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What is the methodological status of business ethics? It looks like a well- 
established discipline in the global academic community: several peer 
reviewed journals, popular world-wide conferences, and so on. However, 
as Christopher Cowton noticed in 2008, it is more of a “field” than a 
“discipline” and it is more a “developing field” (Cowton 2008, p. 12). It 
seems that ten years after this observation we can confirm it. So, the ques-
tion remains but slightly changes its modality—what kind of discipline (or 
field) do we want business ethics to become? In this book we will try to review 
the current state of affairs in business ethics methodology and suggest 
some steps in clarification and improvements.

Before considering business ethics, it is necessary to make some com-
ments about general normative ethics. I think it would be reasonable if 
normative ethics were developed as a science. The main purpose of this 
strategy is twofold: (1) to achieve better progress in the development of 
ethics through moving from extensive unproductive diversity to efficient 
competition of ideas according to agreed criteria of scientific method; and 
(2) to secure greater respect from society for a moral philosophy, which is 
crucially important in persuading people to change their behavior.

The scientific approach to ethics is based on four criteria of science: (1) 
accurate terminology; (2) correct logic; (3) empirical verification; and (4) 
accuracy of empirical measurement. We start with the definition of good as 
the most important term and define it as “something that should exist by 
one’s opinion”, i.e. this is a subjective judgment about the external world. 
This is an accurate definition, which may be checked by logical analysis or 
empirical verification. Logical analysis means the derivation of the attitude 
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of this person to something on the basis of our knowledge about one’s 
nature (e.g. it is logical to assume that a normal person would decide that 
safety is good because a normal person wants to live and avoid any kind of 
suffering). Empirical verification means asking this person if he or she 
really agrees that something is good. If this person agrees with our propo-
sition, then we can say that it was empirically verified, i.e. it is true. An 
important condition of the accuracy of empirical verification is that this 
person should have all available, relevant information and keep control over 
emotions to render a really true judgment about goodness of something. 
Therefore, the elementary propositions of ethical science are individual, 
subjective value judgments about the goodness of various things, i.e. 
meaningful propositions that essentially represent “facts” about individual 
“values”.

The next question of the scientific approach to ethics is about the exis-
tence of universal moral norms which all people should obey (otherwise their 
behavior would be counted as unethical). This question is resolved in the 
same way—we should ask individual persons if they agree that there should 
be universal moral norms and how these norms should be established. Our 
hypothesis is that every normal person would agree with the following prop-
ositions: (1) there should be at least some universal moral norms; (2) univer-
sal moral norms should be established by people; (3) all people should 
participate in the establishing universal moral norms, except those who have 
some mental problems and may act irrationally; (4) universal moral norms 
should be accepted unanimously; and (5) universal moral norms should be 
chosen under a veil of ignorance. All these propositions are meaningful and 
may be logically proved and empirically verified, i.e. the method of generat-
ing ethical judgments in itself represents an object of scientific proof.

In this book we apply this approach to business ethics. I have been teach-
ing business ethics for nine years. One of the main problems of this disci-
pline is an insufficient level of intellectual rigor, which leads to a skeptical 
attitude from students as well as business people. This book tries to view 
business ethics as a scientific discipline, to offer some ideas about its orga-
nization, and to provide a historical discussion of various theories and 
perspectives in business ethics from that point of view.

However, we start not with business ethics, but with economics. There are 
two reasons for this. First, business ethics needs positive economic theory, because 
it is impossible to render normative judgments about some action or norm if 
we do not understand its economic consequences. Second, economics tried 
to develop its normative economic theory, which should evaluate the actions of 
any actors in the economy: firms, consumers, workers, trade unions, govern-
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ments, and so on. Logically, business ethics should be a part of normative 
economic theory because it focuses on the evaluation of a particular type of 
actors—firms and their managers. However, is that so? Does economic theory 
really have a normative branch and what does it study? Can we say that busi-
ness ethics should be a branch of it? This is another interesting methodologi-
cal question, which is not discussed well in the contemporary literature.

Therefore, we shaped the next structure of the book as follows. The first 
two chapters are devoted to economics. In Chap. 1, we examine the devel-
opment of a specific economic approach to normative evaluation in eco-
nomics which was developed from 1900 to the 1950s and known as welfare 
economics. In Chap. 2, we provide a survey of methodological discussions 
about the interaction of economic theory and ethics which were conducted 
inside contemporary economic theory between 1980 and 2015. Then we 
turn to business ethics and provide a survey of its methodological evolu-
tion. In Chap. 3, we examine how the structure of the discipline was chang-
ing from 1970 to 2015. We survey all discussions of normative-descriptive 
and compare the change of composition of academic papers in the main 
business ethics journals. We check if business ethics followed a clear distinc-
tion made between normative, positive, and practical branches, and find 
that sometimes the distinction between normative and positive was con-
fused and practical business ethics was not shaped as a separate branch of 
business ethics at all (which seems to be a mistake). In Chap. 4, we study 
the development of normative business ethics and try to evaluate its origi-
nal concepts and their scientific nature (stakeholder theory, separation the-
sis, integral social contract theory, corporate social responsibility (CSR) 
theories, virtue ethics, etc.). As we will see, the disregard of a scientific 
foundation of business ethics analysis may lead to poorly justified concepts 
and frameworks. In Chap. 5, we continue efforts in making business ethics 
a more systematic and efficient discipline and try to develop more accurate 
definitions of moral issues and moral dilemmas and to build a typology of 
moral issues and dilemmas in business ethics, which may be used to make 
normative, positive, and practical business ethics more productive.
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CHAPTER 1

Welfare Economics

Abstract In the beginning of the twentieth century, the newly born neo-
classical economics produced a special branch which was responsible for 
the analysis of economic policy on the basis of its influence on economic 
welfare. For several decades, economists tried to develop this branch 
avoiding any cooperation with moral philosophy. Although several inter-
esting discoveries were made and a special area of mathematics (analysis of 
social welfare functions) was developed, the outcome of this development 
turned quite questionable, and one reason for this was a lack of coopera-
tion with moral philosophy.

Keywords Welfare economics • New welfare economics • Social welfare 
function • Normative economic theory • Positive economic theory • 
Ethics • Interpersonal comparisons • Compensation • Pareto criterion

Neoclassical ecoNomics aNd its method

If classical political economy did not refrain from moral evaluations of 
studied phenomena, neoclassical economics radically changed the rela-
tionship between economic theory and ethics. Neoclassical economics 
started as a result of the Marginal Revolution of the 1870s when several 
scholars—W. Jevons in England, K. Menger in Austria, and L. Walras in 
Switzerland—independently of each other published their ideas about 
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new mathematical analysis of economic decisions of consumers and 
 producers and new mathematical analysis of market equilibrium. They did 
what was absent in classical economics—they tried to describe functions 
connecting basic variables of economic activity, i.e. the amount of con-
sumed goods and the satisfaction from this consumption, the amount of 
used factors of production and the quantity of goods produced with these 
factors. They tried to study the mathematic characteristics of these func-
tions and the behavior of actors (consumers and producers) who deal with 
these functions. From the very beginning, they assumed the rationality of 
actors—that consumers and producers seek maximum utility or profit—
and it generally looked quite consistent with classical economics, because 
Smith, Ricardo, and Mill also assumed that people try to make rational 
choices to improve their welfare. Now this analysis was clothed in the 
mathematical language of calculus, e.g. finding the maximum of target 
functions, describing conditions of optimality, and so on. Although in 
mathematics there are several methods to describe and find the maximum, 
the language of marginal analysis (marginal utility, marginal costs, mar-
ginal product, etc.) could be quite effectively applied to an explanation of 
the behavior of consumers and producers with simple geometrical dia-
grams and with minimal mathematics; that is why the approach was popu-
larized in this language and the revolution in the method was called 
Marginal. All pioneers of this approach explicitly understood this as a new 
scientific approach to economic theory, which could be very accurate and 
eligible for logical proof as with any other science.

