’s extreme
poverty rate was merely the average of these two figures, 11.1.
3. If a country had a value for only one adjacent year, that value was
used for the missing year ending in zero or five. Poverty rates
seldom change much from one year to the next. Therefore the
figure for an adjacent year will nearly always be a good estimate for
the missing value. For example, Botswana had an extreme poverty
rate of 31.2 in 1994 but no data were available for 1995, 1996,
or 1997. Thus, the 1994 figure of 31.2 was used as the value for
Botswana’s extreme poverty rate in 1995.
4. If none of the aforementioned scenarios fit a country during a
specific five-year period, but it still had poverty data in a five-year
window centered on the year ending in zero or five, the value
for that period became the average of all the values in the fiveyear window. For example, Ghana had an extreme poverty rate of
50.6 in 1988, 49.4 in 1989, no values for 1990 or 1991, and 51.1
in 1992. Therefore its extreme poverty rate for 1990 became the
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average of the values over the five-year window centered on 1990
(i.e., 1988–1992), which was 50.3.
5. In cases where a gap of a decade existed after the aforementioned
procedures were used, the real per capita GDP data were used
to fill in the middle year in cases where the per capita income
and poverty rates moved in opposite directions. This was the
case for fifteen countries. Again, Ghana can be used to illustrate
the procedure. Ghana had a poverty rate in 1990 and 2000, but
was missing a value for 1995. The real per capita GDP data for
Ghana were available for 1990, 1995, and 2000 and the pattern
of these figures was used to adjust and predict the poverty rate
value for the missing middle year (1995). Ghana had an extreme
poverty rate of 50.3 in 1990 and 39.1 in 2000. Ghana’s per capita
GDP (measured in 2005 constant international dollars) increased
from $861 in 1990 to $925 in 1995 and $1,015 in 2000. Thus,
there was an upward trend in per capita GDP and a downward
trend in poverty over this period so the per capita GDP figures
were used to estimate the missing poverty rate value. The formula used to generate these missing poverty values under these
conditions was:
mvalue = valueb + (valuea – valueb)*(GDP – GDPb)/(GDPa – GDPb),
where the variable representations are as follows:
mvalue—missing poverty rate value;
valueb—the poverty rate for the five-year period before the missing value;
valuea—the poverty rate for the five-year period after the missing
value;
GDP—the per capita RGDP for the same five-year period of the
missing value;
GDPb—the per capita RGDP for the five-year period before the
missing value;
GDPa—the per capita RGDP for the five-year period after the
missing value.
6. The methodology described in the preceding five points was used
to derive the extreme and moderate poverty rates for 374 country/
year observations. At least one observation was present for 115
countries and at least three for 79 countries. The log of per capita
real GDP and the under-five mortality rate are major determinants
of both the extreme and moderate poverty rates. Using these 374
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observations, the log of per capita real GDP and the under-five
mortality rate was regressed against the extreme poverty rate. The
R-square for this equation was 0.76. When the same equation was
run with the moderate poverty rate as the dependent variable, the
R-square was 0.80. These high R-square values indicate that taken
together, the per capita real GDP and under-five mortality rate
are excellent predictors of both the extreme and moderate poverty
rates.
The per capita real GDP and under-five mortality data are available
for countries and years beyond which the procedures of points (1)
through (5) could be used to derive the poverty rates for years ending
in zero or five during 1980–2005. Because the log of per capita real
GDP and the under-five mortality rate are major determinants of the
extreme and moderate poverty rates, these data can be used to estimate the poverty rates for a broader range of countries and years. The
374 observations were used to estimate the following regression:
Poverty rate = log of real per capita GDP + under-five mortality rate + dummy for sub-Saharan Africa + dummy for outlier
countries.
A country was considered an outlier if its dummy variable was
significant at the 90 percent level or more in this regression. The
R-square for this equation was 0.90 when the extreme poverty rate
was the dependent variable and 0.91 when the dependent variable
was the moderate poverty rate. The country data for per capita real
GDP and under-five mortality rate along with the dummies (if they
applied) were then inserted into the regression equations for the missing years and used to estimate the country’s extreme and moderate
poverty rates for those years. This methodology was used to estimate
a country’s poverty rate when it could not be derived for a specific
year by the procedures of (1) through (5) given earlier. In addition
to the 115 countries for which data for at least one year were available from the World Bank, this regression procedure was also used
to estimate the extreme and moderate poverty rates for another 13
countries with a population of more than one million.
The World Bank limits the poverty rate at 2 percent for countries
whose poverty rate falls below this level. This convention was used
for countries whose predicted poverty rates were below 2 percent.
Similarly, countries whose predicted poverty rates were greater than
99 percent were limited to that figure.
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In total, it was possible to derive the extreme and moderate poverty rate figures for 677 country-year observations among the 128
countries. Appendix C provides these estimates for the period 1980–
2005 in five-year intervals. The values in bold in the table are the
actual poverty rates as reported by the World Bank after adjustment
by the procedures explained in the first five points mentioned earlier.
The non-bold values were calculated by the regression methodology
explained here.
Appendix C:
Extreme ($1.25 Per Day) and
Moderate ($2 Per Day) Poverty Rate by Country
Percentage of population living
on $1.25 per day or less

Percentage of population living
on $2 per day or less

1980 1985 1990 1995 2000 2005 1980 1985 1990 1995 2000 2005
Albania
Algeria
Angola
Argentina
Armenia

2.0
2.0 2.0
25.2 18.1 6.6 6.8 10.9 8.5
63.5 61.9 61.2 54.3 44.2
5.6 2.0 2.0 2.0
6.0 4.5
17.5 16.5 10.6

Azerbaijan
Bangladesh
Belarus
Benin
Bhutan

15.6 6.3 2.0
77.5 72.2 66.8 59.4 57.8 49.6
2.0 2.3
2.0 2.0
65.2 62.6 61.3 57.3 53.4 47.3
56.1 48.7 39.9 33.7 28.5 26.2

Bolivia
37.0 34.5 4.0
Bosnia and
Herzegovina
Botswana
42.0 35.6 31.9
Brazil
17.1 17.5 15.5
Bulgaria
2.0

10.9

39.3
87.4
11.1
75.6
49.0

7.8
16.8
52.0
11.3
43.4

27.1 2.0
85.4 81.3
2.0 2.0
71.3 75.3
42.6 49.5

81.6
76.8

18.9 23.8 19.6

46.7

46.7 17.2 29.9 34.9 30.3

14.6 2.0 2.0
31.2 32.3 23.1
10.5 11.1 7.8
2.0
2.6 2.0

25.0 2.0 2.0
65.1 54.7 50.2 49.4 46.0 36.3
31.1 31.5 27.8 21.9 22.6 18.3
2.0 2.2 7.8 2.4

74.7 71.0 68.3 71.2 70.0
72.3 70.4 84.2 85.7 86.4
48.6 45.8
52.8 45.6 46.9 51.5 32.8
38.3 36.0 33.1 20.6

Central African
Republic
Chad
Chile
China
Colombia

62.9
71.3
12.3
84.0
13.7

56.5
81.3
40.2
49.1
27.9

61.2 61.6 82.8 64.9 62.4
65.9 64.6 65.3 66.3 61.9
10.5 4.4 2.3
2.0 2.0
61.7 60.2 45.0 32.0 15.9
12.3
9.5 11.2 16.8 15.7

99.0

6.5 8.7
25.1 23.8 23.6 20.4
69.5 67.9 71.3 70.2
2.0 3.2 7.0 14.3
38.9 47.7
99.0 92.5
2.0
79.0 79.1
68.5 56.7

Burkina Faso
Burundi
Cambodia
Cameroon
Cape Verde

Comoros
Congo, Dem.
Rep.
Congo, Rep.

31.7

94.8
97.1

90.9 88.7 85.8
94.7 95.2 95.3
77.8
56.3 60.2 74.4
55.9 53.4 49.7

87.6
95.4
74.6
57.7
40.2

81.2
93.4
68.2
62.6
42.6

81.5 80.5 82.0 90.7
90.3 82.8 82.5 83.6
22.9 23.4 13.6 9.1
97.8 88.3 84.6 71.8
24.4 23.1 19.4 23.3

85.6
84.9
6.0
56.3
29.1

81.9
83.3
3.9
36.3
27.1

65.3

56.7 51.9 49.1 46.7 44.3 46.1

74.0

69.2 67.5 66.3 64.6 65.0

69.0 68.4 69.1 73.2 74.1 59.2
37.9 33.6 36.1 38.3 39.5 54.1

88.8
49.3

88.8 91.0 99.0 99.0 79.5
42.4 46.1 49.1 50.2 74.4
Continued
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Percentage of population living
on $1.25 per day or less

Percentage of population living
on $2 per day or less

1980 1985 1990 1995 2000 2005 1980 1985 1990 1995 2000 2005
Costa Rica
Cote d’Ivoire

21.4 10.4 9.2 7.5
4.4 2.4
16.9 9.5 13.8 21.1 23.7 15.5

Croatia
2.0 2.0
2.0
Czech Republic
2.0 2.0
2.0
Djibouti
11.7 4.8 18.8
Dominican
Republic
24.4 16.4 8.4 5.9
4.4
Ecuador
20.2 12.2 14.0 15.9 14.9
Egypt, Arab
Rep.
El Salvador
Eritrea
Estonia
Ethiopia

35.7
34.9

2.0
2.0
8.8

21.5 18.7 16.4 11.5 8.6
23.9 35.1 47.9 47.9 38.9
2.0 2.0 2.0 2.0
2.0 2.0 2.0 2.0
24.4 15.1 41.2 26.1

5.0
9.8

37.9
28.6

30.4 20.8 15.7 12.4 15.1
22.3 24.0 28.2 27.7 20.4

25.5 14.8 4.5 2.5
2.0 2.0
26.1 22.2 15.9 12.7 12.8 11.0
54.2 51.1 48.7
2.0 2.0
2.0 2.0
66.2 71.9 70.7 60.5 55.6 39.0

46.2
36.1

35.3 27.6 26.3
34.7 24.7 25.2
76.6
2.0 2.0
95.2 93.4 84.6

19.3
22.2
75.1
2.6
86.4

18.4
20.5
74.0
2.0
77.5

77.2 74.3 75.3
13.1
78.4 78.1 72.0
70.4 55.8 40.6

82.0
28.7
63.3
26.8

19.6
56.7
30.4
53.6
24.3

91.7 98.4
58.5
24.5 25.1
60.1 58.9
40.1 61.6

79.6
77.9
16.8
72.1
26.8

87.2
72.1
12.6
57.8
34.8

89.9

Gabon
Gambia, The
Georgia
Ghana
Guatemala

65.7 59.3 55.8 56.0
4.5
56.4 56.9 50.3 45.7
39.1 52.5 39.3 25.6

66.7
11.9
39.1
13.1

4.8
34.3
13.4
30.0
11.7

Guinea
Guinea-Bissau
Guyana
Haiti
Honduras

77.8 74.5 92.6
41.3
12.8 13.3 12.9
48.2 44.2 41.5
27.9 24.4 43.5

61.6
48.8
7.7
54.9
14.4

70.1
45.7
3.9
34.7
22.2

Hungary
India
Indonesia
Iran, Islamic
Rep.
Jamaica

2.0 2.0 2.0
2.0 2.0
65.9 55.5 53.6 49.4 46.5 41.6
39.1 34.7 29.2 22.2 19.5 16.0

2.0 2.0 2.0 2.0 2.0
89.0 84.8 83.8 81.7 79.4 75.6
59.0 53.6 46.5 37.6 35.8 31.2

14.6
6.9

4.2
6.4

2.0
2.0

20.3
14.8

13.8 13.1 8.2
15.0 8.3 11.5

Jordan
Kazakhstan
Kenya
Korea, Rep.
Kuwait

6.4

2.0

2.8 2.0
2.0 2.0
2.0 4.6
3.6 3.1
28.2 26.4 38.4 24.1 29.2 19.7
8.3
2.0 2.0
2.0 2.0
2.0 2.0
2.0
2.0 2.0

12.3
49.7
20.0
2.0

2.0 14.9 11.5 11.0 7.2
2.0 18.1 15.0 17.2
48.9 59.3 48.2 51.2 39.9
5.5 2.0 2.0 2.0
2.0
2.0 2.0 2.0

Kyrgyz
Republic
Lao PDR
Latvia
Lebanon
Lesotho

2.0 18.6 27.1 21.8
53.3 55.7 49.3 44.0 28.6
2.0 2.0
2.0 2.0
11.2 6.6
5.8 4.2
55.9 44.4 49.0 47.6 47.1 43.4

78.2

2.0
74.1 84.8
2.0
22.2
62.2 70.3

Liberia
Lithuania
Macedonia,
FYR
Madagascar
Malawi

3.9
2.0

36.8
52.1
5.8
43.2
21.9

2.0
2.9

2.0
2.0

64.9 64.3 72.0 81.5 66.3 83.7
2.0 2.7
2.0 2.0
7.5
2.9 2.0
85.9 80.1 79.3 72.5 79.3 67.8
94.8 93.0 89.4 87.3 83.1 73.9

82.4
75.9
51.6
94.1
21.9
61.7
42.3

76.3

94.3
99.0

63.8
75.7
15.0
63.9
37.3

30.1
79.9
2.9
14.1
61.1

8.3
7.5

56.4
76.8
3.0
13.0
66.0

8.0
5.8

51.9
47.4
2.0
10.3
62.2

78.4 95.5 99.0 92.0 94.8
2.0 8.6 2.0 2.0
17.1 10.2 3.2
93.2 92.7 88.4 90.9 89.6
99.0 99.0 99.0 93.5 90.4
Continued
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Percentage of population living
on $1.25 per day or less

Percentage of population living
on $2 per day or less

1980 1985 1990 1995 2000 2005 1980 1985 1990 1995 2000 2005
Malaysia
Mali
Mauritania
Mauritius
Mexico

12.7
81.5
35.7
25.3
11.1

Moldova
Mongolia
Morocco
Mozambique
Myanmar

16.1 15.1 30.6 8.1
32.4 29.3 18.8 24.8 22.4
18.5 8.4 2.5 5.2
6.5 2.5
77.9 78.3 73.2 81.3 78.8 74.7
53.4 50.1 53.3 49.1 44.9 40.3

Namibia
Nepal
Nicaragua
Niger
Nigeria

33.0
83.0
30.1
82.8
63.2

2.8 2.0 2.1
2.0 2.0
79.2 75.0 86.1 61.2 51.4
41.3 32.4 33.1 21.2 30.2
22.0 18.1 15.8 13.4 11.2
12.8 6.1 5.2
4.8 2.4

24.2 12.1 11.1 11.0
97.1 97.7 93.6 93.9
58.0 64.6 56.2 58.4
37.0 32.6 26.2 22.3
15.1 28.5 16.0 16.1

9.6 7.8
82.0 77.1
44.1 53.8
18.2 14.8
13.7 5.9

34.0
99.0
84.1

48.8
28.6
99.0
80.0

44.6
45.3
15.9
98.7
84.7

36.8
43.5
21.9
92.9
79.0

56.8
53.6
24.4
91.8
72.4

28.9
49.0
14.0
90.0
64.7

29.1
55.1
15.8
65.9
64.4

41.2
99.0
44.4
97.9
75.2

42.8
93.4
42.5
99.0
76.9

43.9
91.1
45.3
91.1
78.8

62.2
88.1
49.2
91.5
78.1

43.2
81.4
38.0
96.1
75.8

37.4
77.6
31.8
85.6
83.9

Oman
Pakistan
Panama
Papua New
Guinea
Paraguay

15.1 3.8 2.0 2.0
2.0 2.0
54.9 66.5 64.7 36.0 32.5 22.6
7.0 8.8 16.9 11.5 11.5 9.3

19.6
89.1
17.8

5.6 3.4 2.0 2.0 2.0
89.1 88.2 73.5 70.2 60.3
17.3 26.8 19.7 20.0 17.9

33.7 32.5 31.6 35.8 27.3 26.4
17.1 16.1 5.9 12.7 17.1 9.3

50.8
29.5

50.4 50.5 57.4 45.5 45.2
29.3 19.4 21.8 27.3 18.4

Peru
Philippines
Poland
Romania
Russian
Federation

14.8 2.0 2.0 7.2 12.6 8.2
31.7 34.9 30.6 24.9 22.5 22.3
2.0 2.0 3.1
2.0 2.0
2.0 5.0
3.7 2.0

20.3
54.5

5.2 5.2 18.4 24.4 19.4
61.9 56.1 48.2 44.8 44.4
2.0 2.0 9.9 2.0 2.0
2.0 23.2 17.2 3.4

Rwanda
Saudi Arabia
Senegal
Sierra Leone
Singapore

67.8 63.3 67.0 68.4 76.6 63.9
2.0 2.0 2.0 2.0
2.0 2.0
62.7 56.0 65.8 54.1 44.2 33.5
62.5 59.6 62.8 61.2 62.5 53.4
2.0
2.0
2.0 2.0

87.2
2.0
77.1
76.9
2.0

88.4 87.9 91.1 90.3 84.2
2.0 2.0 2.0 2.0 2.0
71.7 81.5 79.4 71.3 60.3
75.2 75.0 80.4 84.2 76.1
2.0
2.0 2.0

41.5
46.3
26.6

2.0 2.0 2.3 2.0
2.0 2.0 2.0 2.0 2.0
40.6 39.7 39.9 42.9 38.3
51.6 49.5 46.7 39.7 27.3
24.7 14.8 40.6 11.4
9.9

33.2
78.1
26.5
85.0
53.9

33.3
74.0
26.5
72.8
65.2

2.0

49.1
68.4
32.5
78.2
58.9

3.2

34.2
59.9
20.6
74.5
61.5

2.1

2.0

Slovak Republic
2.0 2.0
2.0 2.0
Slovenia
2.0 2.0 2.0
2.0 2.0
South Africa
25.8 23.9 22.4 21.4 26.2 21.7
Sri Lanka
25.2 20.0 15.0 16.3 14.0 12.5
St. Lucia
13.4 11.5 5.8 20.9 3.5 2.9

3.9

7.9

7.1

2.0

Sudan
Suriname
Swaziland
Syrian Arab
Republic
Taiwan

53.2 53.5 51.7 49.7 47.0 44.3
12.6 13.6 13.4 13.1 15.5 7.8
78.4 73.5 66.9 78.6 62.9 66.3

72.3
20.9
96.6

73.9 71.4 68.5 64.4 60.3
23.5 23.9 24.1 27.2 16.9
91.5 82.2 89.3 81.0 80.7

21.7 19.2 16.9 13.1 12.2 10.9
6.6 3.0 2.0 2.0
2.0 2.0

35.3
18.3

33.8 32.8 27.2 26.6 24.7
12.0 4.0 2.0 2.0 2.0

Tajikistan
Tanzania
Thailand
Timor-Leste
Togo

39.5 44.5 21.5
72.6 81.9 88.5 74.4
21.9 19.4 11.3 2.0
2.0 2.0 44.0
52.9 41.9
59.4 58.7 57.6 57.2 53.9 38.7 77.1

61.7 78.5
91.3 95.7 96.6
41.4 33.2 17.4 17.5
77.5
78.6 78.2 79.1 76.1

50.8
86.8
11.5
67.7
69.3

Continued

Mdwhite_Ch03.indd 64

8/3/2010 3:04:48 PM

65

ECONOMIC FREEDOM AND GLOBA L POV ERT Y
Percentage of population living
on $1.25 per day or less

Percentage of population living
on $2 per day or less

1980 1985 1990 1995 2000 2005 1980 1985 1990 1995 2000 2005
Trinidad and
Tobago
Tunisia
Turkey
Turkmenistan
Uganda
Ukraine
United Arab
Emirates
Uruguay
Uzbekistan
Venezuela, RB
Vietnam
Yemen, Rep.
Zambia

2.0
25.2
16.9

2.9
8.7
2.0

3.1 3.9
2.0 2.0
5.9 6.5
2.6
7.1
2.1 2.1
2.0 2.7
14.4 63.5 24.8 15.4
65.9 69.3 64.4 58.9 51.5
2.0

2.0
9.1

2.0
8.7

6.2

6.5

2.0

2.0

4.2
37.5
25.7

7.1 11.1 9.1 5.1 2.0
25.1 19.0 20.4 12.8 16.7
7.7 13.8 9.8 9.6 9.0
50.2 85.7 49.6 26.8
89.9 87.3 85.9 81.2 75.6

2.0

2.0 2.0
2.0 2.0
2.0 2.0
2.0 2.0
2.0 28.9 37.2 46.3
2.9 8.7 14.0 10.0

54.7 53.5 63.7 44.9 22.8
4.5 15.5 12.9 17.5
52.6 53.3 62.8 63.7 55.4 64.3

8.4
2.0
16.9

2.0
18.8

8.4

8.4

2.0

2.0 2.0 2.0 2.0
2.0 3.0 2.3 4.5
2.0 49.9 64.6 76.7
9.2 19.5 23.9 19.8

16.4

17.9

68.0

85.9 83.8 85.7 73.5 50.5
15.4 36.7 36.3 46.6
70.0 76.2 80.8 74.8 81.5

Source: Derived from the World Bank, World Development Indicators, 2009. The original data
are from Chen and Ravallion, 2008. See appendix B for details.

Notes
1. Berggren, “Benefits of Economic Freedom”; Cole, “Contribution of
Economic Freedom”; de Haan and Strum, “Relationship Between
Economic Freedom and Economic Growth”; Gwartney et al.,
“Economic Freedom and the Environment for Growth”; Shleifer,
“Age of Milton Friedman.”
2. Chen and Ravallion, “Poorer Than We Thought.”
3. The number of developing countries for which data were available
ranged from 87 in 1980 to 128 in 2005. The poverty rate data were
available for 84 countries continuously (for years ending in five or
zero) during 1980–2005. These 84 countries comprised 88 percent of
the developing world population in 2005 and an even higher percentage in the earlier years. The extreme poverty rate of these 84 countries
fell from 59 percent in 1980 to 46 in 1990 and 26.3 in 2005. Thus,
the extreme poverty rates (and changes in those rates) for the set of
countries with data throughout the period were quite similar to those
presented in figure 3.1 for all developing countries with data during
the specified year.
4. When only the 84 countries with data available for all years are considered, the moderate poverty rate fell from 76.1 percent in 1980 to 68.1
in 1990 and 48.3 in 2005. This is a reduction in the moderate poverty
rate of 27.8 percentage points, which is slightly less than the reduction
based on all countries with data during a specific year.
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5. Rabushka, “Definition of Economic Freedom”; Jones and Stockman,
“Concept of Economic Freedom.”
6. See the citations in note 1, as well as Dawson, “Institutions, Investment, and Growth” and “Freedom-Growth Relationship”; Gwartney,
“Institutions, Economic Freedom, and Cross-Country Differences”;
Gwartney et al., “Impact of Investment on Growth”; and Scully,
“Trade-Off Between Equity and Growth.”
7. The variable for the tropics is a percentage of a country’s landmass that
lies between the tropic of Capricorn and the tropic of Cancer. Sachs
and others argue that tropical location is a barrier to development
because the climatic conditions in this region reduce worker productivity and lead to a higher incidence of diseases such as malaria. See
Sachs, “Tropical Underdevelopment”; Gallup, Sachs, and Mellinger,
“Geography and Environment”; and Diamond, Guns, Germs, and
Steel, for additional details on this view.
8. Easterly, White Man’s Burden; Djankov et al., “Does Foreign Aid
Help?”; Rajan and Subramanian, “Aid and Growth.”
9. Official Development Assistance (ODA) as a share of Gross National
Income is commonly used in the foreign aid literature as the measure
of a country’s reliance on foreign aid. ODA excludes all military assistance and it is primarily grant based aid.
10. Adoption of institutions and policies more consistent with economic freedom will influence long-run growth. Thus, the positive impact of increases in economic freedom during the 1980s on
future (1990–2005) reductions in the poverty rate is an expected
result.
11. The model of table 3.4 was also run with the foreign aid variable
equal to the average aid level as a share of income during the 1980s.
If foreign aid helps improve a country’s infrastructure and thereby
enhances long-run growth and progress against poverty, one would
expect that the coefficient for the foreign aid variable would be positive in this specification. This was not the case. Foreign aid as a share
of income during the 1980s was negative and significant as a determinant of poverty rate reductions during 1990–2005 in all of the
equations parallel to those of table 3.4.
12. In an earlier study using the World Bank’s 2004 poverty rate figures,
Norton and Gwartney, “Economic Freedom and World Poverty,”
also found that countries with more economic freedom and larger
increases in economic freedom achieved more progress against poverty than those that were less free. As previously discussed, the prior
World Bank estimates for poverty rates were both less comprehensive
and less reliable than the data used in this study.
13. Chen and Ravallion, “How Have the World’s Poorest Fared Since the
Early 1980s?”
14. See note 3.
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Chapter 4

Don’t Let the Best Be the Enemy of the
Good: A Stoic Defense of the Market
Jennifer A. Baker