At the same time, economists started distinguishing positive economic 
theory, normative economic theory, and economic policy as three differ-
ent branches of economic science. This tripartite structure was suggested 
by John Neville Keynes in the book “The scope and method of political econ-
omy” (1890), written in an attempt to clarify the methodological muddle 
of the economic theory of the late nineteenth century. Keynes distin-
guished positive economic science, normative economic science, and the 
third part which he called the “art of political economy”, dealing with the 
development of economic policy. Importantly, Keynes asserted the danger 
of confusing them in one research.

The problem whether political economy is to be regarded as a positive sci-
ence, or as a normative science, or as an art, or as a combination of these, is 
to a certain extent a question merely of nomenclature and classification. It 
is, nevertheless, important to distinguish economic enquiries according as 

 M. STORCHEVOY
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they belong to the three departments respectively; and it is also important 
to make clear their mutual relations. Confusion between them is common 
and has been the source of many mischievous errors. (Keynes 1890, p. 22)

How had normative economic science been developed? Historically, it 
took the form of welfare economics—as a study of how some economic 
events influence society, which should help to shape the economic policy 
of the state. Logically, normative economics should cooperate with moral 
philosophy, but this cooperation did not happen. It seems that moral phi-
losophy then did not look like a science which might be helpful. The 
majority of economists were fond of their new scientific methodology and 
avoided the moral philosophy domain as something alien. As a result, neo-
classical economics had been developing for a long time with no explicit 
connection with ethical theory. All neoclassical economists intuitively 
belong to Utilitarianism and assumed that the maximization of happiness 
of the greatest number was a good purpose for economic policy. But this 
position was not an outcome of deep study of moral philosophy and a 
conscious choice of Utilitarianism as a superior moral theory. We may 
guess that even if Bentham and Mill had never existed, economists would 
invent a self-made variant of Utilitarianism during the Marginal Revolution. 
The reason for this is quite obvious—the utility of consumers is the final 
result of economic activity in neoclassical economics and the idea of maxi-
mization is central to the whole paradigm. The conclusion that the total 
utility of society should also be maximized was inevitable in this 
situation.

Neoclassical theory faced the same fundamental problems as all 
Utilitarian thinkers: (1) how to measure happiness (utility); (2) how to 
compare the utility of various people; and (3) whether it is permissible to 
interchange the utility of one person for the utility of another. Some pio-
neers of the Marginal Revolution believed that marginal utility could be 
measured and at least in theory we could use some imaginary units to put 
on diagrams and equations. This approach was later called the theory of 
cardinal utility. However, many believed that in a scientific economic 
theory we could not measure utility and compare the utility of various 
people. For example, William Stanley Jevons (1835–1882) devoted the 
first chapter of his book “The Theory of Political Economy” (1871) to a new 
methodology of economics claiming that if we want to make economics a 
science, it should be a mathematical science. The chapter included a sec-
tion “Measurement of Feeling and Motives” where Jevons rejected the 
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possibility of interpersonal utility comparisons because all people have 
 different capabilities to experience psychological feelings from the same 
goods. So, although marginal utility analysis works well with one mind it 
cannot tell us much when we need to compare the utilities of various 
people.

Soon a solution for the measurability problem was developed and this 
led to a revolution inside neoclassical economics—the development of 
ordinal utility, which allowed evaluating goods without measurement. 
The key instrument of this analysis—the indifference curve—was sug-
gested by Francis Ysidro Edgeworth (1845–1926) in his book 
“Mathematical Psychics: An Essay on the Application of Mathematics to the 
Moral Sciences” (1881). This idea was developed further by Italian engi-
neer and economist Vilfredo Pareto (1848–1923) in his textbook “Manual 
of Political Economy” (1906). Pareto used the indifference curve to replace 
cardinal utility with ordinal utility, which required only comparisons of 
utility but not their measurement in absolute units. Therefore, maximiza-
tion of utility may be now analyzed graphically with the help of indiffer-
ence curves developed by F. Edgeworth. Beside this, Pareto introduced 
the concept of efficiency, which was later named after him as Pareto effi-
ciency and which meant that it was impossible to reallocate any resource 
to increase the utility of one person and not to decrease the utility of 
another. Graphically, this idea is usually illustrated by a production possi-
bility frontier or a bargaining curve. Since then, in economic theory the 
idea of efficiency may be easily and accurately separated from the idea of 
justice. We could say that positive economics should deal with the latter, 
and normative economics with the former. However, as we will see below, 
the normative branch of economics developed under the strong influence 
of positive methodology and tried to limit itself to efficiency issues.

cambridge traditioN iN Welfare ecoNomics

Although in the beginning of the twentieth century all economists were 
aware that measuring or comparing interpersonal utilities represented a 
serious methodological problem, some economists did not give up and 
continued to suggest that it was possible. They believed that indifference 
curves and mathematical analysis were only “machinery” (in Pigou’s 
words) and essentially the economic theory still could make some approxi-
mate propositions about comparing and interchanging utilities.

 M. STORCHEVOY
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The legendary Cambridge economist Alfred Marshall (1842–1924), 
who is best known for his aggregation of neoclassical economics in three 
volumes of “Principles of Economics” (1890) where the new science first 
got his scientific-sounding name (like Physics or Mathematics), assumed 
that it was permissible to compare and interchange utilities because it was 
just a common sense.

It would naturally be assumed that a shilling’s worth of gratification to one 
Englishman might be taken as equivalent with a shilling’s worth to another 
… until cause to the contrary were shown. (Principles of Economics, Book 
III, chapter VI, paragraph 12)

… the utility, or the benefit, that is measured in the poorer man’s mind by 
twopence is greater than that measured by it in the richer man’s mind… 
(Principles of Economics, Book III, Chapter III, paragraph 11)

In 1914 his disciple Arthur Cecil Pigou (1877–1959) published a 
large essay “Wealth and Welfare” where he introduced the concept of 
“economic welfare” and tried to explore its connection with total wel-
fare or happiness of the people. This book seems to be the first in the 
neoclassical tradition directly dealing with a normative evaluation of 
economic activity. However, we will not find any moral philosophy on its 
pages except the very first one—surprisingly, the book begins with the 
citation from Moore’s Principia Ethica about the definition of good, 
which is followed by a similar nihilist implication about the definition of 
welfare.

If I am asked ‘What is good?’ my answer is that good is good, and that is the 
end of the matter. Or, if I am asked ‘How is good to be defined?’ my answer 
is that it cannot be defined, and that is all I have to say about it.” [G. E. 
Moore, Principia Ethica, p. 6]. Welfare means the same thing as good. It, 
too, cannot be defined, in the sense of being analysed. At the same time we 
can say, and, indeed, it is the chief task of ethics to say, whether, and in what 
way, particular things belong to welfare. For the purpose of this volume it is 
sufficient to lay down on this subject two propositions: first, that welfare 
includes states of consciousness only, and not material things or conditions: 
secondly, that welfare can be brought under the category of greater and less. 
This is all that need be said here concerning welfare in general. (Wealth and 
Welfare, p. 3)

 WELFARE ECONOMICS 
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Then Pigou introduces a definition of economic welfare, which is “wel-
fare arising in connection with the earning and spending of the national 
dividend, or, in other words, of those parts of the community’s net income 
that enter easily into relation with the measuring rod of money”—a defini-
tion which may hardly be recognized as clear. It seems that he means the 
utility which people derive from their economic activity and its products, 
but not from enjoying a beautiful landscape or friendly conversation. Later 
in his paper of 1951, he clarifies that economic welfare is a “satisfaction” 
as a state of mind, but not a “goodness” of things.

The general purpose of Pigou’s theory was to explore conditions when 
economic welfare changes. The general idea of this analysis was that com-
petitive markets lead to the best possible outcome but there might be 
some obstacles in the way of this if some actors do not incur the full costs 
or benefits of their actions. For example, a landlord rents out the land to a 
tenant and the latter avoids investing because the long-term benefits will 
go to the landlord. Any transaction may impose costs or benefits to a third 
party who has not asked for this and cannot be excluded from this. Pigou 
describes many examples of public goods or externalities (without distin-
guishing these phenomena). As far as the market and free contracts cannot 
resolve these issues, the state should intervene and introduce taxes or 
bounties. He studies many cases of interdependent utility such as relative 
income, snob and bandwagon effects (long before these concepts will be 
rediscovered by Harvey Leibenstein in 1950). Finally, Pigou analyzed the 
case of an increasing or decreasing external economy when a new firm in 
the industry leads to higher or lower costs of resources for all other firms. 
As for economic policy, Pigou advocated redistribution of wealth and 
income to increase economic welfare. The general idea was a version of 
utilitarianism where we can compare and interchange the utilities of vari-
ous people, so redistribution from the poor to the rich may increase eco-
nomic welfare given certain limitations (we should be sure that 
redistribution will not destroy incentives).

Later, Pigou was going to prepare an extended version of this work but 
eventually the text grew into a large book, “Economics of Welfare”, pub-
lished in 1920. Although it contained several new interesting chapters, the 
main methodology and conclusions remained the same.

In the 1930s–1940s, there was a stormy development of new welfare 
economics (we discuss it in the next sections of this chapter) where econo-
mists tried to abandon interpersonal comparisons (admitted by Pigou) 
and employed heavy mathematics (never used by the latter). When in 
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1951 Pigou was invited by American Economic Review to publish a paper 
with his reflections on the recent developments in welfare economics, he 
wrote a piece, “Some Aspects of Welfare Economic”, where he called all 
these recent developments a “machinery” and tried to discuss some essen-
tial methodological issues beyond them. Among other things, he sug-
gested the next argument in defense of much-criticized interpersonal 
comparisons of utility.

Now, if we take random groups of people of the same race and brought up 
in the same country, we find that in many features that are comparable by 
objective tests, they are on the average pretty much alike; and, indeed, for 
fundamental characters we need not limit ourselves to people of the same 
race and country. On this basis we are endued, I submit, to infer by analogy 
that they are probably pretty much alike in other respects also. In all practi-
cal affairs we act on that supposition. We cannot prove that it is true. But we 
do not need to do so. Nobody can prove that anybody besides himself exists, 
but, nevertheless, everybody is quite sure of it. We do not, in short, and 
there is no reason why we should, start from a tabula rasa, binding ourselves 
to hold every opinion which the natural man entertains to be guilty until it 
is proved innocent. The burden is the other way. To deny this is to wreck, 
not merely Welfare Economics, but the whole apparatus of practical thought. 
(Pigou 1951, p. 292)

Therefore, according to Pigou, we can reasonably insist that “transfers 
of money income from better-to-do people to worse-to-do people make 
satisfaction larger”. Of course, one may object that a rich man may be 
upset by losing income, so a transfer will not increase total happiness, but 
for Pigou it was a wrong argument because we should look at the situation 
in the long run or as a systematic change in distribution system. We may 
notice that Pigou here comes very close to the situation of choice between 
two societies in a Rawlsian sense.

No doubt at the moment if a rich man accustomed to a high standard of 
living has £5,000 cut off his income and given to a poor man, the rich man 
will suffer a good deal, while the poor man may have no idea of what to do 
with his new-found gains. But it is proper here to take a long-run view and 
to think of transfers, not as single, casual acts, but as lasting modifications of 
income distribution. From this standpoint, as we have already argued, cut-
ting down large incomes probably leaves the people whose incomes are cut 
with substantially as much satisfaction as before, while the poor, whose 
incomes are increased, gain both directly and also indirectly by having their 
desire attitudes pushed up. (p. 300)

 WELFARE ECONOMICS 
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Several other American economists also supported a commonsense jus-
tification of cardinal utility in economic policy evaluation. For example, 
Frank Knight in 1944, when interpersonal comparisons had been already 
refuted by almost all leading economists of that time, still claimed that the 
arguments for progressive taxation and for a greater equality of incomes 
were too important to be dismissed merely because economists could not 
develop a proof of underlying assumptions (Knight 1944).

lioNel robbiNs aNd Positive ecoNomic theory

The distinction between positive and normative economics was clearly 
explained by J. N. Keynes in 1890, but not all economists followed it in 
the next two decades. For example, R. Hawtrey wrote in his book The 
Economic Problem in 1925:

But economics cannot be dissociated from ethics. Those who say that wealth 
or utility is the end of economic action are committing themselves to ethical 
propositions, which are open to challenge and need to be defended and 
justified. (p. 184)

In 1932 Lionel Robbins decided to clarify this distinction once more 
and published a small book “Essay on the Nature and Significance of 
Economic Science”, which became a manifest of scientific economic theory 
for many years after. First, Robbins suggested a new definition of eco-
nomic theory. Previously economists defined economics on the basis of its 
object, i.e. as a study of economy. For example, Alfred Marshall in his 
famous textbook defined economics as “a study of men earning a living” 
(Principles of Economics 1890, p. 1). It is easy to note that economic 
sociology, economic psychology, and economic anthology also fit this defi-
nition quite well. However, the development of economic theory in recent 
decades demonstrated that the object is not important. Economics is an 
analysis of rational choice, which is essentially the problem of efficient 
allocation of limited resources between given ends. Therefore, economics 
is not limited to some particular activity (e.g. production) but may be 
applied to any activity (this will be an inspiration of economic imperialism 
in the 1960s–1970s). And what is important, economic theory does not 
discuss or question the ends, which are taken for granted.

Robbins writes that economics studies efficient ways of satisfying needs 
of any society regardless of its ethical values. A society of sybarites or soci-
ety of monks may be equally well analyzed by economic theory.

 M. STORCHEVOY
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Suppose, for instance, a community of sybarites, their pleasures gross and 
sensual, their intellectual activities preoccupied with the “purely material”. 
It is clear enough that economic analysis can provide categories for describ-
ing the relationships between these ends and the means which are available 
for achieving them. …Let us suppose this reprehensible community to be 
visited by a Savonarola. Their former ends become revolting to them. The 
pleasures of the senses are banished. The sybarites become ascetics. Surely 
economic analysis is still applicable. There is no need to change the catego-
ries of explanation. All that has happened is that the demand schedules have 
changed. Some things have become relatively less scarce, others more so. 
The rent of vineyards falls. The rent of quarries for ecclesiastical masonry 
rises. That is all.