T

he moral relevance of general affluence is often overlooked. We
might wish for humane conditions, we might talk of human value,
but short of some minimal level of general affluence, life is too grim
to entertain ethical notions beyond it. It seems we can hardly count
the very poor of the world into our moral considerations. If everyone
has to be considered, “well,” the ethicists seem to harrumph, “then
we are dealing with too much need and everything thought conventionally moral is off the table!”
In this chapter I would like to offer a corrective, a way to
acknowledge the moral significance of general affluence without
disassembling conventional morality. To do this we have to recognize that markets are our only means of bringing about general
affluence. We have, literally, nothing else capable of doing the job.
Yet markets are, for reasons we will go into, left out of our moral
calculations. We either suggest “it isn’t personal, it’s just business”
in the hopes that all moral bets are off when we are engaging in
trade, or simply live with the cognitive dissonance of refusing to
integrate our support for markets with the rest of our beliefs about
what is good.
When the CEO of Goldman Sachs insists he does “God’s work,”
the rest of us are outraged anyone could suggest such a thing; it would
be good to explain what Lloyd Blankfein has got so wrong.1 But it is
not clear to me that we yet have the words or concepts to express this.
The market is not all bad. We do not want it to go away. How do we
distinguish our revulsion at gaming the system in the way bankers
have from our appreciation of the general affluence we still, despite
bankers’ bonuses, enjoy?
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For many reasons, it will be helpful to point out a way in which we
can situate support for general affluence within conventional morality. Clearing up the deep confusion we so often display about the
role of ethics in the market is one, clarity about our own behavior is
another, and what we owe other humans worldwide is a third. After
reviewing approaches that will not work, I will offer a means for this.
I argue that the solution is to organize our thoughts about morality
using an ethical theory—Stoicism—that has a two-level structure.
One of these must acknowledge the value of material inputs to human
life, and the other must function to maintain a standard for personal
choices. How these levels serve as a framework for making choices we
already admire is what I aim to demonstrate.
Where No Credit Is Warranted
And when it is general affluence we are interested in, not mere redistribution and not temporary aid, we must confront the awkward formula that an increase in general affluence requires. For starters, we
do not yet fully know all that is required. In fact, general affluence
may fall into the uncommon category of being easier to bring about
in practice than to articulate in theory. We generally agree that it
comes about through a complex process of many components. These
components include a functioning price system, differences in marginal utility, functioning divisions of labor, specialization, buyers
with the right kind of concern for their pocketbooks, and sellers with
an incentive to cut their costs. These are necessary, and they must be
present in markets that are large—large enough for reputations to
be established, and large enough for small innovations to be worth
pursuing—such that the result is economies of scale that reduce the
average cost of production. Furthermore, there are ingredients necessary to this process that we have not yet begun to identify, such as
complex social norms, intricate legal frameworks that involve titles
and transfers, and so forth.
Our understanding of what brings about general affluence, what
makes a market work, can be thought of as a number of bright beads
tied onto a string so that space is left between each. The beads are the
features we are fairly certain about, the spaces between them reminders that we are awaiting further detail. Yet as schematic and minimal
as our current explanation might be, we want to recognize its links
to be of extreme moral importance. But unusually, perhaps, we are
not going to be able to give ourselves moral credit for participation in
this good-making process. Participation in the market is not capable
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of becoming ethical, despite the morally significant results for our
general participation.
Though it is Bernard Mandeville, and not the more often cited
Adam Smith, who cheekily suggests that without greed nations
would dissolve, nonetheless it is Smith’s account that imagines us
bartering for the best deal. Now, as mentioned, you may be doing
this on behalf of needy children who live on your street, but you
will still be seeking out a bargain, a good trade. Your bartering may
contribute—though this is not guaranteed—to general affluence
in a general, indirect, and perfectly diluted way. But there are two
problems with the idea that you deserve moral credit for this. First,
the moral credit would have to be proportionate, and that means it
would be as small as the certainty and the amount of your influence
on general affluence. Second, these bargains are sought for their
rewards; even in the case of a person not buying, trading, or working
for herself, the story Smith tells suggests we do not do these things
unless it is worth it to us.
I do not mean to suggest that prudence cannot be praised or that
prudence and morality never intersect. But the limit seems to be one’s
motive in the case of a beneficial exchange. As moral as your use of
what you have secured might be (for instance, if you hand it over to
those in need), the deal itself is engaged in and assessed by nonmoral
norms. Companies that declare themselves socially responsible still
attempt to make a profit, which is not equivalent to behavior that
responds in an unmediated way to what others need.
It seems clear that attempts to subvert legitimate market behaviors are immoral. Interfering with the process that makes populations
affluent is a way to cause direct and predictable harm to countless
others. People such as Lenin and Mao, who caused famines with
their policies and price-setting, immorally interfere with the process
that allows so many to live and live well. People who impede the
functioning of markets with less effectiveness might still be responsible for unnecessary hardship and poverty, if it can be shown that it
could have been otherwise. Interfering with the price system, which
is necessary for allowing people to make efficient decisions about
their resources and their life plans, is not frequently cited as a moral
wrong—indeed, the justification is just the opposite. But given the
foundational importance of some economic security, I would suggest
we move this harm up on our lists.
But what other connections does participation in the market have
to morality? And how does the account fit in with the rest of what we
believe to be good—in particular our personal obligations? If we do
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not reconcile our own obligations to others with the market, we will
forever have this very uneasy détente where either the invisible hand
is mistaken for some bold claim that replaces some of our own ethics,
or where there is no effort at all to integrate our moral expectations
of ourselves with the way the market works.
When we participate in the market, engaging in what have been
called “market norms,” we are making determinations that bypass
the most immediate response to other persons’ needs for something
more indirect and longer-term. This poses not only a seriously theoretical challenge to ethics, but a psychological challenge to persons
involved in a switch between market and personal norms. The sad and
perhaps apocryphal story of Cornelius Vanderbilt on his death bed,
offering to sell an artwork rather than give it to his son memorably
illustrates this, at least from one direction.
The ancient philosophers recognized this very problem, even with
markets. The Stoics used to debate the following case: an island of
Rhodes has been struck by famine and is in desperate need of grain.
You have worked hard to be the first ship to arrive, and you know the
other ships are not far behind. Must you tell the islanders about the
coming ships, or let them think no one else is coming and take all the
profit that you can? There are two considerations in such as case: your
humanity and your participation in their market. We understand the
value of mercy and aid and the recognition of others, so we can understand the call to simply hand over the grain that we have brought.
On the other hand, human need is never temporary, and ships will
have to arrive with grain again. As Cicero records, when we imagine
an honest and virtuous ship owner, we realize even he “might be in
doubt whether such silence (not revealing the coming ships) would
really be immoral.”2 Contributing to the system that staves off the
poverty by which human history is most marked is not insignificant in
terms of morality. It is just not a direct contribution that we can know
we have made, given the nature of our understanding of the invisible
hand itself. We can never know, in other words, the terms of the test
the market is holding, or whether we are bringing down the average
or setting the bar.
It is this epistemic difficulty that is so commonly ignored by those
who would like to moralize success in the market. As Friedrich von
Hayek pointed out, when we give credits to people like Henry Ford,
someone whose impact on the economy we assume we can measure
or see, we have obscured the nature of the market. We cannot track
contribution in this way.3 One benefit of the “invisible hand” metaphor would come from it reminding us of this.
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If we cannot assess our market contributions, if our intentions
are primarily prudential in the marketplace, must we simply praise
what we can (avant-garde artists who never receive an audience, for
instance, or good-hearted managers) and leave participation in the
market itself outside of moral evaluation? This is what commonly
happens. Business ethicists sometimes recommend conventionally
moral behavior in business, but those in business are often suspicious
of how realistic this advice is. We need only recall the Stoic famine
example to think that any socially responsible company might simply
hand over what others need if we are going to apply conventional
moral thought to what they are doing. To me it is very clear that to
avoid the risk of incredible confusion when it comes to how morality
applies to business, we ought to try to find a place for our participation in the market alongside our other, conventionally understood
moral obligations.
The degree of unfairness, the cover for greed, the unpredictable
fate of projects we hold very dear—these features of the market provoke so much scorn for capitalism and its ethos. Even if your actual
participation in the market has you holding firm to everything you
believe about morality—you only deal with good people, you make
sure they are fairly rewarded, you participate for others and not just
yourself—the market itself still fails to exemplify what we believe to
be good.
So, let us review the various means of justifying something as
inchoate, wily, two-sided, and permissive as the market. I am going
to suggest that the market cannot be justified in the way political
systems can, but rather it will have to be justified instrumentally, in
terms of its contribution to general affluence. But the market is a very
reliable and irreplaceable instrument, and general affluence is a very
significant factor in other human lives. My argument will be that the
market is not just not moral, but “moral enough” or “just enough” to
warrant our endorsement. And our moral endorsement of the market
and its norms is what will allow us to justify—as perfectly moral—
standard business behavior.
Can We Justify the Market?
The particular challenges to defending as ethical a roughly free market system do not exist when it comes to rights we recognize as a
matter of justice. A market system involves unpredictable results: we
do not know who will obtain material goods, we do not know to what
degree, and so forth. We will not be justifying results we can analyze
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only in the abstract apart from their implementation (what Robert
Nozick refers to as a patterned theory of justice).4 And the “unpatterned” results of the market, once we permit them, are also out of
our direct control. What we can reliably predict is that the results will
be unequally distributed, and that the market rewards luck, accident,
and inheritance along with merit.5
What could justify such an unwieldy thing, so distanced from the
way we assess the moral character of people or institutions? A view
more skeptical of normative ethics might suggest that the market is
only efficient, and justice is not the right type of classification for an
efficient system. This sceptical view would seem oddly limited when
the predictable harms of thwarting the free market are considered. If
dying from a man-made famine is not injustice, I would suggest that
we eliminate the category altogether.
At the other end of the spectrum is the idea that justice actually
does look like our market outcomes. Not even Randians maintain
this, but anyone who did would again be imposing untenable limits
on what they can describe as unjust. The question would be effectively off the table, as she who had market power, or might, would be
right. This option would impose a heavy cost on many of our deeply
held beliefs about justice, and I am going to suggest that we can
defend market systems without paying this price.
What about the approach of defending the right to free trade, to
engage your own chosen consumption or production, and suggesting
that the free market is the only system that is compatible with respect
for these rights? This idea seems to depend on the notion that the free
market emerges spontaneously, with no need of being propped up
and supported actively by legal and other conventions. But of course
the market requires all of this; even libertarians focus on the necessity of the rule of law in maintaining a free market.6 And once we
are attempting to justify legal systems it becomes clear that freedom
is just one right and can only be established alongside others. It is
question-begging to assume freedom is merely freedom in the marketplace. Defending “freedom” but failing to examine the outcomes
of a system that honors it is a lop-sided proposal.
What about the consequentialist approach; could it justify the free
market? It seems the answer is undoubtedly, by their lights. But for
the reasons Rawls gives in his famous critique in A Theory of Justice,
consequentialist views do not seem to be capable of generating widespread support for a conception of justice. It will always offer a provisional justification and it will always invite the ability to tinker with a
market for better (perhaps in the short-term) outcomes.
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What about Rawls’ political liberalism? When it comes to Rawls’
theory, like that of the capability theorists Martha Nussbaum and
Amartya Sen, I am merely going to insist that their justification of the
market is not direct enough.7 For the purposes of political philosophy I have no objection to a general approach that can be used as a
standard by which to critique features of actual markets. But this will
not replace the justification of the market system itself, or a justification of the particular market in which a person is operating; for these
purposes we need something more direct. Without a direct justification of the market we will never be able (as these theorists admit) to
integrate our understanding of conventional moral obligations with
the role the market plays in bringing about affluence. As that is our
challenge, we must seek something else.
A justification of the market should be capable of approving an
actual, and not merely some ideal, market system. (I will use the term
market systems to mean the legal structure, the legal implementation,
the particular participants, and the outcomes over time.) And, given
this, it should also invite objective and empirical measures of material
well-being. If we are not just justifying an ideal system, this is how
the market system “pays off,” after all. Our justification will be provisional on the market in question actually working to increase actual
general welfare. This would seem to be the only way out of a morass
of concerns about what all the many other things a “good” social
system can produce.
The Challenge, Head-On
Let me list some obstacles that I see to fitting what is ethical about
the market into our own moral outlook. From these the hope is that
we can discern the structure of the ethical approach that can meet
this particular challenge.
First, as I have already hinted, it seems an ethical justification of the
market will serve us better than any political justification. Any political justification that is liberal will be at some remove from people’s
own “comprehensive conceptions” (religious views and their replacements). We need something that works with our most personally held
moral convictions, because we want to find a way to fit our personal
obligations to support the market system alongside our other personal ethical obligations.
Second, a justification of the market will need to be sensitive to the
benefits of general welfare. A lack of awareness of this in our ethical
approaches is the situation we are currently in. Without the integration
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we are looking for, our personal ethics are neglecting something we
tacitly assume—namely that all else the same, it is good for people to
be affluent. An ethical justification of the market will need to have
the means to make this clear.
What are the challenges to something that may seem so obvious?
One is how to balance the normative approval of increases in well-being with normative constraints on the means of producing it, including
“easy” ones such as no use of coerced labor, as well as more complex
ones such as the requirement that the affluence produced be “general”
and not exclude the worst-off. Another is how to give ethical approval
to a situation that promotes many cases of harm. With affluence comes
all sorts of fuel for behaviors that are harmful; an ethical theory must
be able to recognize these as harmful while still recognizing the benefit of affluence (in other words, removing the “all else the same”
qualification). We would seem to need a theory that is two-pronged:
one prong would be used for measuring specific instances of bad
behavior, and the other to measure the more general good of affluence
against alternative social arrangements. Without this, the balancing
that would be required between the good of affluence and the harm
that results from generating it would lead us to a mushy conclusion
that could only partially—and therefore not—justify the market.
Third, the free market does not seem to be defensible without at
the same time defending other human rights. We would be taking the
market out of context if we were to pretend that it did not depend on
the support of institutions that protect those conceptions of rights.
Many ethical approaches also defend rights, of course. But are there
particular rights that will be acknowledged only when we bring the
market under this umbrella with other things we already consider
every human to deserve? Let me suggest there is one, and this is
the idea that the rewards of market participation must be effectively
available to all (even if they are received in an indirect manner, by a
person or child who cannot participate in the market). An ethical justification of the market must involve these formal constraints even to
be consistent with how arguments for the good of general affluence
come about: a respect for general human interests. And therefore,
participation must be formally open to all adults; access to the market
cannot be blocked by law or custom.
The Challenge Met—Stoic Theory
We can integrate our concern for our ethical obligations with our
role in the market in this way. We begin by endorsing an ethics that
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regards every human as worthy of rights, and that also acknowledges
ethical obligation to promote the well-being of others. This is not
hard for us, and most of us in liberal democracy have done so already.
But a trickier element is required next—a means of assessing general
welfare without moralizing the evaluation.
This is decidedly against the trend in political theory. Several recent
efforts to integrate ethical considerations with economics are efforts
to moralize economic results.8 The concern is that current economic
methodology’s refusal to recognize the role ethical value plays in our
decision-making results in a misdescription of choices, motives, and
welfare. Modifications to overly streamlined accounts of preference,
such as those undertaken by Amartya Sen, have brought about better
analyses and even better predictions.9 These approaches, as useful as
they may be in other contexts, are not designed to address the issue
of how we, as agents, are to think of our participation in the market alongside our other behavior. Moralizing economic results will
not help us to acknowledge the distinct but interrelated rationales for
personal and business behavior.
The unique feature of the Stoic approach—its theory of
“indifferents”—allows us to acknowledge two types of good: the
prudential good markets offer us, in terms of enabling our obtaining
material items and situations that we need to live, and moral good
that, though it may be dependent on material goods, is assessed
apart from it. It is this feature of Stoic ethics, a complex and ancient
account, that makes it still a vital example of how to structure a normative account if one has an interest like the one of this chapter. This
structure could exist apart from any particular Stoic content.
We can identify three “theses” in the Stoic view that generates
its two-level structure and that are relevant to its ability to justify
markets.
Dependence thesis: Morality operates on worldly goods and is manifested in observable behavior with regard to these goods.
Independence thesis: Morality is incommensurable with other goods.
Neutrality thesis: Morality need not be referenced in order to assess
the benefits of various material circumstances.10
An ethical view with these elements allows us to make strong, strident, determinate ethical claims regarding the necessity of certain
requirements (e.g., on human rights) while providing what I consider
necessary to a complete justification of these claims: an account of
human nature and the human good. There is no reason to push for
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one or another formulation of these, but our more strident moral
judgments really are dependent on there being something in terms of
positive content attributed to good human lives. If a certain behavior
in the market is unseemly, there is a reason why. An ethical account
of human good is all that can get us justifications for conclusions we
are already accustomed to invoking. Furthermore, it is just questionbegging to attempt to justify political systems without putting on the
table one’s reasons for thinking humans are valuable and worthy of
rights.
Due to its neutrality thesis, a Stoic approach allows us to detect
good and bad policy given measurable outputs. The ability of Stoicism
to invoke ethical considerations does not interfere with prudential
decisions dealing with general, non-moralized, welfare. This is, I
argue, key to justifying something like our market, and Stoicism has
this feature due to its description of value: the theory of indifferents.
But there is one more element crucial to what I am suggesting is the
Stoic success in providing justification for markets, which has to do
with the independence thesis. The worries we have about utilitarian justifications, our insecurity over the protection of rights and the
promotion of ideals of more equitable situations than the efficient
outcomes of the market—these do not exist when a system is justified
ethically by Stoicism. No life or abridgement of the quality thereof
need be put along the same scale as economic efficiency. The flexibility of the Stoic approach is “twofold” because it allows us both of
these options, each crucial to offer personal guidance and explanation
for what we find happening in the market.
To consider a situation in merely “deontic” terms. We need this to
establish basic human rights. We also use this reasoning when we do
costly things for the benefit of a person or persons, and this reasoning
is purely ethical. In the example of the famine-torn island in need of
grain, all that would be considered in the case of donating the grain
would be the obvious human need: “Humans are valuable, they need
this, and I can supply it.” This is nothing unusual, for we do this all
the time; this is not a calculation about propping up a market system
long term, nor is it particularly concerned with our own personal
material interests.
To evaluate a situation in terms of material welfare. We need this to
introduce objective checks on a system, and to acknowledge what
theorists often fail to: the vast importance of including material wellbeing when it comes to the moral evaluation of a system. Capability
theorists such as Nussbaum and Sen have proposed ways to incor-
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porate economic well-being into our general regard for persons, but
neither is interested in proposing a framework for personal choices in
regards to behavior in the way that traditional ethical theory does.
Theorists Elizabeth Anderson and Irene van Staveren have developed
sophisticated ethical analyses of market behavior, but each operates at
a remove from personal morality.11 They describe the differences or
similarities between market and ethical norms, but are not aiming to
do the work of an applied ethic and recommend particular norms on
a case-by-case basis.
Types of Value
Here I attempt to explain the account of indifferents that allows the
Stoic approach to function as a direct normative guide to agents, even
when it comes to the market and its “good.” The Stoic term indifferents is aimed at distinguishing a category of value that is obviously
and undeniably value—it includes, for example, food, water, shelter,
and our bodies themselves—but it is a category of value that cannot be made commensurable with moral value. Being alive, being
wealthy, and being productive do not amount to morality. Morality,
for the Stoic as for other virtue ethicists, will be a matter of being
motivated to follow norms that have been well-endorsed. Morality
does not depend on luck or one’s situation, but is a matter of what we
can do when it comes to developing integrity.
The use of the term indifferents is supposed to make us ever vigilant to the fact that additions of material goods (or growth in GDP)
do not have predictably or necessarily good moral results. Yet, at the
same time it encourages a careful calculation of the value of indifferents. How can this be? The term itself is a reminder to not attempt
to conflate moral value and the value of indifferents, but at the same
time, the role of indifferents is not slighted in comparison to virtue,
either. As the Stoic scholar A.A. Long has put it, the Stoic account
maintains that morality is indifferent to the “favorable circumstances
that any normal person, including Stoics, would in principle prefer for
themselves.”12
The offer of a bi-level account of value is, as I’ve mentioned,
unique. The Stoics did not attempt to draw some line to distinguish
higher goods from lower ones—a distinction that is meaningless if
the lower goods are required for survival. They did not get themselves
into a situation where one meta-preference is indistinguishable from
another in terms of moral worth, no commitment capable of being
evaluated as better than another. No, the Stoics were at once fully
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normative (their account provides the resources to evaluate any bit of
behavior as justified or not) and sensitive to the irrelevance of ethics
to some decisions and to some lives. The bi-level account of value
that the Stoics engineered enables the recognition of commitment
(which might indicate that no amount of virtue is worth twenty dollars) without hampering our ability to discuss the value that material
goods do manifest.
All manners of things, including “life, health, pleasure, beauty,
physical strength, wealth, fame, and good birth as well as their opposites, death, disease, pain, ugliness, weakness, poverty, disgrace, low
birth and the like . . .” are to be described as indifferent according to
the Stoics.13 The word was to serve as a constant reminder of how
crucial the use of one of these things is to its normative evaluation.
When a course of action or object is referred to as an indifferent,
the speaker is specifying which of two scales of value (moral or nonmoral) is being invoked. When agency is not at issue, we measure
the material inputs that contribute to general human well-being.
Yet agency can always be of issue, and once a proposal has violated
the conditions of good agency, the Stoic can shift to speaking in
wholly moral terms. This is a way to keep morality from ever being
considered (or to remain) irrelevant to any decision concerning an
indifferent. Morality is always free to intrude, so to speak, because
indifferents (material and other external goods such as health) are
what morality acts upon.
Other approaches might specify moral and nonmoral good without explaining their relationship to each other in this fashion. In
fact, we have some ethical traditions that suggest concern with material inputs is inappropriate to ethical thinking or limited to times
when dire need is at issue. A contemporary example is the thought of
Elizabeth Anderson, who argues that the domains of the ethical and
the economic should be kept distinct.14 With this thinking, no tradeoffs are possible, but there are no such limitations put on Stoic ethical
reasoning, and as a result, there is no conflict in assessing the costs of
the indifferents alongside determining right and wrong.
The term “indifferent” can be misleading if it suggests that no
indifferent is better than any other. This does not follow from the
claim that they are not, on their own, constitutive of moral value.
Indifferents have the sort of value we are all familiar with: we are
aware of how much we need water, for example, and of the value of
clean water to a human being. The efficient use of indifferents can
inform the right ethical decision, though, again, a moral choice can
also be one made despite great cost.15 Perhaps this only seems like
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common sense, but it has not been so easy for ethical theories to
incorporate all of this into their proposals.
For the Stoics, determining the material needs of others does not
proceed through the same route as the generation of other-concern
(as it does for many single-level accounts of ethics). The obligations
we have to rectify the bad situation of others (–judged in terms of
freedom or economics) are not intertwined with our own aim of
being virtuous. You are not virtuous if you are not motivated to
care for others for their own sake, but this has nothing to do with
the determination of any needed and necessary material goods for
others. Prudential decisions about general welfare need not be made
through special moral reasoning. You do not need virtue to be able
to recognize economic necessity, nor is the encouragement of virtue
one of the aims of the distribution of material resources. The Stoic
category of indifferents encourages us to consider the prudential distribution of the very goods that Rawls considers primary and that
Nussbaum describes as neutral.16 Because of the neutrality thesis,
obvious (and economics-friendly) evaluations of transactions can
take place.
Assessment
Stoicism contains the features necessary to making the market and
our participation in it in context with conventionally understood
moral obligations.
Can Stoicism be dependent on the increase in general welfare in comparison to alternative system? The Stoic system operates so that the
efficient distribution of indifferents is itself counted as a moral good,
even as it is acknowledged that material items (even necessities) are not
commensurable with moral value proper, which will also be related
back to individual agency. The theoretical structure that makes this
distinction possible prevents a number of apparent paradoxes. We can,
for example, acknowledge the benefits of market transactions without approving of the particular behaviors that led to these benefits.
Despite placing increased affluence in a moral context, we are freed
from having to wait until we learn what the results of the increased
affluence are in terms of the impact on the individual’s morality. Yet
our assessment is done from within a comprehensive ethical theory,
bringing the integration we were after.
I hope we can see now that Stoicism meets another objective for
the justification of the market: It can invite objective and empirical
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measures of material well-being. The focus on moral value does not
take away from the relevance of material value.
Can the Stoics approve of an actual, and not merely some ideal, market
system? The Stoic approach succeeds in doing this because its justification is provisional. An open invitation is provided to those interested in whether a social system is “good enough” or “justified”—the
invitation is to check the outcomes of the social system, the formal
requirements of it, against an account of human nature that itself
justifies human dignity and human rights. There is, with the Stoics’
apolitical approach, no mediation by a political theory of justice. This
means there are no excuses for systems that are needlessly inefficient
or involve any type of violation of human good.
Can the Stoics include formal constraints, such as that participation
must be formally open to all adults and access to the market cannot be
blocked by law or custom? As mentioned, it is typical of our ethical
theories to include the reasons why every human agent ought to be
considered to have inherent dignity and value. Stoicism certainly does
this.
What good can the articulation of an approach like Stoicism do us? An
ethical theory that acknowledges the good of indifferents as a separate but crucial category of value allows us to place ourselves in the
situation of the ancient Stoics debating what to do when bringing
grain to the famine-torn island. We can meaningfully and coherently
take off our businessperson “hat” and donate the grain. If our integrity calls for such an action, we are merely appealing to the reasons
that underlie personal integrity.17 (We have recognized a duty to aid
and are motivated, in this case, to see charity as our duty.) On the
other hand, we may use the same ethical theory to justify selling the
grain. It is not necessary to justify this standard business behavior by
operating as if the market is a morals-free zone, a distinct domain
from personal ethics. Instead, your behavior is justified in the market
if you recognize the humanitarian role the market plays. It may not be
your finest hour when you sell to the highest bidders on an island in
crisis, but it is an hour you can still justify. (It is a good thing for this,
too, because otherwise ethical theory will not touch on how most of
us spend the majority of our days.) You are following the norms of the
marketplace as they are understood by other sellers and buyers. The
long-term result of this is general affluence, and it is moral to support
this result.
Consider the media images of women in Haiti beginning to sell
vegetables not long after the deadly hurricane hit. This was taken as
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a sign of great hope. Surely the case of the ancient famine in Rhodes
is not too different from this more recent example. Yet Haiti’s situation is more vivid to us and with this comes our recognition of how
limited life without a market will be. We cheer on the vegetable sellers because they are acknowledging the right norm, a norm of market behavior, and one that encourages finding the most efficient and
careful development of resources. Our participation in such norms
is necessary—and, appropriately, on an account with the features of
Stoic theory, moral.
Conclusion: Is the Market Just?
Is the market just? Not in the sense that it meets some discrete ideal
of political good. The market, not being an ideal, simply cannot measure up to such standards. If we are to dismiss it as amoral, we are left
without guidance when it comes to how we should act in the market.
Far better is to determine that the market has a peculiar status of
“just enough.” It is not glorious. It is never how we would prefer it
to be and never as good as it could be. But humans thrive in marketbased systems and can do so without the cost of horrific violations of
human dignity. Higher standards cannot be imposed on a social system until the possibility of meeting these higher standards exist. We
are not to expect too much, or to confuse political ideals for actual
social good. Political systems, the Stoics approach I am describing
would insist, are the wrong place to idealize. They are simply the
conditions in which we live.
But just because it could be that we have happened upon a just
enough political or economic system does not mean there is nothing else to live up to. How moral a society can we be? The sky
is the limit. We could refuse to tolerate or participate in any system that seems to us inconsistent with what we hold to be valuable
about humans. We could open our borders and begin to share our
wealth with the very poor instead of with our local shopping malls.
Stoicism would encourage this type of imagination. We have had a
long run of imagining better political organizations. What if we just
start imagining better personal ethics rather than better systems of
justice? What if we just felt confident we had the vocabulary of such
ethics?
If so, I imagine that CEOs would be afraid to trot out lines about
doing “God’s work” when so much of their reward comes from
helping to set policy. Like the choice before the ship owner bringing grain to a famine-torn island, we can recognize the options.
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We can call out the CEOs on their lack of humanity or we can
recognize their likely contribution to our gradual accumulation of
greater general affluence—or we can do both at the same time. But
we will want to assess the content of the norm that has been identified as controlling for any behavior under question. Purely selfinterested justifications of market behavior will no longer work.
Attempts to talk about benefiting the economy in general ways,
without an attempt to link this to empirical results, should seem
suspicious.
In fact, let us look to some more of what the CEO of Goldman
Sachs had to say about his company’s recent participation in the
banking crisis and subsequent bailout: “We’re very important, we
help companies to grow by helping them to raise capital. Companies
that grow create wealth. This, in turn, allows people to have jobs
that create more growth and more wealth. It’s a virtuous cycle. We
have a social purpose.”18 With the assistance of an ethical theory
that invokes meaningful categories, we can recognize right off that
this is a blanket justification for anything at all that Goldman Sachs
might do. No limiting factor to the good of “growing” the economy
is acknowledged. With Stoic assistance, we can also acknowledge a
social role for banks without conflating this for the practice of virtue. “God’s work” lines will no longer do when the invisible hand is
placed in its proper context.
Notes
1. Arlidge, “I’m Doing ‘God’s Work’ ” (interview with Blankfein from
the Times of London).
2. Cicero, De Officiis, Book III. xii.
3. Hayek, Fatal Conceit, 93.
4. Nozick, Anarchy, State and Utopia.
5. I discuss this in “Money is the Product of Virtue?”
6. See chapter one in this volume, for example.
7. Rawls, Justice as Fairness; Sen, Development as Freedom; Nussbaum,
Women and Human Development.
8. Hausman and McPherson, Economic Analysis, Moral Philosophy, and
Public Policy.
9. See, for instance, Sen’s classic article, “Rational Fools.”
10. For background, see Annas, Morality of Happiness; and Becker, New
Stoicism.
11. Anderson, Values in Ethics and Economics; van Staveren, Values of
Economics.
12. Long, Epictetus, 196.
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13. From Diogenis Laertii Vitae Philosophorum, quoted in Brennan, The
Stoic Life, 119.
14. Anderson, Values in Ethics and Economics.
15. Diogenes, Lives of the Philosophers, 101–3; Cicero, De Officiis I.10,
2.9.
16. Nussbaum, Women and Human Development; Rawls, Justice as
Fairness.
17. See chapter eight by Horwitz in this book for real-world examples of
such behavior.
18. Arlidge, “I’m Doing ‘God’s Work’ ”
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Chapter 5

Ethics in the Mayan Marketplace
Benjamin Blevins, Guadalupe Ramirez, and
Jonathan B. Wight

T

he use of social relations to enforce moral codes governing exchange
is a practice that likely goes back to the early evolutionary history of
Homo sapiens.1 Cooperation among individuals offers distinct advantages for biological fitness compared to self-sufficiency. A key stumbling block is the question of trust and the potential for cheaters to
gain at the expense of cooperators. Charles Darwin, relying on Adam
Smith, argued that mechanisms supporting cooperation can be found
in moral norms arising from instincts; these instincts produce powerful emotions, such as those that generate sympathy with others.2
Moral codes generally work to ensure cooperative behaviors in close
relatives and reciprocators in exchange. They also generally provide
for safety nets to share risks and ensure survival of the group during
unexpected downturns. As human societies change and adapt to new
challenges, specific moral norms evolve to fit those circumstances.
Consequently, a diversity of moral norms and practices has existed
throughout human history depending on time and circumstance.3
This chapter analyzes the moral codes of an indigenous community in Guatemala and how these relate to reciprocation, risk-taking,
safety nets, and market developments. Indigenous Mayan cultural
and social systems are based on non-Western concepts of harmony,
community, natural energy, and a coexisting spirit world. Christianity
coexists and is transformed by these indigenous beliefs.4 Likewise,
Mayan market activities predate the arrival of the Spanish and serve
multiple purposes in a community that go beyond the calculation
of monetary profit. The Maya cosmo-vision today is a blended version of indigenous and Western ideas and is changing rapidly. This
worldview, as it still exists in some highland villages, affects attitudes
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to markets and the means and ends of development efforts. In particular, indigenous Mayan culture is more receptive to self-help and
entrepreneurial activity than to pity and charity. At the same time,
traditional Mayan culture is under assault from a variety of forces,
both domestic and international.
This chapter does not attempt to present an “official” Mayan viewpoint on these topics because doing so would be both presumptuous and misleading. There is no authorized Mayan perspective; such
a viewpoint, if it existed, would not be static. Instead, this chapter reflects on themes of Mayan life and markets encountered over
nearly two decades of building market capacities in the highlands of
Guatemala. In particular, the final section illustrates the workings
of a nonprofit agency, the Highland Support Project (HSP), which
builds upon indigenous practices and an appreciation for Mayan cosmo-vision, in order to create social capital necessary for sustainable
market initiatives.
The following overview introduces Mayan demographic and economic trends, followed in the next section by the general concepts
of Mayan cosmo-vision. The next section shows how this worldview
shapes the social relationships in markets and creates moral limits on
transactions. Then we explore the implications for public policy, particularly economic development theory and practice, as exemplified
by the work of HSP, before providing conclusions at the end of the
chapter. Throughout the chapter we call attention to Adam Smith’s
notions of economic development and his theory of moral sentiments
that underlies human motivation. This association with Smith supports the view that Mayan cosmology developed pragmatic ethical
norms useful for solving economic problems, even if these institutions can and must evolve.
Overview of Mayan Society in Guatemala
At the time of the Spanish Conquest indigenous Mayan societies
reached from southern Mexico and the Yucatan to Guatemala and
western Honduras and El Salvador.5 Mayan culture endures today
in these regions. Estimates of the Mayan population in Guatemala
today vary widely, but is known to be between 40 and 60 percent of
the total population of about thirteen million. Official government
estimates are in the low range, but indigenous groups claim systematic underrepresentation,6 because many indigenous Mayans do not
identify themselves as such to census takers. Vital statistics on socioeconomic characteristics are lacking or are questionable. The latest
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(2009) World Bank indicators for Guatemala as a whole show an average life expectancy of sixty-six years for males and seventy-three for
females.7 The fertility rate is high even by developing country standards at four births per woman. Women make up 31 percent of the
formal labor force, but this statistic is virtually meaningless in villages
since women work long unpaid hours gathering firewood, tending
crops, and so on. The infant mortality rate is thirty-one per one thousand live births and essential vitamin A coverage for infants under five
years is only 44 percent. Health spending per person is around $130,
with 90 percent or more of this paid for privately out-of-pocket. About
43 percent of the population is under age fifteen, and approximately
two-thirds of children ages seven–fourteen are economically active.
Slightly less than two-thirds of children make it through sixth grade
on time. Slightly more than half of Guatemala’s population is rural
and rural population density is very high (four hundred and sixty-six
people per square kilometer of arable land). Finally, per capita GDP
based on purchasing power parity was $4,565 in 2007.
In countries with wide income and wealth differences, average
values mask large standard deviations.8 In particular, rural Mayan
villages are isolated and poor. There are several Mayan dialects and
many Mayans speak no Spanish, creating further isolation. Per capita
income in highlands Mayan villages may be closer to five hundred
dollars per year (less than two dollars a day). Males of working age
often migrate seasonally to coastal areas to work on commodity export
plantations or they may leave the country for years; worker remittances from overseas are a huge part of village income and amount to
about 12 percent of Guatemala’s GDP. Women and children remain
behind in the village to tend crops in family gardens and labor in
handicraft industries such as sewing.
Like most of Latin America since the conquest, Guatemala’s land
ownership patterns can be traced to the Spanish crown, the Catholic
Church, and the expropriation of indigenous lands.9 The most fertile lands along the coast were taken over for export enclaves—large
plantations of coffee, bananas, and sugar; exports account for about
one-quarter of the GDP. A clique of powerful families (oligarchies)
control about 70 percent of the land.10 For reasons of monopsony,
migrant workers in agriculture are likely to be paid less than the value
of their marginal products, leading to exploitation in the neoclassical
sense. While free trade based on comparative advantage raises average living standards, some individuals can be made worse off.11 Large
landowners who have the monopsony power to exploit workers can
reduce living standards for the poor even in the context of free trade.
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The oligarchs also control significant political capital (including control over the military), which makes it difficult for workers to seek
redress in unions or at the ballot box. Not surprisingly, Guatemala
has a record of human rights abuses and a modern civil war that lasted
thirty-six years (1960–1996).
This discussion reminds us that to be an engine of economic development, the market requires an additional and complementary institution: a reputable and fair system of justice. Adam Smith noted that
justice is the “main pillar” without which society would “crumble
into atoms.”12 Society can survive without benevolence, but no society can progress without justice. Justice includes property rights and
fair rules (commutative justice). After five hundred years of repression and a brutal civil war, the issue of property rights and justice for
Mayans is highly problematic in Guatemala.
Without minimizing these issues, this chapter addresses a different
topic: given the reality of the economic poverty in Mayan villages that
will likely not be ameliorated by government action or handouts by
foreign charities, how do Mayan institutions act to promote efficiency
and create their own safety nets? Mayans are relearning how to be
self-reliant and using the new global market to their own advantage.
At the same time, there is a tension created because the Mayan concepts of corporate community conflict with notions of individualism
and autonomy associated with Western markets.
Mayan Cosmo-vision
Cosmology is the study of the universe and the place of humanity
within it. A cosmo-vision is a particular set of beliefs that explain these
questions within a particular cultural context. Every Guatemalan
guidebook discusses the quaint indigenous festivals and weekly
saintly processions, and tourists flock to the colorful Tuesday and
Sunday bazaar in Chichicastenango—the largest indigenous market in the western hemisphere. But few visitors—and certainly few
economists—get inside the mindset of the Mayan people. To do so
requires a leap outside of Cartesian concepts of space, time, and rationality. In Mayan cosmo-vision there is no separation of mind, body,
spirit, and nature. In this framework, the concept “I think—therefore
I am” is unbalanced and unhealthy.
Mayan civilization goes back in time more than four thousand
years. At its peak (250–900 AD) it was characterized by a well-developed language and specialization of labor in agriculture, art, architecture, crafts, and building trades.13 Relatively high population density
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was achieved in independent city-states that were supported by crop
cultivation techniques such as raised beds, irrigation canals, cyclical
rotations, and so on. Based on artifacts, Mayans likely maintained
widespread trading networks across Mesoamerica. Mayan technology
of this time was in many ways significantly advanced compared to
European knowledge. Ancient Mayan mathematicians, for example,
utilized the concept of zero and astronomers plotted the heavens with
accuracy. Mayan calendars recorded complex cycles as well as provided a non-repeating “Long Count” calendar dating back to 3114
BCE.14 To the Maya, the past provides a means of understanding the
cyclical nature of life leading to the present, and from the present one
can anticipate future cycles. Unfortunately, most astronomical and
other writings of the Maya were purposefully destroyed by Spanish
conquistadors.
Mayan cosmo-vision should thus be understood not as the ramblings
of a technologically primitive, culturally illiterate, and economically
deprived people, but rather—for its day—the relatively sophisticated
philosophy of a knowledge-advanced urban society. This point is difficult for Westerners to comprehend when viewing the modern-day
poverty and illiteracy in surviving rural Mayan villages. For reasons
not yet understood, several important southern Mayan city-states
began to collapse during the eighth and ninth centuries AD.15 The
subsequent Spanish conquest destroyed remaining Mayan city-states
by the late seventeenth century. Official colonial policy (supported
by the Catholic Church) was to eradicate the Mayan culture and supplant it. Hence, Catholic churches were constructed on top of Mayan
religious sites and Christian rituals and functions were layered over
Mayan ceremonies. The Mayan languages were forbidden in public
schools. The persistent discriminatory policies of the last five hundred years, and the devastating effects of civil war that ended only in
1996, have left Mayan communities in a shambles. They are deprived
of fertile lands (taken over by Spanish land grants); deprived of male
wages—two hundred thousand died during the civil war in which
Mayan leaders were targeted;16 deprived of identity that comes from
language; and deprived of political power despite representing about
half of the population in Guatemala. As a result, the Maya cosmovision today is a blended version of indigenous and Western ideas, and
is evolving rapidly.
The central element of this surviving Mayan worldview revolves
around a key idea: that humans are a physical manifestation of the
mystical cosmos and that aspects of the cosmos are reflected along
different metaphysical planes (e.g., in a spirit world). Each person is
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part of this wider universe and should achieve harmony with it as a
principal ethical precept. Becoming one with the natural universe—
experiencing no separation—is at the heart of Mayan peasant religion. Harmony is regulated by “energy” flows that need to be kept
in balance. Achieving balance requires the loss of ego, and a focus
on observing the natural laws for personal and social behavior. In
Western terms, we might say that the Mayan religion reflects the view
of quantum physics, in which everything at its core is a particle of
pure energy. Energy flows can be “seen” or “felt” everywhere—like
halos in Medieval European portraits.
While conquering Spaniards destroyed most Mayan writings, a
redacted manuscript from the early eighteenth century survives and
relays a set of key mythical stories in the Mayan tradition. The Popol
Vuh: The Sacred Book of the Ancient Quiche Maya describes a natural world in which there is no separation of the sacred from the
mundane.17 Everything is endowed with a sacred element because all
material objects are constructed from elements of creation. The very
act of creating is sacred because it is a manifestation of the cosmic
consciousness in a time-space continuum. The word for this interdependent fabric of life is “Pop,” or literally “mat.” Mayan organizations refer to consensus-based, horizontal organizational structures
of their communities as a Pop.
Mayan culture is also shamanistic—concerned with communicating with a spirit world that exists in a parallel plane and is inhabited
by good and bad elements:18
Shamans are specialists in ecstasy, a state of grace that allows them to
move freely beyond the ordinary world—beyond death itself—to deal
directly with gods, demons, ancestors, and other unseen but potent
beings. Shamanic ecstasy can last moments, hours, or even days, but
the amount of time spent in trance is less important than the knowledge of its existence.19

This mystical underworld is called Xibalba and belief in its existence
plays an important role in shaping attitudes toward the physical world
above. Mayan temples such as Chich’en Itza and Tikal represent
devices for tapping into this spiritual power. Importantly, Mayan religion is not theistic: God is not personified, rather the cosmic intelligence is a unified and integral part of one’s existence and society. No
entity exists outside the system and the whole equals the sum of the
parts. In contrast to much Christian theology (in which there is an
orchestra conducted by God), Mayan religion makes no distinction
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between the notes played and the musicians, nor does it provide for
a conductor.
However, in all anthropological work we must distinguish the
“high” culture of the Kings and nobles from the “low” culture of
peasants. Mayan high culture is ritualistic, ceremonial, literal, and
hierarchical; Hayden presents a view of this non-egalitarian behavior
by Mayan elites in larger towns (e.g., eight hundred–nine hundred
people).20 Mayan low culture is allegorical, egalitarian, and nonhierarchical, and is typically more likely to be observed in small villages
(e.g., under one hundred people). Contemporary Mayan society has
elements of both tendencies but in small villages is mainly peasantbased, which is the focus of this chapter.
Schele and Friedel note the sharp distinction between Mayan
and Western philosophies that makes it difficult for newcomers to
comprehend:
While we live in a model of the world that vests our definitions of
physical reality in science and spiritual reality in religious principles,
the Maya lived in a world that defined the physical world as the material manifestation of the spiritual and the spiritual as the essence of the
material . . . This manner of understanding reality is still true for many
of the contemporary descendents of the ancient Maya.21

The Mayan cosmo-vision thus provides a set of principles for organizing individual and community life. While the forces of nature dissipate energy as in the entropy law, humans operating in the cosmos
act as a countervailing force. The dominant theme is that humans are
not apart from nature and others, and unlike the Cartesian divide,
the human person cannot be separated into component parts whether
spiritual, material, or corporeal. Life is holistically integrated, and the
ideal is to achieve harmony and balance with the environment and
with one’s community. This philosophy is in many respects similar to
the Stoical philosophy that interested Adam Smith. In recounting the
Stoic system, Smith writes:
[A wise man] does not look upon himself as a whole, separated and
detached from every other part of nature, to be taken care of by itself
and for itself. He regards himself in the light in which he imagines
the great genius of human nature, and of the world, regards him. He
enters, if I may say so, into the sentiments of that divine Being, and
considers himself as an atom, a particle, of an immense and infinite
system, which must and ought to be disposed of, according to the
conveniency of the whole.22
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Perhaps like Stoics, Mayans use ceremonies to assist someone to tune
their frequency to the rhythm of the cosmos, which has its own orderly
cycle of its own. The danger is seen in focusing on oneself, rather than
on the integrated whole of which humans are an infinitesimal part.
Ethics in a Mayan Market
To recap, the Mayan cosmo-vision places each person and each
act within an integrated and seamless fabric of the universe called
Pop. Political and economic transactions are a reflection of Pop and
bind the participants in a web of social and spiritual relations. This
is reflected in cultural behavior by redistributive justice, egalitarian
price discrimination, and socially controlled local monopolies and
specializations. We turn now to these issues.
Redistribution
Fiestas are one of the primary means of economic redistribution within
Mayan villages and towns and represent a major form of personal
expenditure.23 The wealthiest people become the chairs of the fiesta
committee and subsidize fellow villagers by both creating demand for
their handicraft products and by providing in-kind subsidies of food
and entertainment. In more urban locales there is corporate sponsorship. Mayan spirituality is experienced through ceremonies and festivals, and business leaders are expected to participate in the spiritual
life of the community and keep the energy reciprocity flowing.
Low income villagers make the marimba music, fireworks, food,
piñatas, and other goods and services used during the fiestas. Since
fiestas are a weekly event throughout the country, the economic
impact of this redistribution in poorer areas may be considerable.
Social welfare is often a conscious factor in deciding which small
businesses get the fiesta trade. If one family has sick children that
need medicine, fiesta business is directed to that family. This is a
mechanism for providing desirable and voluntary income redistribution without imposing the stigma of charity or imposing the power
of government. Such considerations are expected as part of the proper
and normal balancing of energies.
Cofradía is an organized brotherhood of the Catholic Church
(which, as noted earlier, has rituals and functions layered on top of
ancient Mayan ceremonies). In many communities cofradías take on
the responsibility for promoting and celebrating a particular saint’s
feast day, including a procession, fireworks, a mass, and meals for
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all attending.24 Cofradías often incorporate pre-Columbia rituals,
requiring a shaman (see later). Since the conquest these fraternities
have served as de facto political and legal structures in a town; the
members are often associated with the Chamber of Commerce. A
businessman can elevate his status by sponsoring a fiesta, and thus
these are often organized and run by the brotherhoods. Social capital is needed to attract clients, and a business leader who fails to
sponsor a fiesta may be treated as an outcast. Proving one’s worth to
the village is an important step spiritually, economically, and politically. However, fulfilling these social obligations is a form of social
“tax.”25
Accordingly, every Mayan has a ledger system in her head. The
smaller the village, the more powerful that energy ledger system becomes. Every child starts life with a hugely negative ledger
because there is a welcoming ceremony for newborns—by which
babies become indebted to others at their birth. The child’s identify
is formed by the community that feasted her. Hence, since everyone
is in debt to the village from birth, it is one’s obligation to always help
the village. As with the birth ceremony, such rituals of passage are
repeated at various points in a Mayan’s life. When a person marries
they are expected to feed all those who come to the wedding (and in
a village that would be everyone). There is a notion that if you feed
people when you get married, you’ll never have a hard time in life
because others are then obligated to feed you. Such behaviors and
expectations tend to reduce economic disparities and maintain a more
egalitarian society. Annis provides one of the most interesting modern studies of a Mayan village. He speculates that: “Since [Mayans]
could not realistically translate wealth into economic and political
power in the Ladino [non-indigenous] sphere, the accumulation of
wealth was morally rejected in favor of reinvestment in a kind of social
currency negotiable only at the village level.”26
Unlike Western notions of individuality and autonomy, the Mayan
cosmology does not allow people the freedom to escape group consciousness. Business and one’s economic life are bound up with one’s
spiritual and ethical obligations to the community. Mayan villages
are a socially “corporate” community—where everyone has a role
in the growth and well-being of the area. One could speculate that
the socialization process of debt-obligation from birth serves a vital
evolutionary role in survival of the group. That is, social bonds and
cultural practices provide mechanisms of redistribution that help
the marginally worst-off in society, and thus raise average group fitness. As noted earlier, Darwin believed that moral practices can serve
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evolutionary purposes, an idea partially derived from a careful reading of Adam Smith’s The Theory of Moral Sentiments.
In fact, the fiesta redistribution system is similar to Adam Smith’s
“invisible hand” example in Moral Sentiments. In a feudal society
Smith noted that a rich landlord often overplants his fields—not
because he can eat the produce thereof, but because he responds to
the natural instinct to create order.27 While David Hume argued that
beauty comes from utility, Smith proposed instead that the recognition of beauty arises from conceptions of ideal fitness, order, and perfection.28 What is orderly from society’s perspective is not necessarily
rational or orderly from an individual perspective. It is irrational for
the landlord to overplant his fields, and self-deception thus plays a
part in explaining how societies progress. The landlord’s eye is larger
than his belly and Smith notes that “it is to no purpose” that the
landlord cultivates his fields so extensively.29 Yet after the harvest the
landowner’s belly can imbibe only a fraction of what he desires; excess
food will be traded for the “baubles and trinkets” produced in nearby
villages. Landlords provide, through this trickle-down economics, a
living wage to the less fortunate. Thus:
[The rich] are led by an invisible hand to make nearly the same distribution of the necessaries of life, which would have been made, had the
earth been divided into equal portions among all its inhabitants, and
thus without intending it, without knowing it, advance the interest of
the society, and afford means to the multiplication of the species.30

According to this notion, a voluntary and unconscious system of redistributive justice operates to maintain balance and harmony in society
through an invisible hand. Something similar to Smith’s theory exists
in the Mayan worldview, in which energy flows serve to balance the
scales of life and maintain a safety net for the poor.
One can further speculate that such a social mechanism could arise
from calculated or enlightened self-interest in an economic system
subject to cyclical fluctuations. Fiestas are similar to African tribal
wealth-sharing and to native American potlatch ceremonies that are
thought to provide social insurance for bad times. Although such
systems are compatible with rationally enlightened self-interest, these
behaviors may originate from unconscious or instinctual drives. Adam
Smith noted that sympathy, for example, did not arise from self-love
but from an instinctual fellow feeling. In other words, sharing behaviors may produce long run benefits but yet not arise from the agent’s
long run consequentialist analysis.
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From an ethical perspective Smith thought that it was important to
maintain the distinction between conscious rational calculation of virtue as contrasted with instinctual virtue because the former produces
conduct in the long run of a “much inferior order.”31 Hence to Smith
it is better to act out of genuine feeling and authentic regard rather
than from pure calculation of self-interest: virtue ethics requires more
than narrow prudence.32 To amplify this point, when Adam Smith
again uses the “invisible hand” in The Wealth of Nations, it occurs in
conjunction with a discussion of virtuous character: “[The merchant]
can know better the character and situation of the persons whom he
trusts . . .”33 A person of character is virtuous because of a love of virtue, not from the consequences that flow from being virtuous.
Amartya Sen takes a slightly different approach, in which he assigns
the term “commitments” to reflect binding obligations or duties to
others that impose harm or cost on oneself.34 These reflect metapreferences rather than simple preferences of the moment. The redistributive practices that produce group solidarity in Mayan villages
likely arise and are sustained by some combination of enlightened
self-interest, sympathy, and commitments; the working hypothesis of
this chapter is that such practices generate advantages to the group
that cannot be obtained by individuals acting alone. However, in
times of rapid change—as is the case economically and culturally
in Guatemala today—institutions can become anachronistic.35 For
example, the fiesta system may solve coordination problems by providing the working poor with redistributions, and the opportunity
cost of this practice may be low when the well-off have few investment
alternatives. But this practice is increasingly viewed as a quaint relic,
out-of-date with the penetration of financial markets and improved
communication and transportation systems that allow the middle
class Mayans to bypass village life.36
Pricing Behavior
In addition to redistribution through festivals, the Mayan worldview
pervades price setting and leads to widespread egalitarian price discrimination based on perceptions of each person’s different situation
and needs. For Mayans the marketplace is a sacred space of mutual
assistance. The vendor of beans from the Highlands is dependent
for survival on the oranges brought up from the tropical cost, as
are the coastal people dependent on the protein from the Highland
beans. From an elevated position in this simple market, it is easy to
see that many Maya are locked into a sacred web of interdependent
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relationships. To better understand this phenomenon, an anthropologist might record the following anecdotal behavior that provides
insights into the Mayan worldview in the market:
We witness an elderly Maya vegetable vendor give thanks to God for
the first sale of the day and watch as she stores that money away to be
given in alms for the poor. She has a sense of duty and believes that
good fortune is a blessing of the cosmos and that nothing happens by
chance. The cosmos provides opportunities. We see the little shrine
she erected in her stall with Saints in place to protect and assist her
in feeding her family. She greets the next customer with a term that
means blessing, for each customer is viewed as a blessing from the
creator and their business a gift.

Energy equilibrium—not price equilibrium—is what matters in the
Mayan marketplace. Energy flows require balance, and it unleashes very
bad energy, for example, to cheat someone. In doing that you bring
negative energy into your life and you will need to “clean” that energy.
Market pricing is thus another manifestation of Pop. Being honest
in a market transaction, however, does not mean that everyone pays
the same price for a similar product. Balancing of energy is subtle and
requires that different people pay different prices. A ritualistic bargaining brings out the “just price” in every circumstance. A rich consumer
is expected to be willing to pay a higher price and a poorer consumer
would be expected to pay a lower one. One could say this is similar to
the Golden Rule—“Do unto others as you would have them do unto
you”—considering one’s circumstance. It also allows for social redistribution in a way that maintains dignity and a work ethic.
Mohammed Yunus discovered the important role that social capital can play in micro finance (e.g., the Grameen Bank).37 In a similar
way, social capital provides a mechanism for redistribution and pricing in a microeconomic Mayan community. However, this behavior
is subject to breaking-down with the influx of tourists. An act that
was considered sacred—buying and selling with a “just price”—can
become corrupted when the process is made secular and impersonal.38 The Mayan practices discussed here are gradually disappearing as
improved roads bring in outsiders and Western habits of consequentialist thinking.
Specialization and Local Monopoly
Most village families use surplus child and elderly labor to till a small
plot of corn and interwoven beans (called milpa). This marginal output
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is used for family consumption and basic survival.39 In addition, families with more land and a small bit of capital will take greater risks by
growing vegetables and potatoes for sale in the market. In addition,
a village economy is often cooperatively specialized in weavings, baking, and other small business ventures. Everyone has a defined role
in the economy and occupations are a calling, arrived at through an
intuitive, reflective, and spiritual process. One’s birth sign, as well
as one’s abilities, influence choice. Not surprisingly, children often
follow in their parent’s occupations. One’s occupation is thought to
maintain order and the functioning of the cosmos; each does her part
for the maintenance and survival of the group.
Economies of scale are not compatible with competition in villages hindered by poor transportation systems. Economics of scale
thus result in natural monopolies in trades subject to high fixed costs
relative to the small local demand. Without laws to enforce natural
monopolies, social injunctions are used instead to prohibit competition. It is considered socially improper, for example, to open a competing bakery if the village already has one. Someone competing in
this setting destroys the balance and harmony of the village and in
economic terms would result in higher prices to consumers (assuming
economics of scale). Likewise, it is improper for that baker to use the
village monopoly to gain unfair advantage in pricing. Given the isolation of many villages caused by bad roads, this social system of regulation seeks to encourage economies of scale through specialization
while also reducing deadweight losses caused by monopoly pricing.
Like the Grameen Bank, social harmony can be a powerful force for
marshalling resources. However, those same social forces could act as
constraints on development if free riders take advantage of them.
The social nature of production is also reflected in job allocations.
Weavings are purchased in bulk from the village; when a large textile
order comes in, all small producers in town are expected to benefit
from the contract. One shop paints and/or dyes the thread, another
lays threads out for the foot loom, and so on through a number of
different specializations. This is eerily similar to Adam Smith’s explanation of specialization in The Wealth of Nations, in which he discussed the cooperative nature of production:
[T]he whole work is a peculiar trade . . . divided into a number of
branches . . . One man draws out the wire, another straights it, a third
cuts it, a fourth points it, a fifth grinds it at the top for receiving, the
head; to make the head requires two or three distinct operations; to
put it on is a peculiar business, to whiten the pins is another; it is even
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a trade by itself to put them into the paper; and the important business
of making a pin is, in this manner, divided into about eighteen distinct
operations . . .40

Smith never addressed how these operations are organized or managed, that is, how one worker is selected to straighten, how another
is selected to cut, and so on. Presumably there is an overseer or entrepreneur who directs worker activities so that there is cooperation
without redundancy. Mayan village production appears similar in
some ways, but the organizing principles are different as explained in
the following section: Mayans rely less on hierarchy and order-giving
and instead are likely to use unspoken, cooperative mechanisms of
management.
In addition to local specializations, Mayan villages exhibit regional
specializations. Totonicapán focuses on commercial floor loom weaving done by men using a technique imported by the Spanish. The
indigenous back strap loom weaving, practiced for thousands of years,
is done by women in villages. Back strap looms are used to make personal items such as the huipil (woman’s blouse), which is considered
a sacred item. Chichicastenango (“Chichi”) is the regional outlet for
back strap loom fabric that is more elaborate, and explains why Chichi
is the hub of the tourist trade. Chichi also has sewing shops.
Given these regional city specialties, remote village producers have
high fixed costs for marketing their wares. For example, there is a
high fixed cost in traveling long distances along poor roads to take
one’s weavings to the market, and then to sit for a full day at the market selling. When high fixed costs of marketing exist, it is expected
that one villager will carry out marketing activities for others. If each
villager acted independently by traveling separately to Chichi to sell
on market days, there would be an immense opportunity cost of time.
Alternatively, a cooperative solution is for one person in the village—
acting as a natural monopsony—to buy the weavings of everyone in
the village to take to the market. As noted earlier, the Mayan communities are socially corporate. People have unwritten rules for remuneration and a ledger system of energy balance. These issues constrict
and also inform how development policy might work in the highlands
of Guatemala.
Development Policy
Rodrik provides a scathing critique of development economists whom
he accuses of forgetting economic fundamentals.41 He argues that
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economics is essentially about means and ends—of analyzing what
works as opposed to what sounds good in theory. Since the 1990s,
the reform package known as the “Washington Consensus” attempted
to stabilize macroeconomies, liberalize markets, and privatize state
enterprises. The results for growth in Latin America have been lackluster. By contrast, countries in East Asia that followed unorthodox
policies grew much faster.
The reason most Latin American economies have not taken off
using neoliberal policies, Rodrik argues, is that reform efforts have
not been prioritized. That is, marginal costs and marginal benefits of
reform vary depending on the particular bottlenecks of a particular
country at a point in time. A general reform effort targets nothing
specifically and may be counterproductive in terms of second-best
options: “What [countries] need,” Rodrik argues, “is not a laundry
list [of reforms], but an explicitly diagnostic approach that identifies
priorities based on local realities.”42
By contrast, the World Bank and IMF adopted a “cookie-cutter”
list of reforms in the 1990s that every country receiving support
was expected to fulfill. For Rodrik, identifying priorities for reform
relies extensively on local context. History, culture, politics, and path
dependency limit the range of options and the methods used. Hence,
while development policy might be guided by first-order principles
of property rights and markets, it should be grounded and activated
through specific institutions of a country. Rodrik notes:
First-order economic principles—protection of property rights,
market-based competition, appropriate incentives, sound money, and
so on—do not map into unique policy packages. Reformers have substantial room for creatively packaging these principles into institutional
designs that are sensitive to local opportunities and constraints.43