In the last section called “The Significance of Economic Science”, 
Robbins comes to a discussion of possibility to derive moral conclusions 
from economic theory and suggests that this would be completely illegiti-
mate. First, he takes as an example the suggestion of progressive taxation, 
which leads to redistribution of wealth from rich to poor and, according 
to the law of diminishing marginal utility, should lead to an increase of 
total happiness. These assumptions led to support of increasing equality 
and a “great majority of English economists accept them as axiomatic”. 
However, Robbins suggests that this is a complete mistake for two rea-
sons. First, there is no a scientific way to compare the utilities of various 
people. One person can compare only the utilities of some goods for one-
self but not for other people. We can make a hypothesis about the personal 
preferences of some people and verify them but we cannot empirically 
verify in any way a hypothesis about the comparative preferences of various 
people even if we can ask them many questions. So the claim that a more 
equal distribution of income leads to an increase of total utility is not 
scientific.

Then, Robbins continues, even if we could compare the utilities of all 
people, we still could not use this fact as a justification for equalization of 
income because it is impossible to derive “ought” from “is”.

Suppose that we could bring ourselves to tolerate the intrusion of these 
conventional assumptions that individual experiences can be compared, and 
that one man is as capable of experiencing satisfaction as another. And sup-
pose that, proceeding on this basis, we had succeeded in showing that cer-
tain policies had the effect of increasing “social utility”, even so it would be 
totally illegitimate to argue that such a conclusion by itself warranted the 
inference that these policies ought to be carried out. For such an inference 
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would beg the whole question whether the increase of satisfaction in this 
sense was socially obligatory. And there is nothing within the body of eco-
nomic generalisations, even thus enlarged by the inclusion of elements of 
conventional valuation, which affords any means of deciding this question. 
Propositions involving “ought” are on an entirely different plane from 
propositions involving “is”.

He finishes this chapter with a generalization that it will be never pos-
sible to combine positive and normative analysis.

Unfortunately it does not seem logically possible to associate the two studies 
in any form but mere juxtaposition. Economics deals with ascertainable 
facts; ethics with valuations and obligations. The two fields of enquiry are 
not on the same plane of discourse. …Propositions involving the verb 
“ought” are different in kind from propositions involving the verb “is”. And 
it is difficult to see what possible good can be served by not keeping them 
separate, or failing to recognise their essential difference.

… In the rough-and-tumble of political struggle, differences of opinion 
may arise either as a result of differences about ends or as a result of differ-
ences about the means of attaining ends. Now, as regards the first type of 
difference, neither Economics nor any other science can provide any sol-
vent. If we disagree about ends it is a case of thy blood or mine—or live and 
let live, according to the importance of the difference, or the relative 
strength of our opponents. But, if we disagree about means, then scientific 
analysis can often help us to resolve our differences. If we disagree about the 
morality of the taking of interest (and we understand what we are talking 
about), then there is no room for argument. But if we disagree about the 
objective implications of fluctuations in the rate of interest, then economic 
analysis should enable us to settle our dispute. Shut Mr. Hawtrey in a room 
as Secretary of a Committee composed of Bentham, Buddha, Lenin and the 
Head of the United States Steel Corporation, set up to decide upon the eth-
ics of usury, and it is improbable that he could produce an “agreed docu-
ment”. Set the same committee to determine the objective results of State 
regulation of the rate of discount, and it ought not to be beyond human 
ingenuity to produce unanimity—or at any rate a majority report, with 
Lenin perhaps dissenting. Surely, for the sake of securing what agreement 
we can in a world in which avoidable differences of opinion are all too 
 common, it is worthwhile carefully delimiting those fields of enquiry where 
this kind of settlement is possible from those where it is not to be hoped 
for1—it is worthwhile delimiting the neutral area of science from the more 
disputable area of moral and political philosophy.
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However, Robbins admits that positive economic theory actually can 
be useful for normative decisions because it increase our understanding of 
the world. Economic theory can help people to make better choices 
because it helps them to understand the consequences of any policy or 
measure. “Without economic analysis it is not possible rationally to choose 
between alternative systems of society”, e.g. between planned and market 
economies.

cambridge traditioN coNtiNued

After the publication of Robbins’ book, the majority of economists became 
even more convinced of the impossibility of interpersonal utility compari-
sons. At first, this radical position produced a devastating effect on welfare 
economics because economists became unable to make any policy recom-
mendations. As Scitovsky wrote, “welfare economics ceased to exist at this 
stage”. Economists even stopped saying that pure competition produces 
the best allocation of resources. Interestingly, the idea of supremacy of 
competition survived for several years in comparatively isolated litera-
ture—the economic theory of socialist economies (e.g. Lerner 1934; Kahn 
1935; Lange 1936).

Most other economists studiously avoided the subject of welfare economics 
as unscientific; and, for the sake of maintaining their status as scientists, they 
were willing to become technicians, concerned solely with observation, 
description, classification, and the collection of data. If most of them never-
theless continued to praise competition, to condemn tariffs, or to advocate 
a neutral monetary policy, they did so out of sheer habit, not realizing that 
if economists are to refrain from interpersonal comparisons of utility, they 
may not express a preference between monopoly and competition, protec-
tionism and free trade, or inflation and price stability. (Scitovsky 1951, 
p. 305)

The Keynesian revolution slightly changed this radical position. Keynes’ 
revolt was aimed exactly at a classical “scientific” approach, which seemed 
to be perfectly correct in theory but led to very questionable outcomes in 
practice—chronic unemployment, depression, and so on. Instead of this, 
Keynes suggested a different approach with pragmatic orientation (to 
solve current problems instead of falling prey to classical theories of econ-
omy). This approach actually worked well in practice and made a signifi-
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cant impact on the scholars. Interestingly, J. M. Keynes himself was not an 
adherent of strictly positive economic theory. Probably because he was not 
involved in the development of microeconomic theory, which was the 
main domain of neoclassical methodology. In 1938 he wrote in the letter 
to his younger colleague Roy Harrod, “As against Robbins, Economics is 
essentially a moral science. That is to say, introspection and judgement of 
value” (Wright 1989, p. 473).

Therefore, many of Keynes’ followers did not worry about their status 
as scientists when they were developing their policy recommendations. It 
was a break with positive economics. There was no proof that full employ-
ment, which may be achieved through inflation or other state policies, was 
better than some degree of unemployment, because some people lose from 
this (e.g. fixed income earners may lose from inflation). However, it 
seemed obvious that 30% unemployment is a bad situation which should 
be ruled out as soon as possible.

In 1938 Roy Harrod (1900–1978), another Cambridge economist and 
a follower of Keynes, delivered a presidential address to the Royal 
Economic Society, later published under the title “Scope and Method of 
Economics”. This paper contained a variety of arguments about the meth-
odology of economic science and among them there was a short discus-
sion of Lionel Robbins’ position on economic science. Harrod agreed that 
generally the claim about the impossibility of scientific interpersonal com-
parisons of utility was correct, but then he raised the criticism that this 
approach left no space for any economic policy justification. Harrod 
argued that positive economics itself was not a very exact science because 
it could not predict accurately the outcomes of economic policy and still 
tried to predict at least some directions or tendencies. In normative eco-
nomics the situation looked similar. Although we cannot technically mea-
sure and compare the utilities of various people, we can at least estimate 
their magnitudes and make some general claims, e.g. more even distribu-
tion of income leads to an increase of total happiness.