Adam Smith was well aware of the difference between ideal philosophy and policy in practice. Hence, in The Wealth of Nations Smith
argued that it was not necessary or desirable to follow an ideological
approach to development. For example, although Smith respected the
mid-eighteenth century French reformers (Physiocrats) who advocated laissez faire, he did not accept the pure approach advocated by
this doctrine. Smith, like Rodrik, was a pragmatist and noted:
Some speculative physicians seem to have imagined that the health
of the human body could be preserved only by a certain precise regimen of diet and exercise . . . Mr. Quesnai [leader of the Physiocrats],
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who was himself a physician, and a very speculative physician, seems
to have entertained a notion of the same kind concerning the political body, and to have imagined that it would thrive and prosper only
under a certain precise regimen, the exact regimen of perfect liberty
and perfect justice. He seems not to have considered that, in the political body, the natural effort which every man is continually making to
better his own condition, is a principle of preservation capable of preventing and correcting, in many respects, the bad effects of a political
economy . . .44

These observations provide ample reason for development economists
to be humble about what can be done from the “top down,” and
instead, to be more focused on supporting context-specific opportunities for people to better their own condition by their own natural
efforts from the “bottom up.” In particular, economic development
policy in the highlands of Guatemala needs to consider not only the
geographic isolation, the political strife, and the poverty of human
and physical capital, but it also needs to consider the context of Mayan
institutions and worldview. We turn now to an example of such a
development approach.
Highland Support Project
The Highland Support Project (HSP) is an incorporated nonprofit
entity founded in 1993 and headquartered in Richmond, Virginia.
HSP’s development work in Mayan villages is instructive in three
ways: first, it highlights the importance of first-order principals of
property rights and trade; second, it highlights Rodrik’s injunction about the importance of developing institutions and policies
within a particular historical context; and third, it illustrates the use
of Mayan ethical and cultural precepts as a foundation for Mayan
development.
With regard to trade, HSP creates a global market for weavings
and other village products by providing direct links between handicraft producers in Guatemala and consumers in the United States.
Items are sold at a retail store in Virginia, via the Internet, and also
via special event sales at churches. Having access to global capital,
marketing, and markets frees highland workers from the monopsony
power of plantation agriculture; and it fulfills Adam Smith’s vision
that trade provides opportunities for specialization and increased
standards of living. However, a key problem with introducing global
trade is that villagers lack both the knowledge of foreign markets and
the practice of dynamic innovation needed for long term survival in
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a rapidly changing market. HSP attempts to counter this by involving design students from a U.S. university to help Mayan women
fashion products that are the size and shapes most likely to sell; they
also help identify and/or create new products that take advantage of
comparative advantage. In short, it is a blend of Mayan inspiration
and American marketing.45
Another HSP initiative is to take North American tourists directly
to remote Mayan villages where they buy direct. In addition to providing tourist revenue, visitors typically perform community service
by tutoring in schools and by building energy- and health-enhancing
concrete stoves in village homes. Because unvented open fires are a
major cause of respiratory ailments, vented stoves serve to improve
human capital. In addition, because the stoves are more energy efficient, they reduce the labor time in gathering firewood and improve
the regeneration of forests and reduce soil erosion.
These activities raise the question of whether, through its transformation of village production and the introduction of tourists, HSP
is contributing (paradoxically) to the decay of the Mayan culture
and community. While economic growth changes culture and institutions, HSP’s efforts are guided by working exclusively through a
Guatemalan partner it created, the Asociacion de Mujeres del Altiplano
(AMA or Highland Women’s Association). AMA is run by, and for,
Mayan women. It works on a number of projects that seek to revitalize Mayan culture, such as introducing the Mayan Arts Program
(MAP). Most schools lack even crayons for children to draw. MAP
provides art supplies and volunteer instructors to connect children
with their heritage, which is a first step in creating self-confidence
needed for entrepreneurial success. AMA works from the belief that
Mayans are natural entrepreneurs who can lift themselves out of poverty through formal and informal businesses. Market-based activities
are the foundation for maintaining and restoring Mayan culture and
identity—even if markets also threaten that identity and culture in
the short run.
As noted, village males often migrate in search of work. Hence,
women are the backbone of village enterprises. AMA strengthens
entrepreneurship through “women’s circles” that meet weekly. These
groups encourage participation and organization of local women to
solve local problems in their communities. After the devastation of
civil war, a major problem was debilitating depression and pessimism.
Women’s circles aid in psychological healing using trust games and
other self-esteem raising activities. Social capital is enhanced when
women encourage and support each other, and equally as important,
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hold each other accountable. A Mayan saying provides the link, “All
rise together and no one will remain behind.”
AMA also works to preserve the ethics of Mayan exchange. When
AMA goes into a village to buy weavings, they follow the Mayan custom of buying from all producers, even if the quality of some sellers
is lower. From experience AMA learned that not doing so disrupts
harmony and sends the wrong social incentives; for example, it promotes individualism that goes against social corporatism needed for
women’s circles to succeed. The consequence, of course, is that this
practice lowers the average price women get from selling, and the
better quality weavers end up subsidizing the lower quality weavers.46
This is considered normal; just as some women are good at embroidery and others at day-care, energy is balanced when women distribute roles by talent and ability.
AMA also selects households for stove construction and other
assistance on a self-help model that protects and reinforces the dignity
of individuals. To participate, families join the local PTA, contribute
to women’s circles, and do other forms of community service. Stoves
and other aid are earned through the efforts of families, not simply by
charity. Families play an active role in the process of selecting projects
and carrying them out. While at times this may result in the appearance of “inefficiency,” the broader consequentialist goal is to help
communities develop the leadership and processes for solving their
own problems rather than rely on outside assistance.
These experiences suggest ways in which development practices
can be improved by understanding Mayan social practices, particularly in terms of management. Mayans use nonverbal communication:
people often stand around and discern the spiritual energy landscape.
Self-discipline is required as each holds back from asserting control.
Indigenous leadership is revealed slowly, quietly and indirectly, by
example and never through giving orders. Harmony is the key goal,
requiring reflection and self-command.
Western aid workers, by contrast, may have notions of efficiency
and hierarchical management that can be inappropriate and counterproductive. For example, accountability and involvement are often
lacking when aid workers show up to bestow unearned “bounty” on a
remote village, as noted in William Easterly’s critique of the aid burden
in Africa.47 In a Mayan worldview one-sided aid produces a bad energy
balance and breaks down indigenous values. Process, in addition to
outcomes, matters to Mayan development. Another example of the
conflict between Western aid and indigenous values can be seen when
AMA brings stove materials to a village. In a Western mindset “time
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is money” and North American volunteers desire to quickly organize
the distribution of supplies. A self-appointed Western “leader” will
take charge and assign roles, giving commands. To peasant Mayans,
this assertion of hierarchy is seen as aggressive and rude and produces
disharmony. In talking with local participants, AMA has learned
that the efficiency gains to hierarchical leadership are lost due to
the disharmony caused by social conflict and the lost opportunities
for indigenous management to appear. While hurricanes and floods
often mandate immediate food and shelter relief, NGOs that simply
bestow aid on villagers fail to develop the key resource required for
sustainability—indigenous leadership and entrepreneurship.
Conclusions
Adam Smith believed that natural instincts for sociability provide
human motivations that precede and supersede markets. Smith theorized, for example, that the natural propensity to “truck, barter, and
exchange”48 arose initially not from the desire for pecuniary reward
but from the social instinct to share beliefs and to persuade.49 Social
instincts may work to enhance cooperation vital for survival in a
Mayan village, for example, even if the forces at work are not all—or
even mainly—rational or conscious. While enlightened self-interest
is a powerful force, Smith and Darwin argued that instinctual, emotional responses are often more reliable ways of producing successful
cooperation and trust essential for markets. The instinct for justice,
for example, provides a mechanism for punishing that keeps freeloaders in check and makes cooperation a preferable option.50
Recent discoveries in neuroeconomics support the view that automatic mechanisms of social affiliation are at work. For example, the
discovery of “mirror neurons” in the brain may be the physiological
link to Smith’s “fellow feeling” model of sympathy; and the discovery
that the hormone oxytocin is released during trust exchange provides
evidence of a biological foundation for ethics in trade.51
In this context, many Mayan communities continue to adhere to
imbedded cultural and social customs that have profound psychological and economic implications for survival. These include the practice of voluntary redistribution through fiestas, price discrimination
in markets, natural monopolies in villages (with social injunctions
against deadweight losses), corporatist community buying and selling, and other traditions that bind villagers in affective and symbiotic
interdependence. Economic development policies that overlook indigenous practices by imposing other values will miss much of the natural
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social capital that can create sustainable practices. In particular, philanthropic groups that turn up to distribute free goods are viewed
with great suspicion in Mayan societies because these practices violate
the objectivist balancing of energy flows. Charity involves unilateral
transfers; hence, it is “not real” but an illusion. By contrast, social
practices that promote redistribution through bilateral exchanges are
viewed as sustainable when the energy balance is equalized (based on
ability to pay), even if the dollar returns are different.
The rapid rise of imported evangelical Protestantism, however—
promising individual salvation—is one of the forces breaking apart
the social bonds exemplified by cofradias and other traditional forms
of social obligation. Better-off villagers are increasingly reinvesting
their wealth rather than using it for redistribution through fiestas.52
Individual success replaces group success, and while such economic
development generates the potential for higher average living standards, median family incomes are buffeted by lack of land for milpa
production and a disintegrating social network.
The process of cultural disintegration, assimilation, and transformation has occurred in other places in which indigenous groups have
been colonized.53 As Mayan communities continue to evolve and
increasingly interact in global markets, many of the indigenous practices are thus disappearing. Traditional practices provide safety nets
that ensure economic subsistence and a social structure that supports
personal dignity. While economists equate increased production and
global trade with a rise in efficiency, a full accounting would include
the transitional and dislocating costs that go hand-in-hand with freeing up capital or labor inputs, and the potential loss of social capital.
This chapter provides a glimpse into traditional village life and the
moral construction of meaning through market activity.
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Chapter 6

Philanthropy and the Invisible Hand:
Hayek, Boulding, and Beyond
Robert F. Garnett, Jr.

S

ince the official end of the Cold War two decades ago, economists across the ideological spectrum have advanced broader visions
of human behavior and social cooperation. This diverse movement
includes, among others, experimental economists, behavioral economists, social economists, development economists, feminist economists, post-Marxist economists, classical liberal economists, and
historians of economic thought.1 As a group, these thinkers aim to
reinscribe Adam Smith’s invisible hand concept within complex analytic structures that resist standard Walrasian reductions of economic
relations to market exchange and human behavior to narrow selfinterest.2
Unfortunately, only a handful of these post-Walrasian scholars
(van Staveren, Nelson, and Chamlee-Wright among them3) have paid
serious attention to philanthropy: “voluntary giving and association
that serves to promote human flourishing.”4 To a remarkable extent,
they have followed the lead of Adam Smith himself, who “did not
give private benevolence associations much of a role in solving social
problems.”5 Even authors who emphasize the economic importance
of family and community, or the “civic ethics that are consistent with
the freedoms of a liberal society”6 make no reference to philanthropic
institutions or processes per se.
The pervasive neglect of philanthropy in economic theories
of commercial society is the mark of an enduring “Adam Smith
Problem” (ASP), both in the classical sense described by Oncken7
and the modernist version of the ASP that took root after World War
II. Professional economists in the 1940s, 1950s, and 1960s, inspired
by the rise of national income accounting and general equilibrium
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theory, embraced a modernist image of the market economy (or the
mixed economy of markets and government) as a machine-like system. As the idea of economy as “programmable provisioning system”
took hold among economists and the public, the venerable distinction
between impersonal Gesellschaft and face-to-face Gemeinschaft forms
of cooperation became more rigid and hierarchical.8 Economists came
to regard markets and commerce as the generative core of economic
life (potent, efficient, systemic), in contradistinction to charity and
other forms of philanthropic giving, which were seen as outmoded,
inefficient, and ad hoc.
Viewed through the lens of gender, the treatment of commerce and
philanthropy as separate spheres of cooperation mirrors the historic
and analytic separation of domestic economy from market economy.9
As Stephanie Coontz argues in her history of the modern family,
the eighteenth century was marked by a growing “sense that men
and women lived in different spheres, with the man’s sphere divorced
from domesticity and the woman’s divorced from the ‘economy’ ”10
and by a parallel segregation of motives and behaviors: “rational and
active” men in the commercial sphere and “humanitarian and compassionate” women at home.11 “The husband was the family’s economic motor,” Coontz writes, “and the wife its sentimental core.”12
Even the literature of late twentieth- and early twenty-first-century
philanthropy is replete with gender-laden depictions of the for-profit
sector as “dominant over charity.”13 This premise is embedded in such
commonplace notions as “charities cannot take chances,” “[charities]
cannot have the same level of compensation as business,” “[charities]
must be supervised and measured by their efficiency,” and “we must
always be on the lookout for how [charities] spend our money.”14
Hence the economic role and status of philanthropy remains analogous to Simone de Beauvoir’s “second sex”: a separate and secondary
form of economic cooperation.
These entrenched dualisms limit our ability to understand and
improve the humane ecology of commercial societies. Professional
and popular understanding is diminished when commercial society
and the invisible hand are seen through the monist lens of Walrasian
models in which Prudence-Only agents interact in markets-only
economies.15 The urgency and efficacy of philanthropic endeavors
are likewise attenuated by the notion of an all-providing commercial or mixed economy. If our economy can generate and allocate
resources more efficiently than any other conceivable “system,” then
it is no longer necessary to engage in informal, local—in a word,
premodern—modes of giving and learning.
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To better understand the contours and significance of the aforementioned Adam Smith Problem, this chapter examines its treatment
by two pioneering economists of the post–World War II period: F.A.
Hayek and Kenneth Boulding. Notwithstanding their philosophical
differences, I find that Hayek and Boulding share a similarly dualistic view of the commerce/philanthropy relationship. In other words,
both partake of the modern ASP. At the same time, their respective approaches offer valuable tools and suggestions that can assist
us in seeking to extend the reach of Smith’s invisible hand to include
philanthropic motives, actions, affiliations, and processes. The final
section outlines a strategy for mobilizing the resources of Boulding,
Hayek, and other post-Walrasian economists to reintegrate philanthropy into the economic conversation of commercial society.
Philanthropy and the Invisible Hand in Hayek
Like many classical liberals of the Cold War era, F.A. Hayek was of
two minds about the role of philanthropy in modern commercial
societies. In digressions sprinkled throughout his published works,
Hayek hailed philanthropy as a Tocquevillian alternative to the welfare state and praised voluntary associations for their uniquely effective “recognition of many [philanthropic] needs and discovery of
many methods of meeting them which we could never have expected
from the government.”16 At the same time, Hayek built his case for
a free society on a principled critique of philanthropic action. In his
view, the philanthropic impulse to “do good to known people” is a
legacy of tribal society and “irreconcilable with the open society.”17
Persons committed to finding “a proper cure for misfortunes about
which we are understandably concerned”18 should “[withhold] from
the known needy neighbors what they might require in order to serve
the unknown needs of thousands of others”19 since the latter “[confers] benefits beyond the range of our concrete knowledge”20 and
provides “a greater benefit to the community than most direct ‘altruistic’ action.”21
To illustrate, Hayek offers the following example:
When the early Neolithic traders took boatloads of flint axes from
Britain across the Channel to barter them against amber and probably
also, even then, jars of wine, their aim was no longer to serve the needs
of known people, but to make the largest gain. Precisely because they
were interested only in who would offer the best price for their products, they reached persons wholly unknown to them, whose standard
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of life they thereby enhanced much more than they could have that of
their neighbors by handing the axes to those who no doubt could also
have made use of them.22

Altruism and philanthropy may always be with us; yet Hayek insists
that these “old instinctual responses” play no necessary role in modern liberal societies and seems to suggest that they will eventually
wither away.
Much of the motivation for Hayek’s argument derived from his
leadership in a post–World War II movement to promote classical liberalism as a positive alternative to statism.23 Chief among the priorities of this intellectual/ideological movement was the formulation of a
robust economic theory. Socialist economists had envisioned centrally
planned economies as the most rational and comprehensive solution
to the economic problem. So Hayek and his radical cohort aspired to
defeat the socialists on their own terms—to set forth an economic
vision that matched and exceeded their enemy’s theory in scope, analytic rigor, and rhetorical force. Hayek did not intend to denigrate
philanthropy per se. Yet his allegiance to the modernist notion of
economy as a single, all-providing system led him to embrace a view
of Adam Smith’s Great Society of Mankind 24 in which philanthropy
and civil society were pushed to the margins.
In 1947, Hayek convened an international meeting in Mont Pèlerin,
Switzerland. In his opening address at the Mont Pèlerin conference,
Hayek challenged his colleagues to tackle the “great intellectual task”
of “purging traditional liberal theory of certain accidental accretions
which [had] become attached to it in the course of time, and facing
up to certain real problems which an oversimplified liberalism [had]
shirked or which [had] become apparent only since it had become a
somewhat stationary and rigid creed.”25
Among the principal items Hayek sought to excise from received
liberal thinking were Aristotle’s ethics and economics. Hayek saw
modern socialism as a tragic misapplication of Aristotle’s concept
of economy (oikos): a face-to-face community in which order arises
as “the result of deliberate organization of individual action by an
ordering mind . . . and only in a place small enough for everyone to
hear the herald’s cry, a place which could easily be surveyed.”26 The
Aristotelian injunction to “to restrict our actions to the deliberate
pursuit of known and observable beneficial ends”27 is historicized by
Hayek as a tribal morality, “obligations which are essential to the
cohesion of the small group but which are irreconcilable with the
order, the productivity, and the peace of a great society of free men.”28
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“An order in which everyone treated his neighbor as himself would be
one where comparatively few could be fruitful and multiply,”29 Hayek
declares. He urges modern humanitarians to devote fewer resources
to charity and more to commerce—to “earning a living”—since the
latter will provide “a greater benefit to the community than most
direct ‘altruistic’ action.”30
Hayek highlights the latter principle in his argument regarding
corporate philanthropy (an argument that echoes Milton Friedman’s
infamous dictum that “the social responsibility of business is to
increase its profits”31). Hayek opposes “socially responsible” giving
by publicly held corporations on ethical, political, and economic
grounds. Economically, he argues that corporate managers lack the
knowledge to effectively allocate resources to the social endeavors
“for which proven abilities to use resources efficiently in production does not necessarily confer special competence.”32 As Friedman
explains:
Suppose a business wants to do charity. What is it that gives it any
special ability to do charity properly? The XYZ Company, in addition
to producing XYZ trucks, also wants to be socially responsible and so
it does what it thinks is charity. What is its special capacity for that?
It may know how to make trucks, but does it know the right way to
spend charitable money?33

Unchecked by market forces, managers’ pursuit of “what they regard
as socially desirable purposes”34 transforms corporations into “selfwilled and possibly irresponsible empires, aggregates of enormous
and largely uncontrollable power.”35
In addition to efficiency concerns, Hayek objects to managers’
unlawful redirection of shareholder resources to their own ends, an
act he regards as tantamount to theft.36 He also registers grave concern about the potential for corporate philanthropy to pave a slippery
political slope to socialism. “Their power to do good according to
their own judgment is bound to be merely a transitory stage. The
price they would soon have to pay for this short-lived freedom will
be that they will have to take instructions from the political authority
which is supposed to represent the public interest.”37
Hayek’s view of the Smithean commercial society is clearly structured by a series of philosophical dualisms as shown in table 6.1.38
Hayek’s commitment to this dualistic narrative imposed significant
constraints on his liberal vision. Had his image of the Great Society
been less rigidly bound by the aforementioned dualisms, he might
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Table 6.1 Hayek’s vision of commerce and philanthropy
Markets

Philanthropy

Great society (modern, open, cosmos)
Modern morality (serving unknown
others via commerce)
Adam Smith

Tribal society (ancient, closed, taxis)
Tribal/socialist morality (serving
known others via gifts and solidarity)
Aristotle

have developed a richer, co-articulated view of civil and commercial
society. James Buchanan agrees:
To secure freedom from the collective . . . was, properly, the predominant objective for the post-Marxist classical liberal. It is not surprising
that the rejection of collectivism . . . should have involved a complementary neglect of and appreciation for the communitarian elements
in a well-functioning social order informed by liberal value norms.39

One specific communitarian-liberal thread that might otherwise
have emerged in Hayek’s thought is a more cogent account of how
and why equality of opportunity can and should be enhanced outside
of the market process.40 Hayek embraced equality of opportunity via
a quasi-Rawlsian notion of the common good: using economic, legal,
and other social processes to “improve the chances of any member of
society, taken at random, as much as possible.”41 Hayek favored public
action (governmental or otherwise) “outside the market” over price
controls and other market restrictions as a means to “assist people
who, for one reason or another, cannot through the market earn a
minimum income.”42 He endorsed universal education, for example,
as a way to “place all of the young at the foot of the ladder on which
they would then be able to rise in accordance with their abilities.”43
However, Hayek provides no explicit vision or justification for such
public action.
This latter gap in Hayek’s theory of the Great Society was brought
to light four decades ago by Richard Cornuelle. In Reclaiming the
American Dream: The Role of Private Individuals and Voluntary
Associations, Cornuelle outlines the structure and dynamics of a
social subsystem he termed the “independent sector”: a pluralistic
array of voluntary, noncommercial social institutions that “functions
at any moment when a person or group acts directly to serve others.”44
Cornuelle tethers a Tocquevillian image of a self-organizing independent sector onto a Mises-Hayek theory of markets to envision a society that is “both free and humane”45 as a result of free markets and

Mdwhite_Ch06.indd 116

8/3/2010 3:04:57 PM

PHIL ANTHROPY AND THE INVISIBLE HAND

117

voluntary public action outside the marketplace and the state.46 In his
afterword to the 1993 reprint of Reclaiming, Cornuelle laments that
so few libertarians had embraced his vision of a flourishing voluntary
community beyond the commercial sphere: “Most of my libertarian
friends were willing to discuss possible market solutions to public
problems, but, lacking any analytical device but market theory, continued to believe that anything that could not be done profitably
should probably not be done at all.”47
Hayek praises Cornuelle’s ideas in volume 3 of Law, Legislation,
and Liberty, where he calls Reclaiming an “unduly neglected book”
and “one of the most promising developments of political ideas in
recent years.”48 He also laments his own inability to explore more
fully “the actual and potential achievements of the independent
sector”:
I wish I could write about the subject at length, even if it were only to
drive home the point that public spirit need not always mean demand
for or support of government action. I must, however, not stray too far
from the proper subject of this chapter, which is the service functions
which government might usefully perform, not those which it need
not take upon itself.49

Like Hayek in 1947, therefore, classical liberals in our post–
Cold War world face their own “great intellectual task” in seeking
to enhance the virtues and liberality of commercial society. Leading
scholars are increasingly turning away from Hayek’s commerce-only
view of voluntary social cooperation,50 even as our ingrained mental maps still tell us that commercial and philanthropic worlds do
not mix, and that “when we try to push them into each other, we
risk both.”51 So we continue to grapple with the Cornuelle question:
How to theorize a “free and humane” society comprised of market
processes and “aggressive and imaginative voluntary action in the
public interest”?52
Philanthropy and the Invisible Hand in Boulding
Kenneth Boulding shared Hayek’s keen interest in Adam Smith and
philosophical liberalism; but he dissented from the narrow view of
commercial society as “markets only.” Through a series of works
written over two decades, Boulding crafted a suggestive reformulation of economic theory in which social cooperation and human betterment are promoted through a “grants economy” (which includes
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philanthropy) as well as an “exchange economy.”53 At the same
time, Boulding’s treatment of markets and philanthropy as separate
spheres—the former propelled by self-interest, the latter by benevolence or moral sentiments—served to reinforce the economic denigration of philanthropy that he ultimately wished to overcome.
Boulding’s Revision of Philanthropy, Economics, and
Adam Smith
When Boulding first surveyed the social science literature on philanthropy in the early 1960s, he was surprised to find so little work by
economists in this area, but was confident that “the existing intellectual framework of economics [could] easily be expanded to incorporate the grants economy.”54 His 1962 essay “Notes on a Theory of
Philanthropy” opens with a sober yet hopeful assessment:
In view of the importance of philanthropy in our society, it is surprising that so little attention has been given to it by economic or
social theorists. In economic theory, especially, the subject is almost
completely ignored. This is not, I think, because economists regard
mankind as basically selfish or even because economic man is supposed to act only in his self-interest; it is rather because economics
has essentially grown up around the phenomenon of exchange and its
theoretical structure rests heavily on this process.55

Eleven years later, after his professional peers had responded with
“not always polite skepticism” to his argument that “grants economics should be a regular subdiscipline within the larger field [of economics],” Boulding’s assessment is more critical and combative:
One of the odd things about the grants economy is that it seems to
arouse great anxiety and hostility among many more traditional economists. I admit I am a little puzzled by this, as a grants economy seems
to me a very natural and obvious extension of the existing frame of
thought in economics and in the social sciences generally . . . The very
hostility which the concept arouses, however, suggests that there is
enough novelty in it at least to upset those whose economics is confined very strictly to the concepts of the exchange economy.56

Boulding realized that in order to make room for philanthropy in
economic theory, he would have to overcome the formidable “anxiety
and hostility” of economists who believe that economics ought to be
“confined very strictly to the concepts of the exchange economy.”
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This narrow view of economics is frequently ascribed to Adam
Smith—specifically, the “Chicago Smith” who is purported by George
Stigler and others to have argued that “humans can be represented
as homo economicus, beings driven by a single motive: personal utility
maximization,” and that market exchange is the only viable form of
large-scale, voluntary cooperation.57 In Boulding’s day and in our
own, these Chicago Smith assumptions make it possible for economists to dismiss (or simply overlook) philanthropy as an ill-suited or
unimportant topic for economic analysis.
Smith’s work, to be fair, contains numerous passages consistent
with the Chicago interpretation. In the third edition of the Wealth
of Nations, for example, Smith declares self-love to be “the governing
principle in the intercourse of human society.”58 Notwithstanding the
conceptual distance between Smithean self-love and Stiglerian selfinterest,59 such statements suggest that Smith did indeed regard selfinterest as the only secure basis for large-scale social cooperation. This
view is supported by standard readings of Smith’s famous paean to
self-interested exchange in the second chapter of Wealth of Nations:
In civilized society, [the human individual] stands at all times in need
of the cooperation and assistance of great multitudes . . . and it is in
vain for him to expect it from their benevolence only. He will be more
likely to prevail if he can interest their self-love in his favor, and show
them that it is for their own advantage to do for him what he requires
of them . . . [I]t is in this manner that we obtain from one another the
far greater part of those good offices which we stand in need of. It is
not from the benevolence of the butcher, the brewer, or the baker,
that we expect our dinner, but from their regard to their own interest. We address ourselves, not to their humanity, but to their self-love,
and never talk to them of our own necessities but of their advantages.
Nobody but the beggar chooses to depend chiefly upon the benevolence of his fellow-citizens.60

Smith’s butcher/brewer/baker example pits the efficacy and humanity of trade against the indignity and inefficacy of begging: rationally negotiated quid pro quo transactions among legal equals versus
servile appeals to benevolence. This juxtaposition suggests practical
and ethical reasons to prefer market exchange over philanthropy as a
means of material provisioning, and may help to explain why Smith
himself “does not give private benevolence associations much of a role
in solving social problems.”61
In view of the enduring influence of these “Smithean” assumptions and arguments, one can hardly be surprised by economists’
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tendency to treat philanthropy as external to economics proper,
or to assign it no important role in the institutional structure of
modern economic life. These, however, are precisely the elements
of professional common sense to which Boulding took exception in
making his case for an economic theory of philanthropy, namely the
following.
Human Nature Is Poorly Represented by the
Textbook Image of homo economicus
Boulding rejects the standard economic description of the human
actor as a socially detached profit maximizer—detached in the strict
sense that all “interdependencies (such as malevolence or benevolence) among individual preference functions” are ruled out a priori.62
“Anything less descriptive of the human condition could hardly be
imagined.”63 Boulding grants that human action is purposeful and
even rational in the sense that “people do what they think is best
at the time,” but only with the proviso that “what is ‘best’ . . . may
include benevolence and moral sentiments as well as the most outrageously selfish of motivations.”64
Boulding defines benevolent actions as those motivated by a
sense of identification with others.65 Adopting one of the central
themes from Smith’s Theory of Moral Sentiments, Boulding argues
that benevolent actions are made possible by our human “capacity for empathy, for putting oneself in another’s place [and] feeling the joys and the sorrows of another as one’s own.”66 Acts of
benevolence, for Boulding, belong to a larger category of “heroic”
actions—noncalculative decisions “in which the decision maker
elects to do something, not because of the effects the decision will
have in the future but because of what he ‘is’ here and now, how
he perceives his own identity.”67 Boulding cites “saints and martyrs
of all faiths, religious and secular” as extreme examples of heroic
action. Yet he mostly emphasizes the “quiet heroism” of everyday
life, “in jobs, in marriage, in child rearing, and in the humdrum
tasks of daily life, without which a good deal of the economy might
well fall apart.”68
Contrary to the reductionist anthropology of the Chicago Smith,
Boulding claims that benevolence, heroism, and other forms of selfsacrificing or group-oriented action are not aberrant or exceptional
but “an essential part of man’s nature—his need to identify with others, his need to expand his interests and concerns beyond the confines
of his own body.”69
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Philanthropy is a Gift, Not an Exchange
Boulding distinguishes philanthropy from exchange in two fundamental ways. In terms of basic accounting, exchange is “a two-way
transfer of economic goods” whereas gifts and grants are one-way
transfers that entail “a change in ownership of economic goods from
a donor to a recipient.”70 In addition, Boulding gives philanthropy
(or benevolence) a behavioral definition as “pure gift”: “an expression
of [a person’s] sense of community with others,”71 “even if the community is as vague as the common humanity that unites the donor
and the recipients.”72
Boulding recognizes that philanthropic actions can (and often do)
arise from “impure” motives such as fear or vanity. He theorizes a
spectrum of grants, ranging from pure gifts inspired by love or benevolence to tributes compelled by fear or threat.73 His general conclusion is that “in almost all grants we find a certain mixture of [these]
two motivations”: love and fear. “These mixtures of love and fear
are distressingly untidy, but they seem to characterize a great deal of
human behavior.”74 Still, to emphasize its moral potential, Boulding
defines philanthropy in terms of its benevolent ideal. “There is a real
moral difference,” he argues,
between the gift which is given out of vanity and the desire for selfaggrandizement or the desire to be merely fashionable, and the gift
which is given out of a genuine sense of community with the object
of the donation. It is this sense of community which is the essence of
what I regard as genuine philanthropy . . . When we make a true gift, it
is because we identify ourselves with the recipient.75

Every Modern Economy Includes a Grants Economy
As Well As a Commercial Economy
The overall economy, as Boulding defines it, is an amalgam of markets and grants. “There are two parts to our economy: the exchange
economy, in which you get a quid pro quo; and the grants economy,
in which all you get is quid—you do not pay any quo.”76 Together,
these two subsystems comprise the overall process of social provisioning, “providing the good things of life,” namely “those things which
need to be provided if human life is to be secure, comfortable, happy,
adventurous, dangerous, heroic, and whatever else we may want it to
be.”77 Boulding’s “economy” is therefore defined as a space of provisioning (human betterment; increasing the quality of human life78)
that includes both tradable and nontradable “good things”: ordinary
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commodities as well as civic goods such as “security from threat and
violence, status and dignity, civil rights, social justice, equal status
with others as a person, and other things which we think of as part of
the political and sociological aspects of life rather than economic.”79
He refers to this enlarged economy as the “total social process” of
provisioning, within which “the exchange economy and the grants
economy [are] equal partners.”80
It is worth noting that Boulding was not altogether comfortable
with this all-encompassing “provisioning” definition of the economy,
since it includes what he terms “non-economic goods” (“such things
as respect, status, affection, [and] prestige . . . on which it is hard to
put a price”).81 In Boulding’s view, such goods are economic in the
broadest sense because they contribute to human betterment; yet as
unpriced non-commodities they lay beyond the scope of economic
science.82 As a partial resolution to these conflicting definitions of
economy, Boulding proposes a nested definition: a broad “economic
problem” definition, including the provision of all goods (priced and
unpriced), and a narrower “economic science” definition, including
only the provision of “economic goods” (money and commodities).
The ambivalence in Boulding’s definition of economy is palpable
and significant. To be fair, his economic science definition of economy
includes large parts of the grants economy and thus “greatly expands
the common image of economics.”83 Yet by excluding “non-exchangeables,” it also conforms to a standard view of economics as “primarily the study of how society is organized through exchange.”84 This
ambivalence is particularly significant in connection with Boulding’s
theory of philanthropy, since it points to unresolved tensions between
two parts of his intellectual identity: the economist and the humanist;
the scientist of exchange and the scientist of humankind. We return
to this tension later.
Adam Smith’s Legacy in Economics Is a Rich Vision of
Human Action and Social Cooperation That Derives Jointly from
the Wealth of Nations and Theory of Moral Sentiments
Boulding’s reading of Smith (outlined in his 1968 presidential address to
the American Economic Association, “Economics as a Moral Science”)
underpins his arguments for the first points. Boulding’s general view
of human nature and his conceptualization of philanthropy as benevolence are drawn directly from Smith’s Theory of Moral Sentiments. In
addition, Boulding’s “separate spheres” conception of the exchange
and grants economies seem to reflect a common 1960s view of the
relationship between Smith’s moral and economic theories.
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Boulding’s appeal to Smith serves two important purposes. First,
it brings Adam Smith’s writings into the extended present of modern
economics as a living text still capable of teaching important lessons.85
Second, it gives a less radical complexion to Boulding’s critique of
economic theory. Rather than arguing that existing economic theory
“has it all wrong,” Boulding stresses the nascent intellectual potential of its Smithean heritage, and speaks of philanthropy as simply a
road not yet taken by professional economists: “On the whole, economists . . . have concentrated heavily on the concept of exchange in
describing social relationships and the organization of society, and
they have regarded the one-way transfer, or ‘grant,’ as exceptional and
apart from the general framework of economic or social theory.”86
The way forward, Boulding suggests, is not to reject standard economic theory but to expand it, on the premise that the development
of a satisfactory theory of philanthropy will require nothing more
than the “natural evolution of the existing conceptual framework in
economics and in the other social sciences.”87
Boulding built a cogent case for why economists should recognize philanthropy as a core element of human nature, the modern
economy, and modern economic analysis. He brought philanthropic
gifts and associations into the economic domain and opened the
door to a rich and robust economics of philanthropy. Moreover, he
placed a distinctive emphasis on the fluid, heterogeneous, “messy”
character of social phenomena. Alongside his categorical distinction
between markets and grants, Boulding stresses that real-world grants
and exchanges form a continuum, with “ordinary acts of exchange
at one end and charitable gifts on the other, but with a great many
intermediate forms and stages.”88 He takes a similar view of the distinction between gifts and tributes, and between gifts to known and
unknown others. In all, Boulding envisions an untidily pluralistic
economy that enhances human betterment through the commercial
and philanthropic provision of civic and market-traded goods. This
complex economy coincides with Boulding’s view of human action as
perpetually driven and constrained by a messy mixture of selfish and
moral sentiments.
Boulding’s Incomplete Break from Chicago Smith
Despite the fluidity and openness of Boulding’s framework, he ultimately achieves only a partial break from the economics of Chicago
Smith. By honoring the disciplinary tradition of treating market
exchange as a self-contained system, Boulding is able to introduce
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philanthropy only as a separate and parallel system vis-à-vis the market system. This reinforces the very market/philanthropy dualism that
has long underwritten the exclusion of philanthropy from economic
science. Even as he stresses that benevolence and philanthropy are just
as “integral” to human nature and human betterment as self-seeking
and market exchange, Boulding still treats markets and philanthropy
as two separate spheres, each with its own “laws of motion”: the market economy driven by self-interest, and the grants economy driven
by benevolence. Regarding the latter, Boulding argues: “Despite the
significant role that threat, or the fear of consequences, plays in the
development of a grants system, I am prepared to argue that the ‘integrative’ or gift element in grants ultimately dominates and determines
both the overall extent of the grants economy and also its patterns
and structure.”89
This is a rare moment of essentialism in Boulding’s thinking. It
may reveal a compromise he felt compelled to strike with an intellectually conservative profession, in the hope of gaining greater respect
and acceptance for his ideas.90 It may also reflect the Cold War period
in which Boulding’s theory of philanthropy was initially conceived,
particularly the interlocking dichotomies of self-interest/benevolence, capitalism/communism, and markets/philanthropy that was
taken for granted by many U.S. economists, circa 1960. In any event,
by reifying rather than rethinking the market/philanthropy dualism,
Boulding fell short in his attempt to recast the “intellectual framework of economics” so that markets and grants could become “equal
partners in the total social enterprise.” 91
One practical consequence of this dualism (shown in table 6.2) is to
place uncomfortably narrow limits on theories and practices of economy and philanthropy. It leaves economy and economics confined to
a Hobbesian world of narrowly self-interested exchange: heartless and
amoral, yet uniquely effective in promoting human betterment on a
large scale. Philanthropy is cast in a similarly narrow image: morally
Table 6.2 Boulding’s vision of commerce and philanthropy
Markets

Philanthropy

Self-interest
Quid pro quo
Amoral/instrumental treatment of others

Benevolence, altruism
Gifts and grants
Moral treatment of others (as ends,
not means)
Personal
Small scale

Impersonal
Large scale
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satisfying and practically effective on small scales but incapable of
providing significant, systemic flows of economic goods and services
due to the absence of market competition and feedback.
These conceptual oppositions limit Boulding’s ability to theorize the economic dimensions of philanthropy and the humanitarian aspects of economics and the economy. For example, consider
how Boulding’s market/philanthropy schism limits the scope of the
“general theory of benefaction” he outlines in “The Difficult Art of
Doing Good.” Boulding begins this essay by positing a broad definition of “doing good” (i.e., contributing to human betterment) and
argues that social scientists need to develop a consequentialist theory of benefaction, focused not on actors’ plans and intentions but
on how and how well private actions actually advance human betterment.92 He further proposes that the study of benefaction should
be interdisciplinary, as an antidote to the narrowness of standard
economic theory and economists’ general failure to provide practical solutions to complex social problems such as “development” and
“urban poverty.” 93
Yet within the segregated structure of Boulding’s framework,
the term benefaction is limited to the category of philanthropic
gift. Boulding is unable to extend it to include the unintentionally benevolent effects of market exchange. He takes one suggestive
step in this direction by broadening his definition of “philanthropic
gift” to include gifts to unknown others, as when he writes: “We
relieve the necessities of the poor for very much the same reason
we do not allow our own children to starve—because they are, in
some sense, part of us.” 94 This suggests a philanthropic analogue
to Smith’s extended moral order whereby the reach of philanthropy
would be limited only by the extent of our moral imaginations. Yet
such an extended Smithean notion of benefaction—as intended or
unintended advances in human betterment through voluntary action
and interaction—is strictly inconceivable within Boulding’s conceptual scheme.
Commercial Society Reconsidered
To overcome the dysfunctional separation of philanthropy from the
invisible hand, we must recognize that their fraught relationship
stems from a lingering Adam Smith Problem and continue to actively
rethink the monist notions of self and economy that gave rise to this
ASP in the first place. Stated positively, we must develop cogent,
pluralistic conceptions of economic life, particularly the plurality of
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human motivations and institutional processes that characterize every
real-world economy.
As Boulding would doubtless advise, Adam Smith’s own ideas
provide a rich starting point for this endeavor. Smith’s commercial
society, defined in Wealth of Nations (chapter 5) as a social order in
which “every man . . . lives by exchanging,” 95 is ostensibly nothing
more than a market economy. However, if we refract Smith’s definition through his larger oeuvre, the notion of “exchanging” would
have to be expanded to include multiple modes of reciprocity, market and non-market, through which individuals give and receive the
means to create a flourishing life. Here too, Buchanan agrees. “The
normative ideal [of classical liberalism] is not laissez-faire without
qualifying adjectives,” he argues. “The normative ideal must include
reciprocity.” 96 This expanded vision of exchange and commercial
society implies an equally expansive view of the Smithean invisible
hand as a metaphorical shorthand for the complex process whereby
our human capacity to “treat strangers as though they were honorary
relatives or friends” 97 gives rise to unplanned moral, economic, and
social order.
Boulding and Hayek each open the door to this broader economic
vision. Boulding suggests, albeit with some trepidation, that the ultimate focus of economics as a human and social science ought to be the
“total social process” of “providing the good things of life.” 98 Hayek,
while limiting his conception of economic order to commerce, highlights its ethical face. He describes the market order as a catallaxy, in
part because the latter’s Greek root (katalattein or katalassein) means
not only “to exchange” but “to receive into the community” and “to
turn from enemy into friend.” 99 In this cosmopolitan light, Hayek
stresses the moral consequences of the invisible hand: “The morals of
the market do lead us to benefit others, not by our intending to do
so, but by making us act in a manner which, nonetheless, will have
just that effect.”100
Yet neither Boulding nor Hayek challenged the market-centered
definition of economic science that prevailed for much of the twentieth century. Hence they were unable to integrate philanthropy into
their fundamental theories of the invisible hand. Like most twentieth-century economists, Hayek and Boulding were faithful to Adam
Smith’s nominal separation of economics from moral and social theory. Yet they failed to exploit the intellectual possibilities inherent in
the overlay of Smith’s two famous books, namely, the view of many
Smith scholars that the Theory of Moral Sentiments is the “motivating
center” of Smith’s thought while the Wealth of Nations is but a special
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case of the general theory of social cooperation outlined in TMS.101
Had they attempted a more radical reformulation of economics as
moral philosophy, they might have advocated a Smithean science of
reciprocity, that is, exchange broadly defined.
As we attempt to advance this Smithean science today, a necessary
first step is to undo the modernist separation of economic science
from economic anthropology—to recognize that a market-based
economy is characterized by the very “premodern” qualities commonly ascribed to gift economies such as thick sociality, complex networks of interlocking obligations, and temporal separations of outlay
and return.
Colin Danby elegantly outlines the logic and importance of this
deconstructive project.102 Danby argues that the familiar gift/commerce dichotomy presupposes a modernist Walrasian model of market
exchange. In standard versions of this model, market transactions are
conceived as fleeting and impersonal, as “spot transactions in which
one thing is instantaneously swapped for something else by transactors who may never meet again.”103 Anthropologists tacitly accept this
model, Danby contends, when they define gift exchange as the mirror image of Walrasian exchange: reciprocal transactions that occur
over time between parties who share an ongoing relationship.104
Danby attacks this gift/market dichotomy at two levels. First, he
situates it within a larger philosophical and historical context. He
writes:
The problem with the gift/exchange dichotomy goes deeper than
its notion of exchange . . . It is an expression of an underlying a priori dichotomy between non-modern and modern, or non-West and
West . . . The non-modern in this pairing is a shaggy periphery, a detritus category of all that does not fit the imagined modern. It represents
what the modern lacks, what the modern is leaving behind, what the
modern will inevitably overcome. The essential assumption . . . is that
there exists an underlying modern or Western social topos (field), unified, bounded, and possessing inherent characteristics, which can be
analytically separated from one or more non-modern or non-Western
social topoi. This self-congratulatory idea can be expressed through
space (West/East, North/South, First World/Third World), time
(advanced/backward, late/early, progressive/traditional), and other
pairings too numerous to list.105

Second, Danby points to multiple traditions of economic thought
that challenge the Walrasian reduction of economic life to atemporal, asocial exchange. For example, Post Keynesian, Austrian,
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Institutionalist, and Marxian theories all emphasize the “throughtime organization of material life”106 —the diachronic and socially
embedded nature of all economic processes, including exchange. In
Post Keynesian models, for instance, the typical transaction is the
“forward transaction, by virtue of which the parties involved are likely
to have an institutional or embedded relationship.”107 Conversely, we
can no longer regard “either a delayed return, or difficulty in assessing the value of that delayed return, [as] special characteristics of ‘the
gift’ ” once we reconceptualize market exchange outside the modernist frame.108
Danby’s deconstructive analysis is directly germane to the philanthropy/commerce dualism at issue in this chapter. Danby’s view of
the latter would be that economists have yet to understand philanthropy and commerce on their own terms inasmuch as we continue to
see both through reductive lenses: commerce as a clockwork machine
(rational, efficient) and philanthropy as its good-hearted but undisciplined, ineffectual subsidiary.
While it is beyond the scope of this chapter to explore the positive possibilities of the postcolonial economic anthropology adumbrated by Danby’s analysis, it conceptual structure would certainly
adhere to Boulding’s spectral view of social phenomena. No part
of the economy would be conceived as inherently “commercial”
or “philanthropic.” The general presumption would be that every
aspect of the economy is shaped and propelled by a mixture of
commercial and philanthropic elements. Characteristics previously
ascribed to markets or philanthropy exclusively would now be
seen as general features of markets and philanthropy: for example,
calculation,109 reciprocity (mutual giving and learning), self-interest, benevolence, large-scale cooperation via adherence to abstract
rules, knowledge problems, intended and unintended consequences, integration and disintegration of individual identities and
communities, and so on. Such a hybridized ontology would allow
economists to produce more nuanced understandings of economic
phenomena, such as “for-profit social ventures and entrepreneurial non-profits”110 or the fascinating studies of human cooperation
emerging from evolutionary biology and psychology111 and postMaussian gift theory.112
One noteworthy example of these ideas in action is the new literature on Hayekian social capital theory.113 Taking seriously the notion
that individuals are “socially embedded” (that agents’ characters and
capacities are shaped by the social networks in which they exist),114
contributors to this literature are exploring how networks of voluntary
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cooperation outside the commercial order are generated or sustained
by social capital, defined as “informal networks of (non-contractual)
relations that exist between people in society, and . . . the beliefs and
norms—like trust and reciprocity—to which those informal relations give rise and which govern the character of the networks in
question.”115 In the tradition of Hayek, these scholars are attuned to
the knowledge problems inherent in any deliberate effort to promote
human betterment as well as the vital roles of reciprocity and trust
in a world of incalculable risk and uncertainty. In this vein, they also
theorize hybrid forms of commercial/philanthropic enterprise that
move well beyond Boulding’s rudimentary image of philanthropy as
a one-way transfer from donors to recipients.
A Final Word
Economics in the Smithean tradition is a conversation about the liberal ends and means of voluntary cooperation. Two decades ago, Don
Lavoie challenged the “more liberal elements of the left and right
sides of the old political spectrum to transcend the confines of these
obsolete ideologies and work together to articulate a new vision of the
free society.”116 Economic thinkers are beginning to answer Lavoie’s
challenge by interweaving classical, modern, and postmodern strands
of the liberal tradition into fresh visions of commercial society as “a
free society that leads to and depends upon flourishing human lives
of virtue.”117
The reach and efficacy of Adam Smith’s invisible hand are better understood and more effectively enhanced by an economics that
recognizes philanthropy as an integral dimension of human society.
By setting aside the reductive antimonies of modernism, economists
can more readily acknowledge the multiple dimensions of individual
freedom: not just the negative freedom from coercion but the positive
capacity to pursue the good life as one defines it, for instance, cultivating the human capabilities of “loving, befriending, helping, sharing,
and otherwise intertwining our lives with others.”118 Economists can
also more readily see their scientific domain as not just a commodity
space but a pluralistic provisioning space comprised of multiple forms
and scales of actions that enable individuals to secure “the cooperation and assistance of great multitudes.”119
Proponents of the Walrasian invisible hand may fear that their
free-market arguments will be disrupted or undermined if philanthropy is assigned a more prominent economic role. However, the
purpose of revaluing the philanthropic dimension of economic life
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is not to diminish the importance of markets but merely to de-center and de-essentialize them. As Boulding wisely observes, “The
greatest threat to the exchange system is the claim that it can do
everything. This leads to the equally absurd claim that it can do
nothing.”120 McCloskey issues a similar warning with regard to the
virtue of prudential self-interest, the greatest threat to which is the
“separate spheres” premise “that homely Gemeinschaft is the exclusive site of virtue and that businesslike Gesellschaft is an ethical
nullity.”121 A philanthropy-infused economics would strengthen
academic and public understanding of self-interested action and
markets by emphasizing their “benevolent and developmental
qualities”122 and by relieving some of the moral, economic, and
political burdens that would otherwise be borne by the commercial
order alone.
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Chapter 7

Life in the Market Is Good for You
Deirdre Nansen McCloskey

T

he clerisy of artists and journalists and college professors thinks
that capitalist spending is just awful. In 1985 the historian Daniel
Horowitz argued that the American clerisy had been since the 1920s
in the grip of a “modern moralism” about spending. The traditional
moralism of the nineteenth century looked with alarm from the middle class down onto the workers and immigrants drinking beer and
obeying Irish priests and in other ways showing their “loss of virtue.”
Traditional moralists like the U.S. Commissioner of Labor Carroll D.
Wright “had no basic reservations about the justice and efficacy of the
economic system—their questions had to do with the values of workers and immigrants, not the value of capitalism.” The modern moralist, post-1920, in the style of Veblen and Mencken and Sinclair Lewis,
looks down from the clerisy onto the middle class. Therefore “at the
heart of most versions of modern moralism is a critique, sometimes
radical and always adversarial, of the economy.”1 Horowitz is polite to
his fellow members of the clerisy—Veblen, Stuart Chase, the Lynds,
Galbraith, Riesman, Marcuse, Lasch, and Daniel Bell—and does not
say that their concerns were simply mistaken. He does observe that
“denouncing other people for their profligacy and lack of Culture is a
way of reaffirming one’s own commitment.”2
The clerisy doesn’t like the spending by the hoi polloi. It has been
saying since Veblen that the many are in the grips of a tiny group of
advertisers. So the spending on Coke and gas grills and automobiles
is the result of hidden persuasion or, to use a favorite word of the clerisy, “manipulation.” The peculiarly American attribution of gigantic
power to thirty-second television spots is puzzling to an economist.
If advertising had the powers attributed to it by the clerisy, then
unlimited fortunes could be had for the writing. Yet advertising is
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less than 2 percent of national product, much of it uncontroversially
informative—such as shop signs and entries in the Yellow Pages or ads
in trade magazines aimed at highly sophisticated buyers. When Vance
Packard published his attack on advertising, The Hidden Persuaders,
in 1957, he thought he would lose his friends on Madison Avenue.
But they were delighted. A friend would come up and say, “Vance,
before your book I was having a hard time convincing my clients that
advertising worked. Now they think it’s magic.”
The American clerisy’s hostility to advertising is puzzling to a rhetorician. It’s puzzling why a country so adoring of free speech would
in its higher intellectual circles have such a distaste for commercial
free speech. Perhaps the distaste is merely a branch of that great river
delta of anti-rhetoric rhetoric in the West since Frances Bacon. But
anyway if the hoi polloi were as rhetorically stupid as most of the clerisy seem to believe, then as I say any reasonably clever ad writer could
“manipulate” them with ease. It’s not so. The TV generation can
see through advertising directed at children by age eight, and by age
eighteen it bases its humor—see Saturday Night Live—on parodies of
attempted manipulation.
So mass consumption is supposed to be motiveless, gormless, stupid. And anyway there’s too damned much of it. The modern moralism looks down on consumers. Why do they buy so much stuff ? The
dolts. The common consumer does not own a single seventeenthcentury music recording. It is ages, if ever, that she has read a nonfiction book on The Bourgeois Virtues. She thinks the Three Tenors are
classy. Her house is jammed with tasteless rubbish. And so forth. One
is reminded of the disdain circa 1910 on the part of modernist litterateurs such as D.H. Lawrence and Virginia Woolf for the nasty little
commuters of London. An air of immorality hangs about Waterloo
Station and the super mall.
But we make ourselves with consumption, as anthropologists have
observed. Mary Douglas and Baron Isherwood put it so: “Goods that
minister to physical needs—food and drink—are no less carriers of
meaning than ballet or poetry. Let us put an end to the widespread
and misleading distinction between goods that sustain life and health
and others that service the mind and heart—spiritual goods.”3 The
classic demonstration is Douglas’ article on the symbolic structure of
working-class meals in England, but in a sense all of anthropology
is in this business.4 Goods wander across the border of the sacred
and the profane—the anthropologist Richard Chalfen, for example,
shows how home snapshots and movies do.5 Or as the anthropologist
Marshall Sahlins puts it in the 2004 preface to his 1972 classic Stone
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Age Economics, “economic activity . . . [is] the expression, in a material
register, of the values and relations of a particular form of life.”6
The amount of American stuff nowadays is to be sure formidable. A
standard photographic ploy is to get a family in Topeka, Kansas, and
one in Lagos, Nigeria, to dump the entire contents of their houses
out on the front sidewalk, and then pose for the camera en famille
and en stuff. The contrast is remarkable. One cause of the piles in
the United States is what you might call a Consumer’s Curse. Our
houses are filled with our mistaken consumption, items that turned
out not to be as delightful as we thought they were going to be.
As the theologian David Klemm puts it, following Heidegger, “we
understand things in their potentiality to be.”7 Men, think of your
gadgets; women, your clothing. But the full houses are not because
we are stupid or sinful. They are because, not being omniscient, we
make mistakes from time to time about the delight-generating potential of a $250 electro-static dust remover from the Sharper Image.
(Look at that trade name for its manipulative power, by the way.) So
occasionally we buy things that turn out to be not worth the price.
When we mistake in the other direction we do not buy, and wait for
the dust removers to come down in price. The occasions of optimism
mount up, since there is no point in throwing away the stuff if you
have the room—and Americans have the room.
The Japanese have a similar Problem of Stuff. Steve Bailey tells
how he furnished his house in Osaka when he was teaching there
by collecting gomi, “oversized household junk,” that the Japanese
would leave on the street for collection every month. I mean full furnishings: “refrigerators, gas rings, stand-up mirror, color television,
VCR, chairs, bookshelf, corner couch, and a beautiful cherrywood
table.”8 The shameless foreigners, the gaijin, competed with low-status Japanese junk men in raiding the gomi piles. The cause in Japan,
Bailey explains, is the small size of the houses and the sacred taboo
on getting or giving second-hand furniture.
But the Americans and the Japanese have a great deal to pile up
because they produce a great deal. Contrary to your grandmother’s dictum—“Eat your spinach: think of the starving children in
China”—consuming less in rich America would add nothing to the
goods available in China. Not a grain of rice. Countries are rich or
poor, have a great deal to consume or very little, mainly because they
work well or badly, not because some outsider is adding to or stealing
from a God-given endowment. To think otherwise is to suppose that
goods come literally and directly from God, like manna. They do not.
We make them.
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So having a lot is not immoral. It is the good luck to be born in
America or Japan or Denmark. By all means let’s spread the good
luck around. The luck consisting of reasonably honest courts and reasonably secure property rights and reasonably non-extractive governments and reasonably effective educational systems, and a reasonably
long time for the reasonably good ideas to do their work.
*