There is no doubt that the marginal utility of two pence to a given man at a 
given time and in given other circumstances is less if he has £1,000,000 a 
year than if he has £25 a year, since he will spend the £25 on things which 
he prefers per a penny of cost to the things on which he would spend the 
remaining £999,975. The further postulate that the two pence has lower 
utility to a millionaire than to a £25-p.-a. man is based on some sort of 
assumption about the equality of men in regard to their needs which must 
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not be pressed too far. […] Consider the Repeal of the Corn Laws. This 
tended to reduce the value of a specific factor of production—land. It can no 
doubt be shown that the gain to the community as a whole exceeded the 
loss to the landlords but only if individuals are treated in some sense as 
equal. Otherwise how can the loss to some-and that there was a loss can 
hardly be denied-be compared with the general gain? If the incomparability 
of utility to different individuals is strictly pressed, not only are the prescrip-
tions of the welfare school ruled out, but all prescriptions whatever. The 
economist as an adviser is completely stultified, and, unless his speculations 
be regarded as of paramount aesthetic value, he had better be suppressed 
completely. No; some sort of postulate of equality has to be assumed. But it 
should be carefully framed and used with great caution, always subject to the 
proviso “unless the contrary can be shown”. (Harrod 1938, pp. 396–397)

Robbins responded to this criticism in a short commentary 
“Interpersonal Comparisons of Utility: A Comment” (1938) where he 
confessed that always was an intuitive supporter of “provisional utilitarian-
ism”, assuming that the greatest happiness is a good idea. Moreover, 
Robbins always believed that although in fact men are not equal, political 
calculations should treat them as if they were equal.

I well remember how [doubts in interpersonal comparability] were brought 
to a head by my reading somewhere—I think in the works of Sir Henry 
Maine—the story of how an Indian official had attempted to explain to a 
high-caste Brahmin the sanctions of the Benthamite system. “But that,” said 
the Brahmin, “cannot possibly be right. I am ten times as capable of happi-
ness as that untouchable over there.” I had no sympathy with the Brahmin. 
But I could not escape the conviction that, if I chose to regard men as 
equally capable of satisfaction and he to regard them as differing according 
to a hierarchical schedule, the difference between us was not one which 
could be resolved by the same methods of demonstration as were available 
in other fields of social judgment. (Robbins 1938, p. 636)

As it follows from the last sentence, Robbins implicitly denies ethics 
becoming a science.

…the postulate of equal capacity for satisfaction came from outside, that it 
rested upon ethical principle rather than upon scientific demonstration, that 
it was not a judgment of fact in the scientific sense, but rather a judgment of 
value—perhaps, even, in the last analysis, an act of will? Ought it not to be 
made clear, for instance, that theories of public finance which went beyond 
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tracing the effects of given measures on prices, quantities produced and 
such-like measurable magnitudes, and which attempted to sum social gain 
or loss, were not, strictly speaking, economic science? (Robbins 1938, 
p. 637)

Robbins confessed that he was very disappointed that economic science 
cannot state that such important policies as free trade or progressive taxa-
tion are good or bad. He suggested that economics should be used alto-
gether with political philosophy where the latter would be responsible for 
ends and economics for means. However, it seems that he did not admit 
also that political philosophy may be scientific.

It may be noticed, that the whole dispute about interpersonal compari-
sons was about the “postulate of equal capacity for satisfaction”, and many 
economists implicitly assumed that if this postulate was proved, we could 
prove the desirability of income redistribution and so on. However, it was 
a naïve assumption, because many others postulates of welfare economics 
were still left unproved, e.g. whether we should maximize total happiness 
at all and whether we have a moral right to sacrifice a smaller utility of one 
person for a larger utility of another. They could not be proved without 
moral philosophy, which was neglected by economists.

NeW Welfare ecoNomics

Several economists agreed to take the challenge and build a normative 
economic theory without interpersonal comparisons of utility. They had 
only one weapon—Pareto efficiency—so their task looked incredibly dif-
ficult but still they succeeded in achieving some interesting results.

An economist from London School of Economics, Nicholas Kaldor 
(1908–1986), in his paper “Welfare Propositions of Economics and 
Interpersonal Comparisons” (1939) supported Robbins’ position on the 
impossibility of a scientific solution to the interpersonal comparisons 
problem. But Kaldor claimed that scientific justification of interpersonal 
comparisons is not necessary to make scientific normative propositions.

There is no need for the economist to prove—as indeed he never could 
prove—that as a result of the adoption of a certain measure nobody in the 
community is going to suffer. In order to establish his case, it is quite suffi-
cient for him to show that even if all those who suffer as a result are fully 
compensated for their loss, the rest of the community will still be better off 
than before. (p. 550)
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Here Kaldor employed a new idea had not been used before in the 
economic theory. He said that if we can provide compensation to the losers 
which they will agree to accept, then we may refrain from comparing 
interpersonal utilities at all. The agreement of losers to accept compensa-
tion means that everyone is better off in the new situation. So, the criteria 
of this improvement is unanimous consent.

…there is no interpersonal comparison of satisfactions involved in judging 
any policy designed to increase the sum total of wealth just because any such 
policy could be carried out in a way as to secure unanimous consent. (p. 551)

In 1938, American mathematician and economist Harold Hotelling 
(1895–1973) published the paper “The general welfare in relation to 
problems of taxation and of railway and utility rates” where he tried to 
analyze if it is better to pay for the construction of excludable public goods 
(e.g. bridges and tunnels) out of general taxation rather than out of tolls 
and rates levied on the users of these public goods. The general theorem 
that Hotelling set out to prove said that it was always better to raise money 
from income taxes then through excise taxes because a lump-sum payment 
allowed the consumers to allocate the residual income more efficiently in 
terms of their consumers’ surplus.

In discussing potential wealth redistribution effects, Hotelling inevita-
bly faced situations of “win–lose” redistributions. He agreed that interper-
sonal exchange of utility is not permissible.

Such adjustments would not in fact be made; that the general well-being 
would be purchased at the expense of sacrifices by some; and that it is unjust 
that some should gain at the expense of others, even when the gain is large 
and the cost small. (p. 258)

However, Hotelling argued that an economist still may provide some 
recommendations on the basis of efficiency arguments. Beside this, even if 
a redistribution is assumed, there will be many policy regulations and 
 successive redistributions which cancel each other out, and an increase in 
efficiency will spread through the economy, causing many improvements 
all around.

In 1939, another famous British economist, John Hicks (1904–1989), 
published a methodological paper “The Foundations of Welfare 
Economics” (1939). He claimed that denial of interpersonal comparisons 
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of utility was widely accepted and he also subscribed to it not long ago. 
However, it was a harmful position for the development of economic sci-
ence, which actually commits suicide in the face of important economic 
problems. Actually, there is no need to accept this view.

Today, there is one school of writers which continues to claim that econom-
ics can fulfil this second function, but there is another which (formally at 
least) desires to reject it. According to their view the economics of welfare, 
the economics of economic policy, is too unscientific in character to be a 
part of economic science. So long as economics is concerned with explana-
tion, it can hope to reach conclusions which will command universal accep-
tance as soon as they are properly understood; but once it goes beyond that 
point, and endeavours to prescribe principles of policy, then (so they hold) 
its conclusions must depend upon the scale of social values held by the par-
ticular investigator. Such conclusions can possess no validity for anyone who 
lives outside the circle in which these values find acceptance. Positive eco-
nomics can be, and ought to be, the same for all men; one’s welfare eco-
nomics will inevitably be different according as one is a liberal or a socialist, 
a nationalist or an internationalist, a Christian or a pagan.

According to Hicks, the traditional approach by Pigou is based on three 
very weak arguments. First, economic welfare is directly connected with 
social welfare. Second, interpersonal comparisons are possible. Third, it is 
impossible to calculate aggregate consumers’ surpluses so we should 
replace them with the real value of national product. In Hicks’ view, 
Harrod (1938) suggested a way round the first problem, Kaldor (1939) 
around the second one, and Hotelling (1938) provided a mathematical 
analysis in which all these difficulties are overcome. Therefore, Hicks 
decided to summarize all these developments in one work. Then Hicks 
built a simple model, which demonstrated that there is an optimal point of 
resource allocation in the economy, and that if the economy does not 
reach this point, economists may propose a reorganization that moves to 
the optimum point. In this situation, a compensation can be made to the 
losers that will remove the loss of utility and everyone will gain from the 
reorganization. So every economic decision actually may be analyzed in 
two stages: (1) if this decision increases efficiency, (2) should we compen-
sate losers that in many case occur? The first decision belongs to the 
domain of economics but, according to Hicks, “there cannot be any gen-
erally acceptable principle” for the second decision, which should be del-
egated to some other authorities in society. He said that in many past 
economic reforms, there were no such compensations so these reforms 
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were remembered as bad ones, although they actually brought an increase 
of efficiency to the system. The conclusion of his paper was that welfare 
economics should be “considered as an integral part of economic theory, 
capable of the same logical precision and the same significant elaboration 
as its twin brother, positive economics”.

Beside this, Hicks supported the idea that economists should provide 
recommendations on the basis of efficiency arguments without compensa-
tion because successive redistributions will eventually cancel each other 
out in the long run and the overall amount of goods will be larger because 
of continuous improvements of efficiency.

In 1941, another American economist, Tibor Scitovsky (1910–2002), 
also criticized the compensation principle in the paper “A Note on Welfare 
Propositions in Economics”. First, he noted that it is a not good idea for 
welfare economics to limit itself to win–win changes because if there is 
unanimous consent, then the economist’s expertise is not necessary. 
Second, he drew attention to the fact that even Kaldor-Hicks analysis does 
not free economic theory from value judgements. Why? Because there is 
not any proof that we should assume the status quo to be a good thing. For 
example, why are Corn Laws a good thing and why should the interests of 
landlords be protected against deterioration? It is an implicit value judg-
ment of welfare economists when they assume that a change may be 
approved only if everyone wins. They implicitly assume that the starting 
position is a good thing but how they can know this?

For instance, it might be argued that the abolition of the Corn Laws should 
not have been advocated by economists in their capacity of pure economists 
without advocating at the same time the full compensation of landowners 
out of taxes levied on those favoured by the cheapening of corn. Yet, in a 
sense, and regarded from a long-run point of view, such propositions are not 
independent of value judgments between alternative income distributions 
either. For, going out of their way to preserve the existing distribution of 
income, they imply a preference for the status quo. (p. 79)

Scitovsky writes that some economists found a way out of this problem, 
claiming that interpersonal comparisons of utility are impossible (non- 
scientific), but actually the very proposition about their incomparability is 
a value judgment.

…in addition to admitting his inability to compare different people’s satis-
faction, the economist may postulate that such comparisons are impossible, 
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and that therefore there is nothing to choose between one distribution of 
income and another. He may then make value judgments on the sole crite-
rion of efficiency without bothering about concomitant shifts in the distri-
bution of income, since he considers one income distribution as good as any 
other. In this case, however, he cannot claim that his value judgments are 
independent of interpersonal utility comparisons, because they depend on 
the assumption of their impossibility. (p. 79)

A more correct positon for an economist would be to stop rendering 
welfare propositions on the basis of Pareto criterion only. If an economist 
wants to refrain from all value judgments, then he should deliver only 
efficiency analysis of a policy and “stress the necessity of basing economic 
policy on considerations both of economic efficiency and of social justice”. 
This will make ambitions of welfare economics less significant but will 
preserve the value of its positive analysis of efficiency and redistribution 
effects. In other words, welfare economics should completely drop the 
words “improvement” and “better” or renounce its “claims to purity” and 
invite moral philosophy into their analysis.

At the end of his paper, Scitovsky provides an interesting formal exam-
ple of an import tariff introduction which may be recognized as “permit-
ted reorganization” according to Kaldor-Hicks criterion but actually both 
imposing and lifting tariffs may be evaluated as an improvement.

An American economist, William Baumol (1922–2017), in the paper 
“Community indifference” (1946) asked another normative question: do 
we really have a justification for applying Kaldor-Hicks criterion in situa-
tions where compensation is not paid? His argumentation showed that 
actually welfare economics lacked a good methodological ground that a 
normative theory should have.

But what if the compensation suggested (but not required) by Mr. Kaldor’s 
criterion is not in fact made? Are we justified in assuming that because the 
money measure of a gain to one set of individuals is greater than the money 
measure of the loss to a different set of individuals that society as a whole has 
indeed benefited? To take a crude illustration, let us assume that all the per-
sons who gain from an innovation are very rich whereas all the losers are in 
a highly impoverished state. Is it then reasonable to assume that the subjec-
tive value of money does not vary from one group to the other? […] It is my 
belief, then, that we are not entitled to say that merely because one group is 
willing to compensate another for any inconvenience caused to the latter, 
the positivist economist can lend this transaction his unqualified approval.
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The difficulty stems from the fact that we have not discovered, at least as 
yet, any “objective” criterion for an optimum distribution of income, and in 
any problem in the field of welfare economics we are therefore forced to take 
the distribution of income as data about which the economist has no basis 
for any sort of recommendation. (Baumol 1946, pp. 45–46)

So Baumol was skeptical about possibility of finding a universal resolu-
tion for disagreement and called for return for Lionel Robbins’ dichotomy 
between scientific positive and non-scientific normative economics.

The idea of hypothetical compensation was also criticized by I.  M. 
D. Little in the 1949 paper “Foundations of Welfare Economics” and in 
his book “A Critique of Welfare Economics” (1950). Little said that there 
may be major changes in distribution that will not be compensated by the 
counter-effects of many small redistributions.

Lionel Robbins (1938) also made a strong argument against compen-
sation criterion and insisted that if the economic science want to be scien-
tific, it should abandon all attempts to compare interpersonal utility and 
evaluate win–lose policies. Essentially it meant that economists could not 
evaluate any economic policy because it makes someone better and some-
one worse.

However, some very talented economists disagreed with this self- 
destruction of normative economics. In 1943, George Stigler (1911–1991) 
published a short note, “The New Welfare Economics”. Stigler criticized 
welfare economists for an unwise desire to avoid “a dangerous quagmire 
of value judgments”. Actually there is a wide agreement in any society 
about basic moral norms and ends, so making an assumption that we do 
not know anything about them is just unwise. Stigler made a quite unusual 
statement: economists should enter normative analysis and develop an 
“applied ethics” which will help evaluate economic policy.