*

*

Yet every noneconomist thinks that the great consumption at least
“keeps the economy going.” The critic of spending will acknowledge
knowingly, that “the economy” somehow benefits. The theologian
Ellen Charry, to give one example among thousands, believes that
advertising keeps the economy growing.9 Noneconomists imagine
that God has so poorly designed the world that a lack of thrift tending to foolhardiness and avarice is, unhappily, necessary to keep the
wheels of commerce turning, “creating jobs” or “keeping the money
circulating.” They imagine that people must buy, buy, buy, or else
capitalism will collapse and we all will be impoverished. They believe
that advertising is necessary for it, though it corrupts us. They believe
that capitalism must be greedy to keep on working.
It’s the alleged Paradox of Thrift. Thriftiness, a Good Thing in
Christianity and most certainly in Buddhism and the rest, seems able
paradoxically to impoverish us. We will do poorly by doing good.
And if we do well, we are probably damned by the sins of greed and
gluttony necessary to do so. Choose, ye sinners: God or Mammon.
Dorothy Sayers, who was more than a writer of mysteries, though not
an economist, complained in 1942 as a Christian about “the appalling squirrel-cage . . . in which we have been madly turning for the last
three centuries . . . a society in which consumption has to be artificially stimulated in order to keep production going.”10
Many economists in the era of the Great Depression had reverted
to this noneconomist’s way of thinking, and you hear echoes of it in
the reaction to the Great Recession, too. The theory was called “stagnationism.” It was a balloon theory of capitalism—that people must
keep puff-puffing or the balloon will collapse. It’s one version of the
old claim that expenditure on luxuries at least employs workpeople.
Thus Pope, in a poem of 1731 subtitled “Of the Use of Riches”:
Yet hence the poor are clothed, the hungry fed;
Health to himself, and to his infants bread
The labourer bears: what his [the rich man’s] hard heart denies,
His charitable vanity supplies.11
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“Providence is justified in giving wealth to be squandered in this
manner,” Pope writes in the poem’s Argument, “since it is dispersed
to the poor and laborious part of mankind.”
Since the 1940s most of we bourgeois economists have recovered
our senses.12 The old balloon theory has popped, and with it the
paradox that sin is necessary to “keep production going,” the paradox
that vanity can in the end be charitable. It survives in Marxian critiques of the Adorno-Horkheimer type, but is no longer believed by
economists of the center or right. The false paradox reflects a grimly
Christian, even Protestant, conviction that we must give up the kingdom of heaven to achieve prosperity on earth. The popping of the
balloon allows us to see the sacred and the profane as connected and
sometime even complementary. We can do good by doing well, and
can do well by doing good.
Nothing would befall the market economy in the long run, says
the modern economist, if we tempered our desires to a thrifty style of
life—one beat-up Volvo and a little house with a vegetable garden and
a moderate amount of tofu and jug wine from the co-op. The balloon
theory sounds plausible if you focus on an irrelevant mental experiment, namely, that tomorrow, suddenly, without warning, we would
all begin to follow Jesus in what we buy. Such a conversion would
doubtless be a shock to sales of Hummers and designer dresses at fifteen thousand dollars a copy. But, the economist observes, people in a
Christian Economy would at length find other employment, or choose
more leisure. That’s the relevant mental experiment, the long run.
In the new, luxury-less economy it would still be a fine thing to
have light bulbs and paved roads and other fruits of enterprise. More
of these would still be better than less. “In equilibrium”—a phrase
with resonance in bourgeois economics similar to “God willing”
in Abrahamic religions—the economy would encourage specialization to satisfy human desires in much the same way as it does now.
People would buy bibles in koine Greek and spirit-enhancing trips
to Yosemite instead of buying Harlequin romances in English and
package tours to Disney World. But they would still value high-speed
presses for the books and airplanes for the trips, getting more books
and more trips for the cost.
*

*

*

And everyone believes that at least luxury consumption keeps the
poor employed. But this too is mistaken, a piece with the “creation of
jobs” we heard so much about in 2009 and are still hearing in 2010.
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Smith’s uses the phrase “the invisible hand” only two times in
his published writings. One of the times, unfortunately, he uses it
to defend trickle down. In The Theory of Moral Sentiments he notes
that an eighteenth-century Bill Gates (as it were) cannot after all eat
much more than his chauffeur can, speaking of sheer volume and
nutrients. Nor can he wear right now more than one pair of Italian
designer trousers, speaking of mere leg-covering ability. Nor can he
live in more than one enormous room at a time, speaking of gross
roofage and wallage. The real Gates as it happens lives in a surprisingly modest home. His palace outside Seattle is merely an architectural folly for parties, he says. But even if he were a spendthrift he
couldn’t possibly spend and use anything but a minute portion of
what he earns.
The founder of the first dot-com company, the editor and humorist Brad Templeton, reckons that in 2004 Gates earned three hundred
dollars a second. It was then not worth Gates’ while, Templeton calculates, to bend down to pick up a one-thousand-dollar bill. For the
banner year of 1998, in which he earned forty-five billion dollars, it
was a ten-thousand-dollar bill.13 Millionaires, and especially billionaires, have limits on how much they can use incomes so very much
higher than ours for correspondingly unequal consumption—of, say,
trousers, put on one leg at a time. So economic growth, however
unequally shared as income, is more egalitarian in its distribution of
consumption. As the American economist John Bates Clark predicted
in 1901,
The typical laborer will increase his wages from one dollar a day to
two, from two to four and from four to eight. Such gains will mean
infinitely more to him than any possible increase of capital can mean
to the rich. . . . This very change will bring with it a continual approach
to equality of genuine comfort.14

But Smith wants to argue against Rousseau’s notion that property
brings inequality in its train. He therefore claims cheerily that the
rich “are led by an invisible hand to make nearly the same distribution
of the necessaries of life, which would have been made, had the earth
been divided into equal portions among all its inhabitants.”15 The
argument is Pope’s trickle-down—“Yet hence the poor are clothed,
the hungry fed.”
Smith is forgetting that if, say, a Saddam Hussein took 50 percent
of Iraqi national produce and put it into arms and palaces, the stuff
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was in consequence not available for ordinary Iraqis to consume as
food or fuel or shelter. Iraq was impoverished, and so the necessaries of life were available in nothing like the distribution that would
have been made under real equality. The percentage distribution, to
be sure, was roughly the same—at any rate, one man, one pair of
trousers at any one time—but the absolute amount was reduced by
the needless luxury. Saddam Hussein may not have consumed palaces
he never visited. But neither did anyone else. Socially speaking the
resources were thrown away. What a rich woman cannot consume,
such as the diamond bauble that sits unworn in the back of her jewelry
box, is simply wasted, socially speaking. She gets no pleasure from it,
except perhaps the happy memory of its purchase. Pope himself gave
the correct analysis a few lines later: “ ‘Tis use alone that sanctifies
expense, / And splendor borrows all her rays from sense.”
A noneconomist is inclined to reply that after all, the diamond
bauble and the palaces and the three-hundred-dollar meals at Charlie
Trotter’s for Bill Gates “put people to work,” such as construction
workers or diamond cutters or Michelin-two-star cooks. But this is
what’s wrong with the notion of a paradox of thrift. Smith does not
make that mistake, the supposition that the social problem is to find
tasks for people to do who otherwise would be idle.
Noneconomists think that economics is about “keeping the money
circulating.” And so they are impressed by the claim by the owner of
the local sports franchises that using tax dollars to build a new stadium will “generate” local sales and “create” new jobs. To a noneconomist the vocabulary of generating and creating jobs out of unthrifty
behavior sounds tough and prudential and quantitative. It is not. It
is mistaken. No economist of sense would use such locutions, and
indeed you can depend on it that an alleged economist on TV is a
phony if she talks of “creating jobs.” The reply Smith and the other
real economists would give to the noneconomist is that the diamond
workers would not be idle if “thrown out” of work in the baublefactory. They would in the long run find alternative employment,
such as in growing oats for oatmeal or making thatched roofs for
peasant houses. We are mostly pressed for time, not duties.
Smith does at the same place, though, make a third, related argument, also in part mistaken, that imagining the pleasure of wealth
deceives us into labor. Admittedly the hope that our latest purchase will bring true happiness is a common imagining, by guys in
Brookstone and by gals in the kitchen-equipment store. Smith notes
that “what pleases these lovers of toys is not so much the utility, as
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the aptness of the machines which are fitted to promote it. All their
pockets are stuffed with little conveniences.”16 We are in fact often
deceived into laboring to get such “trinkets of frivolous utility.” But
the mistake is to think, as Smith says he does, that the deception is
desirable: “And it is well that nature imposes upon us in this manner.
It is this deception which rouses and keeps in continual motion the
industry of mankind.”17 Smith is articulating the paradox of thrift in
a jazzed-up version.
Such lack of thrift does indeed prompt us “to invent and improve
all the sciences and arts” relevant to the particular item of luxury we
lust for. What is correct about the argument is David Hume’s “taking delight in praise” and Frank Knight’s “final interest,” that is, the
stimulus of a sacred vanity. The S-variables, representing as they do
the Sacred,18 do prompt us to invent and improve and to turn “rude
forests of nature into agreeable and fertile plains”—an unmarked
quotation, Smith’s editors note, from Rousseau’s “les vastes forêts se
changèrent en des champagnes riantes,” though with a very different
continuation than Smith’s optimism: “which had to be watered with
men’s sweat, and in which slavery and misery were soon to germinate
and grow with the crops.”19
But as sheer industry, nothing is gained. It’s the balloon theory
again, the confusion of “continual motion” with desirable motion,
directed just this way. It is not in itself good to be set to work raising
the Great Wall of China, inventing and improving the science and art
of great-wall making, when you could be getting on with your life,
improving the science and art of making houses and automobiles,
universities and museums.
Smith’s mistake is what is known among older economists as the
“Tang” fallacy, which is not about the Chinese dynasty but about the
powdered orange juice of that name, which was asserted in its advertising to be a spin-off of the American space program. The fallacy is
to think that we would have missed out on priceless innovations such
as Tang if we had left the money in the hands of ordinary people
instead of throwing it away on moon shots. “Job creation” through
this or that project—the Big Dig in Boston burying a highway, the
tunnel under many kilometers of “The Heart of Holland” burying a
railway—is not the optimal working of a market economy, but more
like its opposite. After all, notably poor economies commonly have
plenty of jobs. Unemployment was not the problem faced by the slaves
in the silver mines of Attica or in the quarries of Syracuse. Our leaders, buying their power and prestige with our money, “create jobs”
that shouldn’t have been.
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The Dutch-English rhymester Bernard Mandeville articulated the
mistaken supposition in 1705:
Vast numbers thronged the fruitful hive;
Yet those vast numbers made them thrive.
Millions endeavoring to supply/Each other’s lust and vanity. . . .
Thus every part was full of vice,
Yet the whole mass a paradise.

Mandeville’s claim is that vice, vanity, folly, greed, and gluttony are
the springs of economic growth. The force of sin creates, unintendedly, a rich and vital society.
Mandeville’s insight into unintended consequences was important.
But his economics was false, though ever since then it has been a
comfort to the trickle-down, I’ve-got-mine school of capitalist ethics.
He was answered immediately and correctly by one George Blewhitt
(or Bluett), the author of a pamphlet against the 1723 edition of
Mandeville. Mandeville had argued that universal honesty would
put locksmiths out of work and therefore would damage prosperity.
Better for the hive to be dishonest. Blewhitt replied: “the change [to
an honest way of life] must necessarily be supposed to be gradual;
and then it will appear still plainer that there would arise a succession of new trades . . . in proportion as the trades in providing against
roguery grew useless and wore off.”20
Adam Smith loathed Mandeville’s embrace of vice. “Such is the system of Dr. Mandeville,” wrote Smith in 1759 with palpable irritation,
which once made so much noise in the world, and which, though, perhaps, it never gave occasion to more vice than would have been without
it, at least taught that vice, which arose from other causes, to appear
with more effrontery, and to avow the corruption of its motives with a
profligate audaciousness which had never been heard of before.21

Smith did not say, ever, that Greed is Good. The men in the Adam
Smith ties need to do a little reading of The Wealth of Nations and
especially of The Theory of Moral Sentiments on the train to Westport.
The Christian and other opponents of the sin of avarice need to stop
conceding the point to the men of Westport. There is no paradox of
thrift, not in a properly Christian world. Nor even in the world we
lamentably inhabit.
If true, this should be good news for ethical people. We don’t
need to accept avaricious production or vulgar consumerism or
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unloving work-obsession on account of some wider social prudence
they are supposed to serve, allegedly keeping us employed. “Keeping
us employed.” Have you ever in your private, homely activities, doing
the laundry or planting the garden, seen your main problem as finding jobs at which to be employed? Isn’t the main problem the opposite
one, a scarcity of hours in which to bake the bread or fix the car
or play with the kids or nurture friendships or sing praises unto the
Lord thy God? If you agree, then you grasp the great economic principle that, as Adam Smith put it, to repeat, “What is prudence in the
conduct of every private family can scarce be folly in that of a great
kingdom.” And you will grasp why it is not economic prudence to
“keep us all at work” by spending on luxuries and working, working,
working.
*

*

*

The student of the history of leisure, Benjamin Hunnicut, argues in
his books on the work obsession of Americans, giving substance to
Herbert Marcuse’s claims long ago, that long hours—which have not
much fallen since the 1930s, Hunnicut thinks—are connected to
our great Need-Love for commodities, the “New Economic Gospel
of Consumption,” new in the 1920s. “The job,” Hunnicut writes,
“resembles a secular religion, promising personal identity, salvation,
purpose and direction, community, and a way for those who believe
truly and simply in ‘hard work’ to make sense out of the confusion
of life.”22
Hunnicut is mistaken about the hours worked even in work-mad
America and Japan, because people now start work later in life and
add on many years of retirement at the end, which the life chances in
the good old days of the 1930s did not permit.23 But surely he’s right
about the making of The Job into an idol. It’s a specifically bourgeois
sin, because only the bourgeoisie thinks of work as a calling.
But it is also, balanced and in moderation, a bourgeois virtue.
Laborare est orare, to work is to pray, said the Benedictine monks
of Monte Cassino in the sixth century, showing in the very phrase
a break with the classical world’s contempt for manual labor. In the
fourteenth and fifteenth centuries in the Greek Orthodox world
“painting became a holy and highly respected mode of fulfilling the
requirement of manual labor prescribed for all monks.”24 Max Weber
claimed that Tibetan and Christian monks represent “the first human
being who lives rationally, who works methodically and by rational
means toward a goal,” namely a religious goal.25
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Whether or not that is so, the social theorists in thirteenth-century
Europe, and specifically the learned Franciscan and Dominican friars
at the new universities, transferred the attitude to cities. “The ideals of Christian society as formulated in earlier centuries,” explains
Lester K. Little, “had come to include high regard for creative work,
and so the problem of the legitimacy of the merchant’s activities generally, as well as of the profit he made, turned largely on the question
of whether what he did could properly be considered creative work.”26
“God’s work was, of course, creation,” writes Jacques Le Goff on the
matter. “Any profession, therefore, which did not create was bad or
inferior.”27 Little and Le Goff explain how the rise of urban scholasticism in the twelfth and thirteenth centuries changed this, from at
least a Christian point of view. The Church became for a while, Le
Goff notes, “an early protector of merchants.”28 From an aristocratic
point of view, of course, nothing changed: until the dominance of the
bourgeoisie, any nonmilitary work, manual or intellectual, continued
to be dishonorable.
Now we work. In an ideal world would capitalist work be necessary? I believe so, contrary to a widespread belief among the
clerisy that good work and capitalist work are inconsistent with
each other. People following Jesus, true, would make the good,
plain pottery that an economy of moderation would demand and
spend a lot more time with their kids. They would not pursue the
illusory immortality of Work. But the plain pottery—and therefore more time with the kids, since getting the fancier Wedgwood
china would require more hours of work—would still be produced
most efficiently in a market-oriented, free-trade, private property,
enterprising, and energetic economy, as in fact it was in the Lower
Galilee of Jesus’ time.
Choosing the system of natural liberty over the alternatives would
make us richer, not poorer, in sacred things. In a competitive economy of enterprise Josiah Wedgwood invented thin-walled cups and
teapots for the commoners, which formerly he had exported to the
Tsarina and her court. The commoners used them in turn to invent
high tea for the rich and the sacred cuppa for the poor.
*

*

*

Imagine everyone was an active, believing, even holy, and ascetic
Christian. What then would be the ideal economy to house such
unusual people? The mental experiment is relevant even if you are not
a Christian—because if you are a typical member of the clerisy you
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nonetheless look on the ascetic ideal of Christianity (or Buddhism) as
being the ideal life of virtue.
One way to imagine it is to look at the actual economic history
of religious communities, from early Christians in the cities of the
Roman Empire to the present-day Amish of Kolona, Iowa. Such data
are not free of confounding influences, because the historical communities floated in a sea of markets. But it is worth noting, for example,
that medieval Cistercian monks and nuns were the venture capitalists
of their age, famous in farm management. The earliest forward contracts on grain in medieval Europe were made by them.
The Calvinists of Holland and Switzerland and Britain in the
seventeenth century were skilled businesspeople, as of course Max
Weber emphasized a century ago. The early Anabaptists cut themselves off from the political world, refusing to bear arms, for example, and were regularly burned at the stake on that account. But they
usually did not cut themselves off from the economic world, at any
rate those Anabaptists who did not go all the way to boastful communism. The Old Believers in Russia, highly orthodox and in other
ways “conservative,” constituted the core of the tiny commercial
middle class of that sad land during the eighteenth and nineteenth
centuries.29
English Quakers, besides doing the Lord’s work in resisting war and
abolishing slavery and espousing the equality of all men and women,
made fortunes still resonant: Cadbury, the English chocolate makers; Rowntree, and Fry, the same; Barclay, private banker of London;
Lloyd, the same; and Lloyd of the coffee house, then of insurance on
ships, then of insurance on anything you wish. The American Shakers
were briefly brilliant at designing and manufacturing furniture, and
inventing and selling to the market, for example, the clothespin and
the American-style broom. But they certainly were Christians. The
Church of Jesus Christ of Latter Day Saints made the Great Basin
bloom, but not by adopting socialism. And the modern Amishman in
Pennsylvania or Indiana is no slouch at striking a bargain for a plow
horse. It is not true, as Paul Tillich maintained in 1933, that “any
serious Christian must be a socialist.”
The economist and priest Anthony Waterman has shown, in fact,
that many serious Anglicans in the early nineteenth century approved
of capitalism, and on no flimsy grounds. Classical political economy
in the writings of the Reverend Malthus, Archdeacon Paley, Bishop
Copleston, Archbishop Sumner of Canterbury, Archbishop Whately
of Dublin, and the professor of divinity at Edinburgh Thomas
Chalmers was “the mainstream of Anglo-Scottish social theory
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in the early nineteenth century,” while the philosophical radicalism of the atheistic school of Bentham was viewed at the time as a
“backwater.”30
One can ask whether the examples of holy profit-makers show at
least that Christianity fits smoothly with capitalism. No, not necessarily, because it could be a case of giving the Devil his due. In a sea of
sin the Christian may properly sell Shaker brooms to the unbelievers
at a profit for the church, as Jews and Moslems were permitted to take
interest on loans to Christians but not among themselves.
One might think that if everyone were a Shaker there would be
no buying or selling at all. “No buying and selling” is the vision of
utopian socialism, or more properly of the anarchism that is supposed
to follow the end of private property and the withering away of the
state. It is the anarchism of, say, Prince Kropotkin that thrilled me,
age fourteen, down at the local Carnegie-financed library.
Such economic utopianism of Europe in the mid-to-late nineteenth century was paid for with interest by the grandchildren in
the twentieth century. It looked a good deal like a secular version of
the evangelical Christianity, or the oddly parallel Hasidic Judaism,
of the mid-eighteenth and early nineteenth centuries in Europe
and America. Dorothy Day (1897–1980), another founder of the
Catholic Workers movement in the United States, managed a “House
of Hospitality,” one of thirty or so, and the newspaper The Catholic
Worker (1931–present) in order “to realize in the individual and society the expressed and implied teachings of Christ.” Robert Ellsberg
writes that “The value of such a venture is not properly assessed in
terms of profits and losses. Objectively speaking, The Catholic Worker
has aspired to a kind of ‘holy folly’ . . . Dorothy displayed a willful
indifference to conventional business sense.”31
But in truth there seems to be no reason why buying and selling
and a business sense would vanish in a perfect Christian community.
A business sense has not vanished among the Amish. In one utopian, “intentional” community after another the market has burst
in, as into the Amana Colonies in Eastern Iowa in 1932, who at one
time, quite unlike the capitalist Amish down the road, took even their
meals in common; or more recently into the hippie communes of the
1960s.32
Even strictly isolated communities would have exchanges, in
effect if not in money terms. Brother Jonathon would be the smithy,
Sister Helena the baker. Self-sufficiency is an imprudent way to live,
and only misanthropes—survivalists in Idaho or like Thoreau in
Concord—take it very seriously. And Thoreau got his books and nails
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for his separative self near Walden Pond by scrounging from people
in town.
One might as well get the advantages of specialization and trade,
a book or a horseshoe provided for a nail or a loaf, if “only” to have
more time to pray, to write, to think, to travel a good deal in Concord.
If the community is small there is nothing to be gained by having formal markets. A family, for example, works better with love than with
prudence, Mother as a loving and just central planner rather than
as an auctioneer. Perhaps a loving family—the adjective “loving” is
crucial—presents us with one valid case of economic central planning. The other valid case is the corporation, “islands of conscious
power in this [market] ocean of unconscious cooperation like lumps
of butter coagulating in a pail of buttermilk,” as one economist put
it. Encompassing socialism retains its attraction, despite its unhappy
history, from the analogy with a family, a cozy little family, say, of
292,287,454 Americans, or with a corporation of similar dimension.
As Tillich and Wegener said in their “Answer to an Inquiry of the
Protestant Consistory of Brandenburg,” “it demands an economy of
solidarity of all, and of joy in work rather than in profit.” But when a
community gets big and specialized there are better ways than a loving Solidarity to organize for the sacred things we want.
*

*

*

The economist Frank Knight, in an anti-clerical fury, mistook the
Christian morality of charity for a call to common ownership, the
extreme of loving Solidarity, and attacked it as unworkable. (It is said
that the only time the University of Chicago has actually refunded
money to a student was to a Jesuit who took Knight’s course on “the
history of economic thought” and discovered that it was in fact a sustained and not especially well-informed attack on the Catholic Church.)
Knight wrote a book with T.W. Merriam in 1945 called The Economic
Order and Religion, which mysteriously asserts that Christian love
destroys “the material and social basis of life,” and is “fantastically
impossible,” and is “incompatible with the requirements of everyday
life,” and entails an “ideal . . . [which is] not merely opposed to civilization and progress but is an impossible one.” Under Christian love
“continuing social life is patently impossible” and “a high civilization
could hardly be maintained long, . . . to say nothing of progress.”33
It develops that Knight and Merriam are arguing that social life
in a large group with thoroughgoing ownership in common is impossible. That is what they believe Christian love entails.34 Their source is
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always the Gospels, never the elaborate compromises with economic
reality of other Christian writers, such as Paul or Aquinas or Luther,
or the thirty-eighth article of the Anglicans: “The riches and goods
of Christians are not common, as touching the right, title, and possession of the same, as certain Anabaptists do falsely boast.”
But, yes: social life without private property is impossible, at
any rate in large groups. So said Pope Leo XIII in 1891 in Rerum
Novarum, re-echoed by Pius XI in 1931, John XXIII in 1961 and
1963, by Paul VI in 1967 and 1971, and by John Paul II in 1981 and
1991.35 These men were not nineteenth-century liberals—especially,
as Michael Novak explains, not in the harsh, Continental sense, the
“old liberals” of Jan Gresshof’s satiric poem of the 1930s.36 They
celebrated private property—when used with regard to soul and community. They were nothing like the Sermon-on-the-Mount socialists
that Knight and Merriam attack.
Thus Leo: “private possessions are clearly in accord with nature”
(15), following his hero, Aquinas.37 “The law of nature . . . by the practice of all ages, has consecrated private possession as something best
adapted to man’s nature and to peaceful and tranquil living together”
(17). “The fundamental principle of Socialism which would make all
possessions public property is to be utterly rejected because it injures
the very one’s whom it seeks to help” (23). “The right of private property must be regarded as sacred” (65). “If incentives to ingenuity and
skill in individual persons were to be abolished, the very fountains of
wealth would necessarily dry up; and the equality conjured up by the
Socialist imagination would, in reality, be nothing but uniform wretchedness and meanness for one and all, without distinction” (22).
Nick Hornby’s comic novel How to Be Good shows the difficulties of To Each According to His Need, Regardless of His Property
Acquired by Effort. A generosity that works just fine within a family
works poorly within a large group of adult strangers. The husband of
the narrator goes mad and starts giving away his and his wife’s money
and his children’s superfluous toys. He and his guru are going to
write a book:
“ ‘How to Be Good’, we’re going to call it. It’s about how we should
all live our lives. You know, suggestions. Like taking in the homeless,
and giving away your money, and what to do about things like property ownership and, I don’t know, the Third World and so on.”
“So” [replies his annoyed wife, a hard-working GP in the National
Health Service] “this book’s aimed at high-ranking employees of the
IMF?”38
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It’s the Sermon on the Mount, on the basis of which many people have concluded that Jesus was of course a socialist. “The lovegospel,” write Knight and Merriam, “condemning all self-assertion
as sin . . . would destroy all values.”39 Knight and Merriam are correct
if they mean, as they appear to, that Love without other and balancing virtues is a sin. Knight’s understanding of Christianity appears to
have derived from his childhood experience in a frontier Protestant
sect, the Campbellites (evolved now into the Church of Christ and the
Disciples of Christ), and theirs is what he took to be the core teaching
of Christianity: “No creed but the Bible. No ethic but love.”
But Love without Prudence, Justice, Temperance, and the rest is
not Christian orthodoxy—for example, the orthodoxy of Aquinas
or of Leo XIII. Leo in fact was a close student of Aquinas, and
in 1889 elevated him to dogma within the Church. And, yes,
such a single-virtue ethic would not be ethical in a fallen world.
Economists would call the actual orthodoxy a “second-best” argument, as against the first best of “if any man will sue thee at the
law, and take away thy coat, let him have thy cloak also.” Given that
people are imperfect, the Christian, or indeed any economist would
say, we need to make allowances, and hire lawyers. Otherwise everyone will live by stealing each other’s coats, with a resulting failure
to produce coats in the first place, and a descent into poverty for
everyone but the chief.
St. Paul himself said so, in his earliest extant letter (1 Tim. 3:
8–11):
Neither did we eat any man’s bread for naught; but wrought with labor
and travail night and day, that we might not be chargeable to any of
you . . . to make ourselves an example unto you to follow us . . . We commanded you that if any would not work, neither should he eat. For we
hear that there are some . . . among you disorderly, working not at all.