At the level of economic policy, then, it is totally misleading to talk of ends 
as individual and random; they are fundamentally collective and organized. 
If this conclusion be accepted, and accept it we must, the economist may 
properly exceed the narrow confines of economic analysis. He may cultivate 
a second discipline, the determination of the ends of his society particularly 
relevant to economic policy. This discipline might be called, following J. N. 
Keynes, applied ethics. That the field of applied ethics offers considerable 
promise can be suggested by two examples. Consider the following memo-
randum from the files of General Electric Company, reported by Thurman 
Arnold:
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Two or three years ago we proposed a reduction in the life of flashlight 
lamps from the old basis on which one lamp was supposed to outlast 
three batteries to a point where the life of the lamp and the life of the 
battery under service conditions would be approximately equal. Some 
time ago the battery manufacturers went part way with us on this and 
accepted lamps of two battery lives instead of three. This has worked out 
very satisfactorily. We have been continuing our studies and efforts to 
bring about the use of one- battery- life lamps. I think you will be inter-
ested in the attached analysis … covering the various points involved in 
going to the one-battery-life basis. If this were done, we estimate that it 
would result in increasing our flashlight business approximately 60 per 
cent. We can see no logical reason either from our viewpoint or that of the 
battery manufacturer why such a change should not be made at this time.

I venture that everyone except employees of General Electric can find 
both logical and non-logical reasons for objecting to this practice, although 
it may require a fairly well-developed ethical system to rationalize the dislike 
we have for such practices. Cannot these widely accepted ethical judgments 
be analyzed and systematized, and then made a part of applied ethics? 
Compare the bizarre approach of the new welfare economics: it would be 
possible to recompense manufacturers for not degrading the quality of their 
products. (Stigler 1943, pp. 358)

The example with the GE manager is a typical case from contemporary 
business ethics. In 1943, this discipline did not exist and economists could 
invade this domain with their powerful tools for predicting the conse-
quences of any action or norm. However, they were severely afraid of 
unknown territory and preferred to stay in their academic home.

lerNer aNd igNoraNce idea

In 1944, Abba Lerner published the book “The Economics of Control: 
Principles of Welfare Economics” where he offered his theory of “the ratio-
nally organized democratic state,” which he named “the controlled econ-
omy”. In Chap. 3, he dealt with the problem of interpersonal comparisons 
of utility and provided arguments for an egalitarian approach based on 
quite an interesting assumption. He assumed that we do not know the 
capability of individuals to extract utility from income but this capability 
varies and is distributed randomly among individuals. Then let us compare 
two situations: (1) income is allocated randomly and unequally; or (2) 
income allocated equally. It may be proved that in the second case, the 
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total utility will be higher. Lerner provided the next illustration as an easy 
proof of this thesis (Fig. 1.1).

This diagram shows two marginal utility functions for two individuals: 
UA is drawn from the left corner (individual A) and UB from the right 
corner (individual B). Individual A has higher capacity to extract utility 
than B. If income is allocated equally, the marginal utilities are U1 and U2. 
Now suppose that distribution of income may randomly change to 80–120 
(loss of total utility) or 120–80 (gain of total utility). It is easy to see that 
losses L are bigger than gains G. Therefore we may conclude that “although 
the probability of a loss is equal to the probability of a gain, every time a 
movement is made away from an equalitarian division the probable size of 
the loss is greater than the probable size of the gain” (Lerner 1944, 
pp. 31–32).

This proof was criticized by several economists. For example, Milton 
Friedman (1947) noticed that if we cannot measure comparative capabil-
ity to extract utility somehow, we cannot verify this theory in any way. But 
if we can measure it, then we can seek an unequal distribution.

The talk about capacity to enjoy satisfaction is just empty talk unless there is 
at least a conceptual possibility of determining the relative efficiency of indi-
viduals as pleasure ma- chines. One could hardly take the position that an 
analysis based on the capacity to enjoy satisfaction is relevant if it is impos-
sible to determine an individual’s capacity, but irrelevant if it is possible to 
do so. (p. 411)

Friedman’s criticism looks theoretically correct if we follow his concept 
of verification (he assumed that it is necessary to test predictions but test-
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Fig. 1.1 Equal vs. 
Random Income 
Distribution (See the 
original variant of this 
model in Lerner 1944, 
p. 30)
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ing assumptions in economic theory is useless). However, in practice, this 
approach is not useful because it sends normative economics into exile 
once more. In the case of normative theory, we have to test assumptions 
because we cannot test predictions. Therefore, if we cannot estimate 
capacity to extract utility, we should accept egalitarian distribution of 
utility.

However, further, Friedman correctly points at another methodologi-
cal limitation of Lerner’s normative framework, which assumes that we 
should maximize total happiness. This assumption is unproved and may 
lead to very strange outcomes if some people have extremely high capabil-
ity to extract utility. Essentially, Friedman describes the idea of a utility 
monster that will be later suggested by Robert Nozick in 1974.

Suppose, then, that a feasible technique is devised to determine each indi-
vidual’s capacity to enjoy satisfaction. Suppose, further, that it is discovered 
by this technique that a hundred persons in the United States are enor-
mously more efficient pleasure machines than any others, so that each of 
these would have to be given an income ten thousand times as large as the 
income of the next most efficient pleasure machine in order to maximize 
aggregate utility. Would Lerner be willing to accept the resulting division of 
income as optimum even though it were entirely consistent with all other 
objectives (such as maximization of the total to be divided)? (Friedman 
1947, p. 411)

social Welfare fuNctioN

In the same decade when old and new welfare economics had been devel-
oping in British universities, another formal approach to welfare analysis 
was born in the USA. In 1938, an American economist, Abram Bergson 
(1914–2003), published a paper, “A Reformulation of Certain Aspects of 
Welfare Economics”, with an attempt to reconsider the framework of old 
“Cambridge” welfare economics and to provide a “basis for a more proper 
understanding of the principles of welfare”. Bergson suggested a new for-
mal tool for normative economics—social welfare function. The variables 
were represented by several vectors: a vector of amounts of good pro-
duced, amounts of resources used in the production of every good, 
amounts of work every individual performs, and amounts of consumption 
of every good. As a result, the function produced some magical variable 
W, which surprisingly was not explained in Bergson’s paper. This function 
also accounted for all positive and negative externalities. The idea was that 
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this function could provide the “derivation of conditions of maximum 
economic welfare without the summation of individual utilities”. It meant 
that we derive the welfare variable W directly from vectors of all relevant 
primary variables. Bergson explored the mathematical conditions of maxi-
mum welfare which had quite predictable characteristics (equal marginal 
productivity, etc.). However, it was still unclear how to interpret W and 
how to apply this function to real-life issues. As Scitovsky noted later, “In 
fact, the social welfare function, as Bergson defines it, is so completely 
general that it is impossible to tell, on the basis of internal evidence alone, 
what use Bergson wanted to make of it” (Scitovsky 1951, p. 311).

The analysis of Bergson was extended by Paul Samuelson (1915–2009) 
in his Foundations of Economic Analysis (1947). Samuelson also supported 
a strict distinction between positive and normative analysis and expressed 
(not without regret) the opinion that ethical propositions cannot be veri-
fied through logical or empirical analysis.

It is fashionable for the modern economist to insist that ethical value judg-
ments have no place in scientific analysis. Professor Robbins in particular has 
insisted upon this point, and today it is customary to make a distinction 
between the pure analysis of Robbins qua economist and his propaganda, 
condemnations, and policy recommendations qua citizen. In practice, if 
pushed to extremes, this somewhat schizophrenic rule becomes difficult to 
adhere to, and it leads to rather tedious circumlocutions. But in essence 
Robbins is undoubtedly correct. Wishful thinking is a powerful deterrent of 
good analysis and description, and ethical conclusions cannot be derived in 
the same way that scientific hypothesis are inferred or verified. (Foundations 
of Economic Analysis, pp. 219–220)

Samuelson approached welfare economics as a strictly positive science 
which explores the consequences of various value judgments without eval-
uating them. For Samuelson, value propositions were non-meaningful and 
non-refutable, so he took them for granted. He viewed his social welfare 
function as an ordering of all possible states of economic reality on the 
basis of some given ethical preferences, which were understood as an 
exogenous set of preferences.