Or to put it more positively, as Michael Novak does, “one must think
clearly about what actually does work—in a sinful world—to achieve
the liberation of peoples and persons.”40 “In the right of property,”
wrote the blessed Pope John XXIII in 1961, “the exercise of liberty
finds both a safeguard and a stimulus.”41 Frank Knight couldn’t have
put it better.
Erasmus began all editions of his Adages from 1508 onward with
“Between friends all things are common,” remarking that “If only
it were so fixed in men’s minds as it is frequent on everybody’s lips,
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most of the evils of our lives would promptly be removed . . . Nothing
was ever said by a pagan philosopher which comes closer to the mind
of Christ” as the proposed socialism of goods in Plato’s Republic.42
Such is the first best. But Erasmus notes, sadly, “how Christians dislike this common ownership of Plato’s, how in fact they cast stones at
it.” Many of his 4,150 proverbs collected from classical and Christian
sources recommend attention to Prudence and work, if not quite with
the insistence of, say, proverbs he might have collected in his native
Dutch. We are not friends, but strangers, and even in the Society
of Friends property was not held in common. Knight and Merriam
are not really undermining Christian orthodoxy and Christian ethics.
They are misunderstanding.
Charity is not socialism. Generosity is not a system at all. It is
of a person, then two, then a few. God arranges such encounters,
a Christian might say. But humans want them, too, the gift-economy of grace above material concerns. To make them into a system,
How to Be Good, is to cancel their virtue. The heroine and narrator of
Hornby’s novel sees the orthodox point. One owes Love to a family
first. Property, with the virtue of justice, protects the beloved family. If any would not work, neither should he eat. Work, depending
on temperance and prudence, is desirable to create and to acquire
the property. So is prudent stewardship in managing it, though the
lilies of the field toil not. For societies of humans, she realizes, not
lilies and families, the right prescription is bourgeois virtue. True,
she cannot quite get rid of the notion that “maybe the desire for
nice evenings with people I know and love is essentially bourgeois,
reprehensible—depraved, even.”43 Such is the agony of the antimarket
member of the clerisy.
*

*

*

And the side of production the market system provides a field in
which ordinary people can exercise their abilities harmlessly. Indeed,
helpfully. Business can be, as Max Weber and Michael Novak put
it, a “calling,” a Beruf, a “vocation.” “A career in business,” writes
Novak, “is not only a morally serious vocation but a morally noble
one. Those who are called to it have reason to take pride in it and
rejoice in it.”44 But of course that is not what the clerisy thinks. Quite
the contrary: “If you actually made money yourself, . . . maybe starting
from nothing, you are given the subtle impression . . . such a career is
rather sweaty, vulgar, and morally suspect.”45
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When I initiated a course in Business History at the business school
at the University of Chicago in 1979 I started it with Mesopotamia,
having the kids read business letters from 2000 BC collected at the
Oriental Institute, because I wanted them to know that they were
embarking on an ancient and honorable profession, not, as the clerisy
believes, a dirty modern aberration. As Novak says, to think of business as a calling—he and I have God in mind here—“would help tie
[the young businesspeople] more profoundly to traditions going far
back into the past.”46
Making and selling steel or hamburgers is not the most prestigious field among intellectuals. Writing long books is. Or among
artists—installing art works or making movies is. But running a fruit
stall with energy and intelligence shares in the exhilaration of creativity.47 Don’t laugh. By doing so you exhibit a nasty snobbishness,
oh you misled member of the Western clerisy. And you exhibit an
undemocratic ignorance of the world’s work to boot. Shame on you.
Maimonides left no doubt that the clerisy’s pretension is a mistake.
“One who make his mind up to study Torah and not to work but
to live on charity profanes the name of God, brings the Torah into
contempt, extinguishes the light of religion, brings evil upon himself,
and deprives himself of the life hereafter.”48
The psychologist Mihaly Csikszentmihalyi [CHICK-sent-mehigh] calls the feeling of creativity “flow,” those “flashes of intense
living,” “when a person’s skills are fully involved in overcoming a
challenge that is just about manageable.” “It is the full involvement
of flow, rather than happiness, that makes for excellence in life.”49
By “happiness” here he means mere consumption, happiness according to the grossest sort of utilitarianism or Epicureanism, not his
Aristotle-derived ideal of the exercise of vital powers. As Martha
Nussbaum notes, “Most Greeks would understand eudaimonia to
be something essentially active, of which praiseworthy activities are
not just productive means, but actual constituent parts.”50
Even the management of possessions provided by the work of
others provides an opportunity for flow, as in the housewife’s artful
arrangement of her furniture or the collector’s absorbed passion for
his goods, heedless of capital gain. The curatorial art is aristocratic,
as may be seen in the Bernard Berensons and Kenneth Clarks (Clark
studied as a young man with Berenson, and ended life a Baron), but
capitalism permits the bourgeoisie to participate. And Berenson at
least was a very busy and canny and some say unscrupulous businessman, as many an aristocrat has been in fact.
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But it’s work that is the main opportunity for a flow-ful life.
Csikszentmihalyi tells of Joe, who worked in the cacophony of a railcar factory, and:
who had trained himself to understand and to fix every piece of equipment in the factory. He loved to take on machinery that didn’t work,
figure out what was wrong with it, and set it right again . . . The hundred or so welders who worked at the same plant respected Joe, even
though they couldn’t quite make him out . . . Many claimed that without Joe the factory might just as well close . . . I have met many CEOs
of major corporations . . . and several dozen Nobel Prize-winners—
eminent people who in many ways led excellent lives, but none that
was better than Joe’s.51

In other words it is not merely through the piling up of goods that the
market system succeeds. It is through the jobs themselves. Respect for
work has been historically rare. Until the quickening of commerce
in bourgeois societies, in fact, work except for praying and fighting
was despised. It was the rare stoic philosopher who viewed physical
labor as anything but dishonoring. The historically anti-work attitude may have been what prevented classical Mediterranean civilization or medieval Chinese society from industrializing. Nowadays it
is a problem for many poor societies. Women and slaves work. Real
men smoke.
Englishmen in the seventeenth century, for example, had no conception of dignity beyond what the sociologists call “ascription,” that
is, rank. The result is that seventeenth-century science used gentlemanly status as a warrant for believability. William Petty (1623–
1687), one of the founders of the English Royal Society, spoke of
a gentleman as someone who had “such estate, real and personal, as
whereby he is able to subsist without the practice of an mercenary
employments.”52 Only a gentleman could have honor, which was only
gradually coming to mean our “honesty.”
A gentleman was precisely someone without a paid occupation.
The contemporary French phrase was le honnête homme, the “honorable” man being one who did not work for pay. The early twentiethcentury irony about this convention is to call a bum a “gentleman of
the road,” as earlier a highwayman was a “gentleman of the highway.”
Such a man is very willing to brawl, but not to be seen to work even
at that. Thus the Prince Hal of Henry IV drinks and whores away the
days and nights with Falstaff through Parts One and Two, and we
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are indulgently amused. We look for virtue in this romanticizing of
idleness, on the circular argument that an idle man is a sort of gentleman and therefore must be virtuous—though Prince Hal explains,
and Shakespeare in his proto-bourgeois way was recommending, that
princes need this common touch.
Down to the nineteenth century, with fading echoes even now,
the phrase “a gentleman of business” was considered an absurdity, a
flat contradiction. The economist David Ricardo wrote in 1817 that a
remission of rent to farmers from their landlords “would only enable
some farmers to live like gentlemen.”53 He feared having an income
without work would corrupt active men of business in agriculture:
“gentlemen” were nonworkers. Dickens reasoned similarly. He portrayed gentlemen without occupations as parasites.54 Yet his heroes,
all of them crypto-gentlemen, achieve success not by working but
by inheriting. He had a conservative’s nostalgia for a simpler time
when the rich were charitable and the poor unspoilt and income came
down on a gentleman like a gentle rain.
The piling up of goods, even from the goad of the nasty, guiltinducing thing we name “profit,” has had the direct effect of giving
billions of ordinary people the scope with which to pursue something
other than subsistence. But the point here is that on the other side
of subsistence, so to speak, the market has provided the billions with
meaning in their lives through that very participation in the making
of things for the market. Only an undemocratic snob, you might say,
if you were inclined to speak frankly about anti-bourgeois and antieconomic prejudices since 1848, denies dignity to anything but what
priests or aristocrats do. As Knight put it, “We are impelled to look
for ends in the economic process itself, and to give thoughtful consideration to the possibilities of participation in economic activity as a
sphere of self-expression and creative achievement.”55
Work in capitalism is not always alienating. Tzvetan Todorov
quotes the protagonist of Forever Flowing, the posthumously published novel of Vasily Grossman (1905–1964), whom he says was
the sole example of a successful Stalinist writer who converted
wholly to anti-Communism (“The slave in him died, and a free
man arose”):
I used to think freedom was freedom of speech, freedom of the press,
freedom of conscience. Here is what it amounts to: you have to have
the right to sow what you wish to, to make shoes or coats, to bake into
bread the flour ground from the grain you have sown, and to sell it
or not sell it as you wish; for the lathe-operator, the steelworker, and
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the artist it’s a matter of being able to live as you wish and work as you
wish and not as they order you.56

If you are sure this is wrong, that workers are slaves under capitalism, as I tell you they are under socialism—“Under capitalism, man
exploits man; under socialism, it’s the other way around”—consider
where you got the idea. If from your own actual experience at your
life’s employment, or even from a blue- or pink-collar summer job, or
a few months as a journalist getting nickel and dimed in minimum
wage jobs, you have at least the scientific spirit. You, I, and Barbara
Ehrenreich can sit down and think through the balance of the evidence together. But if by any chance you got it unsullied from Marx,
or from the numerous people influenced by Marx, I ask you to consider that Marx, like many of us aristocratic priests, had never worked
at anything but philosophy and journalism, never picked up a shovel
for pay, never so much as set foot in a factory or farm. Marx—Engels
was different—had not troubled to look at manual work, much less try
it out for himself. He preferred his angry theorizing in the Reading
Room of the British Museum.
Studs Terkel in Working says that the job “is a search, too, for daily
meaning as well as daily bread, for astonishment rather than torpor;
in short, for a sort of life rather than a Monday through Friday sort
of dying.”57 It struck Marisa Bowe while editing a follow-up to Terkel
that “very few of those we talked to”—and the interviewers seem to
have talked to American workers pretty much at random—“hate their
jobs, and even among the ones who do, almost none said ‘not working’ was their ultimate goal.”58
You need not see what someone is doing
To know it is his vocation,
you have only to watch his eyes:
a cook mixing his sauce, a surgeon
making a primary incision,
a clerk completing a bill of lading
wear the same rapt expression,
forgetting themselves in a function.59

A Cincinnati sewer worker interviewed on National Public Radio
on August 29, 2002, joked that at first he viewed his job as a way
of claiming credit with hippie girls that he was an “environmental”
worker. But of course that’s what he is. And he grew, he declared, to
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love his work, just love it, crawling around sewer mains. True, he earns
$60,000 a year for his trouble, as the sand hogs digging tunnels for
New York’s water supply earn $150,000 a year. But that condition of
a laboring vocation nowadays is made possible by the goods-piling-up
machinery of capitalism.
A traveler from the (ideal, gentle) communist planet in Ursula
Leguin’s The Dispossessed is startled by the prosperity of the “sturdy,
self-respecting-looking people” in the (ideal, but not-so-gentle) capitalist planet:
It puzzled him. He had assumed that if you removed a human being’s
natural incentive to work—his initiative, his creative energy—and
replaced it with external motivation . . . he would become a lazy and
careless worker. But no careless workers kept those lovely farmlands, or
made the superb cars and comfortable trains. The lure of profit . . . was
evidently a much more effective replacement of the natural initiative
than he had been led to believe.60

Leguin overlooks, though, the better case for capitalism, which is
not that profit deftly replaces the instinct of workmanship. On the
contrary, profit and the capitalism dependent on profit nourishes it.
Marx, Thorstein Veblen, Karl Polanyi, and others have been mistaken
on the point. Good, well-paid workers are not alienated or careless.
Watch a team of trash men working the public barrels from a truck
along a Chicago street, working fast and accurately, skimming the
empty plastic barrels back to their places, tipping them back into the
cast-iron holders, riding easily on the lip of the shoot, stormy, husky,
brawling. I do not condescend. I’ve worked trash trucks in my day,
and know the feeling.
Chaplin’s 1936 movie Modern Times or the opening scenes of
Sillitoe’s angry-young-man novel The Loneliness of the Long Distance
Runner (1959; movie 1962) say that many factory jobs are monotonous. Granted. I have not worked in a factory. But the monotony
is of course pretty common in nonindustrial society, too. Planting
rice is never fun. The idiocy of rural life is not always better for the
soul than the idiocy of urban life. I have worked as a farm laborer.
Ironically, only since Romanticism and the rise of prosperous, healthy
cities—London stopped killing more people than it bred by the end
of the eighteenth century—have Europeans looked fondly back on
their village roots.
Poor people have moved in every country worldwide for centuries
from the village to the city, freely if not joyously, even when the cities
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were killers. Witness the several hundreds of millions of Chinese peasants who moved in the 1990s and later to the cities of eastern China,
the largest such migration in history. Living in a factory dorm room
in the city of Changshu north of Shanghai and working seventy-seven
hours a week for eleven months a year making IV drips for Western
hospitals to bring home five hundred dollars in net pay, if she is very
careful, seemed in 2004 better to the nineteen-year old young woman
Bai Lin than staying in her home village of Two Dragons.61
If you as a well-off Western city-dweller and office worker think
that outdoor work must be so much nicer than being cooped up, it’s a
good bet you have never worked for more than a day or two in the outof-doors, making hay in Wiltshire or making roads in Massachusetts,
not to speak of planting rice in Two Dragons. There’s a reason that
most people, when given the choice, prefer to work under roofs and
inside heated and air-conditioned offices and in the busy cities.
A commercial society provides on a unique scale opportunities for
fully flow-ful jobs—which would not describe Bai Lin’s eleven-hour days
cutting rubber sheets, but does describe her older brother Bai Li Peng’s
job as a foreman in a factory near Hong Kong. The skilled craftsperson
of olden times was much admired by late Romantics such as Morris and
Ruskin. But sculpting masons and master builders were a tiny fraction
of the medieval workforce, and in their own day were not admired. No
one who had to work with his hands, including a painter or sculptor,
was admired. Most medievals were closer to the Monty Python vision
of groveling peasant than to the pre-Raphaelite vision of free craftsman
and noble saint of labor, admitting that both are fictions.
Think of the clerkly professions in this way—being a college professor, for example. There are very roughly a million of them today
in the United States, about one out of every one hundred and fifty
workers, more people employed now in post-secondary education
than the cumulative total in all the centuries everywhere before, say,
1945. The great-great grandparents of the average college teacher
worked with their hands, often at jobs providing less scope for flow.
Like everyone else’s, since that’s what a nonmodern economy had
on offer, mine were dirt farmers and lumberjacks and housewives—
though my mother’s mother took pride in her housewifery, in an age
of home canning and home sewing and home making of the sort
Cheryl Mendelson celebrates in Home Comforts: The Art and Science
of Keeping House; and I expect that some others of my ancestors and
yours wielded a spade or spindle joyfully by God’s grace.
But non-clerkly jobs in a market society provide more scope, too.
The uncommon but by no means unheard of Chicago bus driver who
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works joyfully at making his passengers welcome, and works conscientiously at arriving at each stop exactly on time, navigating the
snowy streets of the South Side with brio, is living a flow-ful life on
the job. The textbook salesman who pushes the envelope (he would
say), venturing into new academic buildings to confront new curmudgeons in English or Accounting, armed only with his open and sunny
personality and a giant catalogue he has memorized of Macmillan
books, is testing the limits of his skill.
Of course you can refuse to live flow-fully, even in a rich, Western
society. The tram drivers of Rotterdam are known for leaving just as
the university student running to make the tram gets close to the
door, or speeding up to ram harder when the track is blocked by a
careless auto driver. They get satisfaction no doubt in paying back the
middle class. One wonders if they wouldn’t do better to join it, and
make their trams into little sites of bourgeois virtues.
Many college professors treat their fascinating jobs as though they
were routine, and become, as Adam Smith said of the effects of repetitive work, “as stupid and as ignorant as it is possible for a human
creature to become.” As they stroll between their few hours of classes
a week they lament the appalling stress of their lives, and form trade
unions in a fantasy of proletarian status. True, the college administration encourages the fantasy, by itself playing the role of The Suits,
conspiring against common sense, stuffing their executive suites with
auto-busy assistant and associate and vice-thises-and-thats. But anyway such college professors are refusing flow. Immanuel Kant lectured every morning all morning including Saturdays, easily twice
the average contact hours of a modern college professor, and was
uncomplaining about it. As the son of a saddler he knew hard physical
work. Yet in his spare time he managed to write—slowly, admittedly,
by the frenetic standards of modern academic life—a few books revolutionizing Western philosophy. “When the job presents clear goals,”
Csikszentmihalyi writes, “unambiguous feedback, a sense of control,
challenges that match the worker’s skills, and few distractions, the
feelings it provides are not that different from what one experiences
in a sport or an artistic performance.”62 Or in reckless driving or in
street fighting—the news from Flow is not all good.
The pay matters. It is a thrill unique to a market society to find
that people are willing to pay for one’s product, to surrender their
hard-earned money, as we put it. Remember your first paycheck,
and the feeling it gave of adulthood, of pulling your own weight.
Remember when you last sold for a professional’s price something you
produced. In his play and novella Home Truths David Lodge imagines
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a conversation in a cottage in Sussex between two old friends, one a
man who writes TV plays and will in a few hours take a flight from
Gatwick to Hollywood, the other a woman comfortably well off in
retirement who makes pottery:
He picked up a pottery vase. “This is nice. Did you make it?”
“Yes.”
“Very nice . . . Is it for sale?”
“Not to you, Sam. If you like it, have it as a present.”
“No way. Would a hundred be fair?”
“Far too much.”
“I’ll give you seventy-five.” He took out his chequebook.
“That’s very generous. I am selling the odd piece now, actually. It’s
very satisfying.”63

It’s satisfying especially to a married woman accustomed to giving
care for no pay, whose independence in a commercial society depends
on a pay packet. As Peggy Seeger sang,
I really wish that I could be a lady—
I could do all the lovely things a lady’s s’posed to do.
I wouldn’t even mind if they would pay me,
And I could be a person too.
. . . . But now that times are harder and my Jimmy’s got the sack
I went down to Vicker’s, they were glad to have me back.
I’m a third-class citizen, my wages tell me that,
But I’m a first-class engineer.64

Work in a capitalist society can fulfill the Greek ideal of happiness,
reiterated to the boys at English private schools in the nineteenth
century: “the exercise of vital powers along lines of excellence in a
life affording them scope.” One can be an excellent mother in bringing up Connor and Lily to a full adult life, or an excellent carpenter
making a staircase with winding treads and housed stringers, or an
excellent clerk completing an intricate bill of lading, or an excellent
repairer of railcar-making machinery.65 At least one can in a modern
capitalist society.
Notes
The essay is slightly revised from chapters 43–45 in McCloskey, Bourgeois
Virtues.
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Chapter 8

Doing the Right Things:
The Private Sector Response to
Hurricane Katrina as a Case Study in
the Bourgeois Virtues
Steven Horwitz

B

oth critics and defenders of the market economy are often quick
to claim that market actors are not, or at least do not need to be,
virtuous in the classical sense of the term. Critics use this claim as
a strike against markets as they argue that markets both rely on and
encourage narrowly self-interested behavior and do not reward much,
if anything, of what has historically been understood as “the virtues.”
Defenders of markets often argue that the very advantage of markets is that they need not rely on citizens being virtuous in order for
them to produce the efficiency and productivity that will benefit all.
From Mandeville through to Stigler, Friedman, and even Gordon
Gekko’s “greed is good,” the beauty of markets has been seen in the
parsimony of the way they produce social benefits requiring “only”
self-interest and good institutions. Economists and other defenders
of markets need not concern themselves with questions of virtue, nor
are markets or capitalism seen as producing or encouraging any sort
of virtues.
In her book The Bourgeois Virtues (2006), Deirdre McCloskey
criticizes both of these virtue-free approaches to thinking about the
market. She argues instead that markets both require and encourage a particular set of virtues that she refers to as the “bourgeois”
virtues. She focuses specifically on the idea that capitalism involves
more than the virtue of “Prudence,” which is her rendering of narrowly self-interested or profit-maximizing behavior. Her book offers
a discussion of what she counts as the seven bourgeois virtues, of
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which the aforementioned Prudence is but one. She argues that real
market behavior in fact consists of more than just “Prudence only”
and that capitalism encourages the development of these other virtues
and their deployment in social and economic interactions. The result,
she argues, is that capitalism is more human and humane than both
its defenders and detractors believe it is.
McCloskey offers numerous effective anecdotes and a good deal
of basic historical data to document the existence of the virtues other
than Prudence in the practice of capitalism, but she does not offer,
at least in this first of several volumes, any extended examples or case
studies to illustrate her main themes. I offer just such a case study in
the response of private sector actors to Hurricane Katrina in 2005
and 2006.
Supposedly self-interested and profit-seeking firms engaged in
behavior that, at least if we rely on their own words, can be understood in terms of putting their employees and communities ahead
of their corporate self-interest. Major American companies from
Marriott to McDonald’s to Wal-Mart undertook major and minor
acts of bourgeois virtue, and contributed in a significant way to the
recovery from the hurricane. Managers and senior leaders used the
language of ethics and virtue, rather than that of narrow self-interest or profit maximization, in describing what they expected from
employees, and employees used similar language to describe their
own behavior. “Doing the right thing” was central to their response.
What constituted doing the right thing, how the very nature of large
capitalist enterprises made doing “right” possible, and how doing
right improved conditions after Katrina will all be explored here.
The Bourgeois Virtues
No brief summary can do justice to the texture and nuance of
McCloskey’s five-hundred-page text. The focus in this section will be
on those elements of her argument relevant to the events of Hurricane
Katrina. One of her central themes, as noted earlier, is that the virtue
of Prudence alone is not sufficient to explain, understand, or justify
the market order. Prudence, for McCloskey, is roughly equivalent to
the economist’s notion of rational self-interest or economizing behavior, which itself is based on “practical wisdom” or “good judgment.”1
It is, she insists, one of the virtues, and she devotes a number of pages
to explaining why. The problem in her eyes is that both many of capitalism’s defenders and most of its critics see capitalism as relying on
Prudence Only, which she believes is both incorrect descriptively and,
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were it true, unacceptable morally. Prudence is one of seven virtues
that she sees being intimately connected with the market order, and
all are both products of that order and necessary for it to function
in an ethically acceptable manner. McCloskey argues that those who
either defend or criticize capitalism for being only about Prudence
have dramatically misunderstood how it really works.
McCloskey sees Prudence as one of the bourgeois virtues because
the standard economic defense of the way in which self-interested
behavior produces desirable, if unintended, consequences under wellfunctioning market institutions remains valid. She emphasizes that
to understand Prudence as a virtue, one must take a perspective that
focuses on the consequences of human choices and not just on their
intentions. Calling an action virtuous must take into account the way
in which the actor’s intentions interact with the intentions of others
to produce consequences that are often other than what the actor
intends. This has been one piece of the standard argument for the
market since the Scottish Enlightenment writers such as Adam Smith
and Bernard Mandeville. In McCloskey’s eyes, the problem is that
this piece of the argument got separated from the more complete
analysis that was found in the best of the Scots, especially in Smith
and The Theory of Moral Sentiments.
Economics as a discipline took that piece and, in the intervening two centuries, has further separated and refined the case for a
Prudence-only understanding of capitalism. In the hands of many,
though not all, of capitalism’s defenders, its great virtue has been that
it requires so little virtue to function efficiently. The focus becomes
exclusively on how Prudence can generate growth and efficiency,
with little attention paid to any of the other virtues. In many cases,
the emphasis on Prudence is so exclusive that capitalism’s defenders
even seem to ignore the importance of the institutional structure for
ensuring that Prudence produces desirable unintended consequences.
McCloskey’s complaint is that the “game” of economics continues
to be to find ways to explain behavior that she sees as motivated by
other virtues in terms of how it “really” comes down only to some
form of Prudence or self-interest. She points to several examples from
the economics of the family and evolutionary-psychological explanations of friendship as examples of what we might call this problematic “Prudence-only Reductionism.” To be clear, McCloskey does not
deny that Prudence plays a role, and is a virtue; her criticism is that it
is seen as the only one. Trying to explain actions that we would colloquially, and rightly, refer to as “acts of love” in terms of self-interest
is the exercise that she is objecting to. Why not instead, she argues,
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recognize and accept that these other virtues are not only part of the
capitalist order but central to its functioning? Moreover, why not ask
whether the development of capitalism has itself made it possible for
those other virtues to thrive?
McCloskey argues that there are a total of seven bourgeois virtues:
Love, Faith, Hope, Courage, Temperance, Prudence, and Justice.
Because the target of her argument is Prudence Only, she finds it convenient, after exploring each of the other six virtues, to group them
together under the broad label of “Solidarity,” which she then contrasts with “Prudence.”2 She argues that most behavior in the capitalist world can be understood as some combination of concerns with
Prudence and Solidarity, with the “weights” attached to each varying
by action and individual. She notes that even the work that people do
in a market economy almost always also involves some transcendent
goal beyond bringing home a paycheck: “it can also be devotion to
workmanship, duty, calling—being an apartment manager who provides the tenants with a decent place to live or a dentist who fends off
gum disease in her patients. Or providing goods for poor people, in
Wal-Mart.”3 Grouped in those “solidarity variables” are “S” words
such as “sympathy, service, sentiment, and stewardship” among others. All of these are words that fall out of the non-Prudence virtues.
Several of these solidarity variables played roles in the aftermath of
Katrina and are worth some additional attention.
McCloskey’s discussion of the role of Love is particularly relevant.
Here she argues that much of what we do for others cannot be reduced
to mere long-run or complex acts of self-interest. Recent evidence
from experimental economics seems to confirm that individuals are
guided by more than just narrow self-interest and have internalized
norms of fairness that affect the choices they make in game and other
bargaining situations. Even in the fairly anonymous world of the marketplace, or simulations of it, we are not just pure utility or profit
maximizers. As McCloskey points out, not all of our social interactions are structured as anonymous interactions such as those of the
market. We simultaneously exist in more intimate worlds where we
know other actors very well, for example, the family or many business
firms. In these latter worlds, we know that people act on motivations other than pure self-interest, or at least that they claim to. Our
willingness to sacrifice for our family members is more than just an
attempt to ensure the survival of our genes (although that might well
explain some baseline level of predisposition). We act altruistically
because we genuinely care for and love our spouses/partners and our
children/parents. This is Love, not Prudence.
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Love frequently involves committing ourselves to actions or to
people in ways that clearly do not advance our utility or our profits
in any meaningful way. McCloskey argues that we make these commitments not because we calculate advantage from them (although
that might happen), but because we genuinely see them as the “right
things to do” in that situation, and because we think we will be better people for having done them. We desire meaning in our lives and
we “do not make an exception for capitalism.”4 Both consumers and
producers commit themselves to doing the right thing and maintain
those commitments even in situations where a one-time cheat would
pay off and likely go unnoticed. Certainly when the eyes of others
are upon us, we worry about our esteem in those eyes and that too
provides reason to continue to do the right thing. This, of course,
is Adam Smith’s impartial spectator. This is also why Love is one of
the key solidarity variables. Love demands that we treat others, even
others we do not know personally, as ends in themselves, rather than
as means to our own.
Before turning to examples of such behavior in the context of
Hurricane Katrina, we can look at one other example of the way in
which capitalism has encouraged the flowering of the bourgeois virtues. Capitalism in many ways made possible the enormous role that
Love and the related virtues play in familial relationships. By offering ways to earn income outside of the household, the development
of capitalism slowly eliminated the family’s role as an institution of
market production and thereby removed it from the realm of narrow
economic calculation and “Prudence Only,” or at least “Prudence
Mostly.” In the precapitalist era, the family was structured much like
firms are today, which was understandable given that most market
production was family-based. The result was that men, who occupied
the top of the familial hierarchy, were in the same relationship to their
wives and children as the boss is to employees. The rest of the family were assets just like the farm equipment and cattle. As capitalism
caused the demise of family-based market production and provided
the means to treat family members (and especially wives) as ends in
themselves through higher incomes, the family, thanks to capitalism,
became the focal point of the altruism of the intimate associations.
The improved economic and legal status of women and children, the
gradual equalization of the marital relationship, and the ascendance
of Love as the basis for marriage and the parent-child relationship all
reflect the ways in which capitalism made possible and “nourished”
other virtues. In making this transition possible, capitalism thereby
humanized the family and made possible the much more frequent

Mdwhite_Ch08.indd 173

8/3/2010 3:05:06 PM

174

ST E V EN HORW IT Z

exercise of non-Prudence virtues in that institution. In the following
section I argue that elements of capitalism made possible the virtuous
response of the private sector during Hurricane Katrina.
Ethical Language in the Corporate Response
Before we explore what firms did in any detail, a short discussion of
the language that corporate leaders used to talk about how their firms
and employees should respond to the hurricane is in order.
The world private actors were faced with after August 29, 2005,
was a horrific one. Hurricane Katrina made landfall in southeast
Louisiana and southwest Mississippi and subjected much of the Gulf
Coast to a long period of hurricane force winds, causing significant
damage. In addition, storm surges were estimated at anywhere from
fifteen to twenty to twenty-five feet. The result of the surge was major
flooding all over the Gulf Coast. In the New Orleans area, there was
major wind damage, but the bigger problem was that the storm surge
led to multiple failures in the city’s levees, leaving approximately 80
percent of the city under water, with some areas taking on as much
as eight or ten or even twenty feet of water. The damage left numerous buildings uninhabitable and destroyed supplies and machinery
as well as forcing from their homes those who did not evacuate and
causing the death of almost two thousand people across the entire
Gulf Coast. The flooding also closed roads all over the Gulf Coast,
making it challenging to get people out or supplies in. Relief centers,
especially the Superdome and Convention Center in New Orleans,
were characterized by limited supplies and very uncomfortable physical conditions.
A growing number of major corporations have their own divisions
responsible for disaster response or maintaining “business continuity” in the face of a variety of crisis situations. A number of firms
were prepared for the hurricane landfall days in advance and began
to move supplies into position. They also recognized that if conditions were as bad as many forecasts were suggesting, they would be
facing novel situations of damaged buildings, missing, and perhaps
injured or dead, employees, and difficulties in communication. For
large firms with multiple stores such as Wal-Mart or McDonald’s, this
meant having to give direction to their senior managers and other
employees about how they should handle themselves in the face of the
unexpected. If the Prudence-only version of capitalism were correct,
we would expect that direction to be for managers and employees to
do all they can to maintain profit-maximizing activity. However, this
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was not the case. Senior leadership spoke and set policies in terms that
recognized the other virtues along with Prudence.
The way in which large firms dealt with the issue of price increases
or “price gouging” provides an example of the mix of motives in
play. The big box stores were particularly interesting in this regard, as
Wal-Mart and Home Depot, for example, had golden opportunities
to ratchet up prices as they were often the first places to reopen and
have significant supplies after the storm passed and flooding subsided. However, they chose not to raise prices. In fact, in 2004 WalMart established a corporate policy of instituting region-wide price
freezes when hurricanes approach, and that was quickly implemented
across the Gulf as well as in Florida when Katrina passed through the
state a few days earlier. These choices, whether enshrined as policy
or not, can be read in multiple ways. Firms certainly have a long-run
self-interest in making sure that they do not alienate their customers
by raising prices during a disaster. To that extent, these choices can be
understood as Prudence-based. To the extent, however, that the concern about customers is also motivated by a perceived commitment to
them that goes beyond just profits (even in the long run) then other
virtues might be at play.
Explanations from big box executives indicate this mixture of
motives. As a Home Depot executive put it, “If we can be there
when a customer needs us most, we can win that customer for life.”5
Maintaining customer loyalty and “being there when needed,” understood in this case to not take advantage of an opportunity presented
by short-run self-interest, were explicit reasons for choosing not to act
with Prudence Only. Wal-Mart executives noted that the company’s
financial well-being is intimately connected with the fact that it “will
have a community to go back to in the end.”6 They could certainly
profit from raising prices after a storm, but they care enough about
how they are perceived by others in the community to avoid risking
their reputation. In both cases, these firms are staffed by workers
who are also members of the very same communities that would be
upset by jacked-up prices during a disaster. Wal-Mart is also often
involved with local communities through things such as charitable
giving and sponsoring youth sports. These community involvements
give them a set of relationships that are outside of the direct profitability of the firm that could be damaged by accusations of “price
gouging.” These sorts of local ties suggest that the motives for holding the line on prices are more than just Prudence-driven long-run
self-interest, although that was certainly a significant explanation for
their behavior.
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McDonald’s leadership responded to the crisis with more clear language of doing whatever it took to do right by its employees and communities. The then-president of McDonald’s Central Division Janice
Fields said of their efforts to locate and assist approximately four thousand missing workers weeks after the storm hit, “There is no place
that I will draw a line in the sand. We will be going through some of
this for one year, two years and even five years.”7 McDonald’s executives said they were spending “millions” in the effort and admitted
they had no idea what the total would be. According to John Owen,
who was McDonald’s U.S. vice president for Restaurant Execution at
the time, and was in charge of the company’s Katrina response, they
did not even have a budget.8 His office was simply told to do whatever
it took to get stores up and running and employees’ needs taken care
of and to put “people first.” Concerns about cost and the diversion of
employee time were thrown out the window in the face of the need
to do the right thing to help their employees. Prudence became secondary in the face of doing the right thing for those with whom the
company had a human connection.
Wal-Mart’s reputation is one that would not suggest that ethics and
virtue were at the top of their priority list. However, then-CEO Lee
Scott’s directive to all of Wal-Mart’s senior vice presidents is perhaps
the most clear statement of the insufficiency of Prudence Only. In a
meeting with those executives, he asked them to pass the following
message down to their reports and get the word out to managers and
associates across the country: “A lot of you are going to have to make
decisions above your level. Make the best decision that you can with
the information that’s available to you at the time, and, above all, do
the right thing.” 9 Of course this directive leaves open the question of
what Scott considered the “right things” to do, but it became clear in
the way the corporation praised various responses of individual managers and associates during the storm (to be discussed later) that he,
like the leaders at McDonald’s, was concerned that people and communities be taken care of before anyone worried about profits. Like
McDonald’s, Wal-Mart spent millions in doing the right things in
response to Katrina (leaving aside their considerable charitable donations), and like McDonald’s, it did not seem to care that much what
the total cost was, and admits even now that it could not figure that
cost even if it cared to.10
It is worth noting that the examples given here are both large
multinational corporations. This should not be interpreted to mean
that smaller firms did not engage in virtuous behavior during Katrina
and its aftermath. To the contrary, there were numerous acts of
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beneficence by smaller firms. However, there are two reasons to
focus on larger firms. First, critics of capitalism are usually quickest
to jump on these sorts of firms for behaving as if all were a matter
of Prudence Only. If even the firms considered to be the most rapacious in the market made use of the other bourgeois virtues, then the
case that capitalism involves more than just Prudence is that much
stronger. Second, the scale of the good done by larger firms was, not
surprisingly, much larger. Here again, one of the elements of capitalism that is frequently a target of critics, that is, the large size of firms,
is actually an advantage as only firms with the scale of operations and
experience in moving resources across the country that characterize
Wal-Mart and McDonald’s could have done some of the good that
they did. Local firms do not have the financial capital and inventory
from other locations to support a crisis-stricken area. The fact that
capitalism produces larger firms like these is what enables them to do
a great deal of good when they engage the non-Prudence virtues.
Immediate Responses for the Community
We can categorize the particular actions that private sector actors took
into three distinct categories. First are the things that firms did for
the affected communities in the immediate aftermath. These include
all the things done “corporately” plus things done by individuals acting in their roles as employees of the firms in question. Firms also
engaged in a significant degree of charitable giving. The second category consists of things that firms did for their own employees. The
final category is what might best be called “individual acts of virtue.”
The events surrounding Katrina produced amazing examples of virtuous behavior among strangers that also can be understood through
the lens of the bourgeois virtues.
Wal-Mart’s corporate response deserves particular focus as it was
the quickest and most widespread.11 Other big box retailers such as
Home Depot and Lowe’s also responded in similar ways, however,
Wal-Mart’s response was larger and, according to local reports, the
most effective. Wal-Mart was widely praised for their response, arriving in the New Orleans area with much needed supplies of water and
other basic necessities. In suburban Jefferson Parish, both President
Aaron Broussard and Sheriff Harry Lee lauded Wal-Mart’s work.
Several days after the storm, Broussard was on Meet the Press, where
he thanked Wal-Mart and quoted Lee as saying, “if [the] American
government would have responded like Wal-Mart has responded, we
wouldn’t be in this crisis.”12 Phillip Capitano, mayor of another New
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Orleans suburb, said, “the only lifeline in Kenner was the Wal-Mart
stores. We didn’t have looting on a mass scale because Wal-Mart
showed up with food and water so our people could survive.” They
were among many politicians and community members in the New
Orleans area and cities along the rest of the Gulf Coast who also
praised Wal-Mart’s quick and effective response to the storm.13
In the three weeks following Katrina’s landfall, Wal-Mart shipped
almost twenty-five hundred truckloads of merchandise to the affected
areas.14 Home Depot provided more than eight hundred truckloads
worth of supplies to the Gulf Coast and also moved one thousand of
its employees from other areas into the region.15 Wal-Mart engaged
in a tremendous effort to reopen its closed and damaged stores. At
the peak of the storm, 126 stores and 2 distribution centers were
closed, of which “more than half ended up losing power, some were
flooded, and 89 . . . reported damage.”16 Within ten days, all but 15 of
its stores were open and the remaining stores were ones that had been
damaged so severely that they were likely a total loss. The store also
allowed the public to use its Photo Center website to post pictures
of missing friends and relatives with messages about how to contact
them.
The company certainly profited from being able to reopen stores
quickly, but its Prudence was virtuous as it was often the only place
where residents could find a whole variety of supplies. Beyond the
virtues of such prudence, Wal-Mart also gave away a large amount
of free merchandise, including prescription drugs, all across the Gulf
Coast. The company sent truckloads of free items to New Orleans
evacuees in Houston. The also allowed abandoned stores to be used
by local authorities for shelters with Wal-Mart paying the utilities.
Both Wal-Mart and McDonald’s made charitable contributions to
Katrina relief. McDonald’s converted all of their Ronald McDonald
House Charity canisters to Katrina relief and then matched those
donations up to two million dollars. Wal-Mart started with an original commitment of seventeen million dollars and eventually donated
around thirty-two million dollars to various Katrina relief efforts.17
Wal-Mart’s virtuous response was not limited to its corporate
actions. Individual store managers and associates engaged in a variety
of actions that illustrated the bourgeois virtues. A key part of what
enabled Wal-Mart to do so many right things in their response is
the great degree of discretion that the company gives to district and
store managers. Despite the perception many have of Wal-Mart as
“top-heavy” and authoritarian, in fact, store managers have sufficient
authority to make decisions based on local information and immediate
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needs. In several cases, store managers allowed either emergency personnel or local residents to take store supplies as needed, without
worrying about charging them for it. In Kenner, Louisiana, a WalMart associate used a forklift to knock open a warehouse door to get
water that was then delivered to a local retirement home. In Marrero,
Louisiana, associates turned the store into their headquarters and
sleeping area for local police, many of whom had lost their homes in
the storm. None of these associates felt the need to get pre-approval
from supervisors to take these actions, and supervisors, as well as WalMart’s upper management, later praised them for having made good
decisions and done the right thing.
The Wal-Mart in Waveland, Mississippi, was among the most
severely damaged by the wind and flooding. The store’s assistant
manager Jessica Lewis decided to run a bulldozer through the ruins
of the store to scoop up basics that were not water-damaged even
though she had not cleared this with her supervisors. She pushed the
goods into a pile in the store’s parking lot and gave them away to very
appreciative community members. Lewis also broke into the store’s
locked pharmacy to supply critical drugs to a local hospital. Wal-Mart’s
upper-management praised both of her actions as good examples of
employees acting autonomously and doing the right things that the
company expected of them in this sort of situation.18
McDonald’s also responded effectively and virtuously in the weeks
following the storm. Over five hundred of their restaurants were
affected, and 80 percent of them were up and running one week after
landfall. A franchise operation like McDonald’s has a larger challenge
in organizing a corporate response than does a firm like Wal-Mart.
Nonetheless, the parent company worked closely with its franchisee-owners to try to ensure that they were following guidelines for
response modeled by how the corporate-owned stores were behaving.
Like Wal-Mart, McDonald’s was aware of the impending storm and
had trucks prepared to leave its distribution centers to provide supplies
just after the storm passed. Part of their ability to reopen most of their
stores so quickly was that level of preparation. Many local residents
reported great relief at the return to normalcy reflected in the reopening of a neighborhood McDonald’s. The company also provided free
food to first responders as part of their response. They set up mobile
centers in the worst hit areas where they were cooking basics for
police, firemen, EMTs, and other community responders.19
A final corporate response worth mentioning is the Tide Detergent
“Loads of Hope” program sponsored by Proctor & Gamble. The
company has used trucks and vans to create mobile laundromats that
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they bring to disaster sites in order to provide free clothes washing
and drying for residents. This program is ongoing, but was conceived
as part of the company’s response to Hurricane Katrina. The company has done over thirty thousand loads of free laundry, including
approximately sixteen thousand in the New Orleans area in six different visits that they have made since the fall of 2005.20 Like the other
corporate responses, explaining “Loads of Hope” solely in terms of
some long-run profit maximization strategy seems inconsistent with
the amount of time and resources firms invest in this behavior, especially when combined with a fairly consistent corporate message of
the need to do the right things. Certainly, the responses of local residents to all of these initiatives has been appreciation rather than a
cynical rejection.
Reaching Out to Employees
One of the most persistent ethical criticisms of the market economy is that the inequality of power in the capital-labor relationship allows firms to treat employees as mere means rather than
ends in themselves. It is in that relationship that firms are often
accused by critics of behaving with regard to Prudence Only and
not seeing their actions toward employees in ethical terms. On first
glance, a natural disaster might seem to be a prime opportunity for
exploitative owners to exercise their power even more dramatically
than usual. However, the evidence in the aftermath of Hurricane
Katrina suggests just the opposite: firms operating along the Gulf
Coast, especially ones with a national presence, were extraordinarily
accommodating and generous to their employees. Firms made clear
commitments to their employees that the latter’s well-being would
be a top priority in their response to the disaster and they followed
up those promises with specific actions even where those actions
clearly were costly to the firms’ bottom lines. Faced with a significant loss of revenues as stores were damaged to various degrees, it
would have been easy for firms to sacrifice the other virtues on the
altar of Prudence by doing little to nothing for their employees,
perhaps even laying many off, but many chose to demonstrate the
virtues of Love and Justice.
A large number of firms promised employees displaced by the
storm that they could find work at any of the company’s other
stores nationwide. This list included major firms such as Wal-Mart,
McDonald’s, and Home Depot, but also smaller ones such as the
Canadian firm “Couche-Tard,” which runs the Circle K convenience
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stores in the United States. Goodwill Industries also offered to hire
displaced employees at other offices nationwide.21 Even firms that
did not promise job continuation made alternative offers to help
employees who had nowhere else to go. Marriott hotels in Houston
became home to many Marriott employees displaced from the storm,
with evacuees describing their experience of identifying themselves as
Marriott employees at hotels and immediately being welcomed with a
room and fresh clothing.22
Boyd Gaming, which runs a casino in Kenner, Louisiana, offered
free rooms at another property in Tunica, MS, to employees who had
no other option for temporary post-storm housing. They also offered
low-cost meals to those employees and their immediate families.23
McDonald’s hired an outside firm to find temporary housing for
its Gulf Coast employees. The firm found housing in a recreational
vehicle park, some condos, and four hotels. McDonald’s paid for the
employees’ rent in these locations.24 In addition, a large number of
smaller firms in the New Orleans and surrounding areas relocated
employees to offices or stores that were less damaged or reopened
more quickly. Offering dislocated employees work elsewhere might
well have had negative effects on the locations outside the Gulf Coast,
but leaders at these firms saw this promise as an ethical imperative
toward their employees.
Many of these same firms continued to pay their workers in the
weeks and months after the storm and also offered various other
kinds of benefits. In the private sector, larger firms also continued
to pay workers for some stretch of time after the storm, with many
providing several thousand dollars in relocation funds to displaced
workers. McDonald’s paid workers in company-owned stores for
two weeks after the storm. The company also had its health insurance carried waive co-pays and deductibles for employees and set
up a low-interest loan program for employees who needed financial
assistance.25 Franchisees could determine their own policies, but a
good number followed the corporate lead. In addition to the offers of
rehiring elsewhere in the country, Wal-Mart offered their employees a
small one-time cash payments as relief, with additional small amounts
if the associate’s home was damaged. Marriott gave employees a fivethousand-dollar disbursement and continued to pay them for a number of months after the storm.26
Many larger employers have various Employee Assistance Programs
that they use to help workers going through temporary crises in
more normal times. During Katrina, the various ways in which firms
offered additional services to their employees expanded significantly.
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Wal-Mart normally has a call center for employee-related emergencies
and other concerns. They expanded that center to eighty people and
fielded forty-three thousand calls from employees and customers in
the four weeks following the storm, many of which involved connecting employees with resources.27 McDonald’s assembled a phone bank
at their headquarters to “take calls from workers, connect them with
those searching for them and to help them get their paychecks, housing, and even food.”28 The phone bank, along with other employees
working along the Gulf Coast, got in touch with four thousand workers in the three weeks following the storm. They also staffed that
center twenty-four hours a day, seven days a week, which had never
been done before. They made use of text messaging, also never done
before, as it was sometimes the only reliable means of communication. McDonald’s also ramped up their Employee Assistance Program
with new publicity and then directed the funds to the Gulf Coast.
Finally, they also negotiated a deal with Wal-Mart to allow employees
to cash paychecks there, and then began to pay workers with preloaded debit cards to avoid some of those problems and make it easier
for employees to have access to cash with financial institutions still in
shaky shape.29
Individual Acts of Virtue
Beyond what private sector firms themselves did, there were thousands of acts of virtue by individuals over the course of the storm and
its aftermath. Most of these acts were done anonymously and were
never recorded in ways that can be retrieved after the fact. Trying to
catalogue even the ones we have record of would be a project in itself.
In this section, I will briefly tell three stories that exemplify how individuals acted in ways that reflected a commitment to non-Prudence
virtues. All three involve people who at some cost to themselves did
the right thing for someone else. Two of the three are about individuals who found themselves in these situations because of their involvement with commerce.
Jeanine Pellegrini and her family left New Orleans ahead of the
storm and had even booked a hotel room in Baton Rouge for three
nights, the Saturday and Sunday before the storm and the Monday of
the storm.30 As the full effects of the storm became clear, they tried
to extend their reservation beyond Monday, but the hotel had already
filled up for the later nights. She, along with eight other family members and their two dogs, had nowhere to go that Monday night and as
they sat in a McDonald’s having coffee and trying to figure out what
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to do, her parents happened to strike up a conversation with a young
woman in line. The woman heard their plight and Jeanine tells what
happened next:
She said, “I’m a Christian lady. I have a huge house, two children, a
husband that works offshore. He works two weeks and comes home
a week. I have a huge house with just two children. They’re in high
school. I come here every day of the week to go to nursing school, and
you’re more than welcome to come stay with me.” And my mom said,
you know, thank you, but it’s not just me and my husband. We have
nine of us and two dogs. She said, “I don’t care how many you have.”
She said, “If you—the invitation is there. I don’t care how many you
have. I don’t care how many dogs you have. I have two dogs myself.
If you don’t mind my two dogs . . .” My mom gave—exchanged phone
numbers, the whole bit. Came back and said you’re not gonna believe
this. We were just offered a place to stay.31

The family agreed to stay with this total stranger and then found out
that the country town was full of a number of Katrina evacuees who
were being helped. In addition, they were able to bring other family
members to the town:
People just—neighbors were there welcoming us. They brought us to
get clothes. They brought us to get shoes. So open arms. And then
it turned out to where my husband—you realize that—I told you we
have a small family so it was just awesome. We were there. My brother
was in South Carolina. My brother—with his wife’s folks, too. My
husband’s main objective was to get his family together. His mother
there, his father there, and his other sister and his other brother there.
So about three days later—I think they had evacuated to Jackson. Not
his brother, but his other sister and his mother and father evacuated to
Jackson. So within three days they came to Napoleonville and others
put them up. So we had, like, five different families that put up our
whole family. It was unbelievable.32

The apparent spontaneity of the residents of Napoleonville in deciding to help out strangers displaced by Katrina is a nice example of the
non-Prudence virtues in action.
The residents of Napoleonville provided the evacuees with food
and clothing for several weeks. Jeanine reports that for that whole
time, her family barely spent any of their own money.33 Unlike the
acts of corporate virtue mentioned earlier, it is difficult to even construct a Prudence-only explanation for this behavior. In as much as
critics often say that market economies promote and reward prudence
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and slowly dull the other virtues, this story, which is representative of
many that happened during Katrina, would suggest otherwise.
Other acts of bourgeois virtue came from employees who acted
above and beyond their commercial role to help out other individuals.
Dorothy Green was evacuated to Houston from New Orleans. After a
long bus ride, during which the driver of the bus used his own credit
card to buy two thousand dollars worth of snacks for the whole bus,
many of whom had not had much to eat or drink in several days, she
ended up at the Astrodome. As an employee of Marriott, she figured
she would find a Marriott hotel in Houston and see if they had a room
for her and any of her thirty-three family members. As she began to
leave the parking lot and try to walk downtown, a stranger stopped
her and advised her against trying to walk it. He gave her ten dollars
for bus fare and told her which stop to take. That one little act of virtue turned into a much larger one when she got to the Marriott:
The man went to hollering, “We got one! We got one!” And all the
employees come running out, and I’m like you got one of what? And
he was getting ready to hug me, and I said, “Please don’t hug me, I
haven’t had a bath in three days. I said I stink.” “We don’t care. We
don’t care. We don’t care. How many of y’all here?” I said, “I got
33 family members with me.” When we got there, they gave me two
rooms; 33 people in two rooms. [S]he asked me for everybody’s age,
size and name, and I gave it to her. When we got back there, they had
clothes for all of us.34

The family ended up staying there for six months, with the company
buying them additional clothing and meals for much of that time.
Though the latter part of this story is an example of the corporate
virtue we saw in a previous section, this particular act would not have
been possible without two individual acts of virtue along the way.
Finally, several McDonald’s employees used their own resources
to help out fellow employees. Tim Cox was one of many McDonald’s
human resources employees staffing their twenty-four-hour help line.
In one case, he went through his own closet to find clothing to ship
to a sixteen-year-old restaurant worker in New Orleans who has lost
his life’s possessions in the flooding. In another case, a franchise
owner in the Gulf area provided five bags of groceries, diapers, and
fifty dollars for gas for a displaced young employee from another city
and her four-week-old baby.35
These acts of employee-to-employee virtue are particularly interesting because they suggest that the relationships among employees are
also not predicated on Prudence Only but on some sense of solidarity
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that comes from their common endeavor within the firm. McCloskey
herself argues that even the hated capitalist workplace has become a
site that is more of a mix of Prudence and Love:
as capitalism enriches its workers, and as its worker-consumers
require to be treated like free citizens, the workplace becomes a home
place . . . employees go to work expecting to be treated like human
beings, expecting to be even a little loved . . . Markets and even the
much-maligned corporations encourage friendships . . . Modern capitalist life is love-saturated.36

Many large corporations, with Wal-Mart being one notable example,
take active steps to cultivate this atmosphere of solidarity among their
employees. That has obvious payoffs from a Prudence Only perspective, but also creates an environment in which other bourgeois virtues
can be integrated into the workplace, including among strangers in a
time of crisis.
The Private Sector and the Rebuilding of Community
Most of the virtuous acts chronicled here took place in the immediate
aftermath of the storm. The private sector also played an important
role in the longer run rebuilding of community in storm-damaged
areas. The narrowly economic relevance of the private sector in restoring communities is fairly obvious and was well-recognized by the
areas affected by the storm. They needed the private sector to return
for two important reasons. First, they needed access to the resources
they provided. Having a Wal-Mart or McDonald’s reopen meant that
homes could be cleaned and repaired and meals could be purchased.
Second, larger stores such as the big boxes have important tax revenue
implications for local governments, many of which were faced with
enormous costs in the aftermath of the storm. Having a Wal-Mart
rebuild and reopen meant that those governments could increase the
level of services they were providing. These ways in which the private
sector contributes to rebuilding community after a disaster are wellrecognized.
However, the restoration of the private sector has important community-building effects that are not as narrowly economic. Markets
in commercial societies are much more than the sterile interplay of
atomistic maximizers that constitutes the models of mainstream economics. In the flesh-and-blood world of the real marketplace, people
come together in a variety of ways and for a variety of purposes. Much
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thinking about the liberal order has focused on the polity as the site
of this sort of coming together, but the agora is also full of sites in
which social interaction is central. The common desires for goods
and services that characterize modern commercial societies mean that
people’s paths cross in the world of the agora with great frequency.
Moreover, the fact that buying and selling is part of our everyday routine, whereas political action, even construed broadly, is much more
the exception, means that the marketplace is far more likely to be a
site of social intercourse and interaction than are the institutions of
the polity. As Virgil Storr argues: “A complete concept of the market,
in my view, requires that we appreciate that the market is a social space
where both economic and extraeconomic relationships are developed
and sustained. Markets are not only embedded in the community but
can also promote and sustain the community.”37 This is particularly
true in smaller towns or in larger cities with clearly defined neighborhoods where crossing paths with friends or coworkers at the grocery
store or the bank or the gas station is not at all unusual.
The socializing role of the commercial world was especially important in the weeks and months after Katrina. Contrary to the image of
markets as atomizing, Gulf Coast residents almost uniformly reported
that their trips to local stores and the gradual reopening of businesses
in their towns were key events in reestablishing ties to other community members. The storm fractured a variety of social networks
that residents relied on for information about the community. It
also destroyed the communications technology that enabled many
extended social networks to function as power, cable, and Internet
services were out for weeks if not months. It isolated family members from each other geographically and socially. As neighborhoods
and towns started to see residents return, early movers often found
themselves as the only people repopulating a street or neighborhood,
limiting their opportunities to find out what was going on in the
broader community. Add to the isolation the circumstances in which
people needed to find connections to physical and human resources
to help them clean or reconstruct homes and find work, and it is clear
that the need for sites of networking was great.
That networking function is exactly the role played by the private
sector in the lives of returning residents. Interviews with residents
who returned to the devastated areas of the Gulf Coast reveal a common theme of finding trips to the store, particularly “general store”
types of places such as Walgreen’s or Wal-Mart, to be not only important economically, but socially, as it provided them with opportunities
to reconnect with friends and extended family and to catch up on the
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latest news in the community. The “general stores” were especially
effective in this regard because they supplied both a large variety of
goods and ones that everyone needed. The variety increased the number of different people likely to patronize the store at any given time,
increasing the number of possible connections that people might make
on any given trip. The necessities meant that individuals were likely to
make repeated trips there, increasing the probability of encountering
any given person on any given trip. The combined effect was that the
commercial sector was a source of sociality and networking that was
important to rebuilding devastated communities. Storr frames it this
way: “The market allows for greater and more selective connectivity
within the population by making communication easier and bringing
more people into contact with each other.”38 That general observation can be seen in the ways in which the return of business to the
Gulf enabled important social relationships to reemerge.
When interviewers asked those who returned about which stores
were most important or most necessary to their neighborhoods recovering, the most common answers were grocery stores, Wal-Mart, and
restaurants. Their explanations for those choices covered both the
economic necessity and the effects on the community. They recognized that traveling half an hour to buy groceries was extraordinarily
burdensome, but they also pointed out that when even small grocery
stores reopened, it was a chance to reconnect more easily with neighbors. A number of interviewees spoke to the simple pleasure of going
to such stores or to the Walgreen’s as a form of recreation. They were
able to both get things they wanted and use it as an opportunity to
see people and hang out. Their explanations for Wal-Mart’s importance paralleled these arguments: it had the things they need plus it
was a center for social interaction. Several interviewees indicated that
chance meetings at stores put them in touch with friends and family,
or with people who were able to inform them about where they might
get some good or service they had been searching for. One evacuee in
Houston reported that many of the new friends he had made in that
strange town were the result of chance meetings and conversations in
the local Wal-Mart.
The economic importance of both the reopening of these stores
and their ability to facilitate these sort of connections is clearly significant. However, the way in which the rebirth of commerce was also
a vehicle for human connections and community is less obvious and
fits nicely with the themes of McCloskey’s book. The mundane world
of bourgeois commerce is not at odds with producing the sorts of
solidarity and communality that comprises the non-Prudence virtues.
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In fact, it can be a site for such virtues, even in the most dire of
circumstances. The commerce that comprises capitalism is, after all,
yet another human social activity. Even if the model that economists
bring to their discussion of such commerce is overly narrow in its
conception of what motivates human behavior, the reality of capitalism is otherwise.
Conclusion
From their first reactions when Katrina hit, to the choices they made
in the weeks that followed, to their role in the longer run recovery,
private firms and their employees have demonstrated that the capitalist order involves far more than the sort of narrow self-interest that is
the bedrock assumption of many of the system’s defenders and critics. Rather than being an ethics- or virtue-free realm of contending
atomistic individuals, the market order is populated with individuals with a variety of reasons for acting as they do and whose purposes encompass both satisfying their own self-interest and serving
their fellow humans. As McCloskey argues, not only does capitalism
encompass a broad range of bourgeois virtues, many of its features
make it possible for those virtues to flower. Even in the very difficult
soil of perhaps the greatest social-natural disaster in U.S. history, the
bourgeois virtues were very much on display in the private sector’s
response to Hurricane Katrina.
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