Without inquiring into its origins, we take as a starting point for our discus-
sion a function of all the economic magnitudes of a system which is sup-
posed to characterize some ethical belief—that of a benevolent despot, or a 
complete egotist, or “all men of good will”, a misanthrope, the state, race or 
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group mind, God, etc. any possible opinion is admissible, including my 
own, although it is best in the first instance, in view of human frailty where 
one’s own beliefs are involved, to omit the latter. We only require that the 
belief be such as to admit of an unequivocal answer as to whether one con-
figuration of economic system is “better” or “worse” than any other or 
“indifferent”, and that these relationships are transitive.

Samuelson introduced two functions—the welfare function (the order-
ing of all possible states of the world) and the possibility function (a set of 
feasibly attained states of the worlds, i.e. Pareto boundary). Then 
Samuelson devoted several pages to analyzing the technical qualities of 
these functions, providing presumably interesting technical results but not 
making any implications for moral theory.

Another approach to constructing social welfare functions was sug-
gested by Kenneth Arrow (1921–2017) in his paper “A Difficulty in the 
Concept of Social Welfare” (1950), which was later expanded into the 
book “Social Choice and Individual Values” (1951). Arrow checked if it 
was possible to build a social welfare function derived by collective choice. 
He assumed that there were different states of worlds and that it did not 
matter how these state were derived, e.g. what are the ethical beliefs of 
people who develop theses preferences. However, every “individual may 
order all social states by whatever standards he deems relevant. A member 
of Veblen’s leisure class might order the states solely on the criterion of his 
relative income standing in each; a believer in the equality of man might 
order them in accordance with some measure of income equality” (Arrow 
1950, p. 333). A man may order states of the world according to tastes 
(personal consumption preferences) and values (social beliefs about jus-
tice, etc.). Then Arrow tried to aggregate individual preferences into one 
collective preferences function, which should order the states of the world in 
the same way as individuals. Eventually, he proved that it is impossible to 
achieve unanimous consent about the ordering of these states (i.e. impos-
sible to resolve the paradox of voting) regardless of the voting procedure. 
Certainly, this theorem does not mean the end of normative theory. First, 
the problem of finding the best social choice does not exist if individual 
preferences are symmetrical and there is not voting paradox, i.e. A is better 
than B and is better that C for all voters. Second, the theorem holds only 
for ranking voting but there are other voting systems (e.g. cardinal voting 
where voters assign a numerical score to every variant) which create oppor-
tunities for achieving unanimous consent even in voting paradox situa-
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tions because it provides more information about the preferences (Arrow 
2012).

The concept of Arrow’s social welfare function was criticized by I. M. 
D.  Little in his book “A Critique of Welfare Economics” (1950). Little 
questioned the normative status of this function which in Arrow’s view 
was at the same time a social welfare function and a decision-making func-
tion. Little suggested that this function may reflect the decision-making 
process but it cannot be a social welfare function because “social welfare” 
is a result of value judgements which may be made only by individuals, but 
Arrow’s function represents only a protocol of aggregating individual 
judgments.

Imagine the system as a machine which produces a card on which it is writ-
ten “x is better than y”, or vice versa, when all individual answers to the 
question “Is x better than y?” have been fed into it. What significance are we 
to attach to the sentence on the card, i.e. to the resulting “master” order? 
First, it is clear that the sentence, although it is a sentence employing ethical 
terms, is not a value judgment. Every value judgment must be someone’s 
judgment of values. If there are n people filling in cards to be fed into the 
machine, then we have n value judgments, not n + 1. The sentence which 
the machine produces expresses a ruling, or decision, which is different in 
kind from what is expressed by the sentences fed into it. The latter express 
value judgements; the former expresses a ruling between these judgements. 
Thus we can legitimately call the machine, or function, a decision-making 
process.

But what would it mean to call the machine a social welfare function? 
One would be asserting, in effect, that if the machine decided in favour of x 
rather in favour of y, then x would produce more social welfare than y or 
simply be more desirable than y. This is clearly a value judgement, but it is, 
of course, a value judgement made by the person who calls the machine a 
social welfare function. (Cited by: Elster and Hylland 1989, p. 38)

As a philosopher Brian Barry mentioned later in his discussion of 
Arrow’s and Little’s arguments, even individual judgements which we 
feed to this machine are not social welfare preferences but just votes of 
these individuals. “There simply is no such thing as a social welfare judg-
ment compounded out of social welfare judgements. The thing is a logical 
monstrosity” (Barry 1986, p. 39).

However, we could say that all these scholars were correct in some 
sense. They could come to a conclusion about the nature and status of this 
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function if they used the scientific ethics based on rational choice. Little 
was right that we should admit only individual value judgements and 
Arrow was right that we can hypothetically build a social welfare function 
that will aggregate individual value judgements into a result that would be 
agreed by everyone as the best one. Such a function would be a decision- 
making function and a social welfare function at the same time, because all 
people may agree that this function is the best possible way of making col-
lective decisions. Therefore criticism of Little was not relevant, because 
every person makes an additional value judgement about the normative 
justification of the decision-making protocol.

Another talented young American economist who was attracted by the 
challenge of welfare economics was William Baumol (1922–2017), who 
defended his PhD dissertation on welfare economics in 1949 and pub-
lished it in 1952 as a book, “Welfare Economics and the Theory of the State”. 
Where he wanted to show that welfare economics may be a good tool for 
the governmental “dictatorial” choice because it shows which decisions of 
this sort people would agree to make voluntarily. The market mechanism 
fails in many cases when collective action is needed, so the state should 
step in. However, many reviewers mentioned that the peak years of welfare 
literature were just completed and Baumol’s thesis came out a bit late.

geNeralizatioNs aNd afterthoughts

All main methodological attempts to lay down foundations of welfare eco-
nomics as a new solid discipline were made in the 1930s–1940s. Since the 
1950s, we can observe only some generalizations, minor developments, 
and periodical attempts to rethink the status of this discipline. Some of 
these methodological reflections are very interesting because they prove 
the important thesis that building positive welfare economics is possible 
but it will be far from what we need from a good normative theory. The 
main problem is that the normative criterion of Pareto improvement is too 
weak to deal with real ethical issues in economics. Another interesting fact 
of these reflections that some authors came very close to establishing a 
scientific approach to ethics but were not able to develop it further because 
of some contextual limitations.

A very good summary of welfare economics was provided in 1957 by 
Cambridge economist Johannes de Villiers Graaff (1928–2015) in his 
book “Theoretical Welfare Economics”. It was an extended version of his 
PhD thesis written under the strong influence of Paul Samuelson’s works. 
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Graaff wanted to develop a general theory of social welfare functions and 
his achievements were later recommended by Paul Samuelson as the best 
introduction to welfare economics. The book was very well written and 
started with a short discussion of the methodological nature of welfare 
economics. Here Graaff made several interesting propositions about the 
methodology of normative science. He claimed that although welfare eco-
nomics is a normative science which tells what should be done, it actually 
is constructed as a positive science—it has assumptions and analysis, and 
follows propositions. However, a clear distinction between positive eco-
nomics and welfare economics lies in the verification process. In positive 
economics we can verify our predictions, e.g. an increase in price leads to 
a decrease in demand. It is impossible to verify predictions of welfare eco-
nomics because welfare is an unobservable category. So, we can only verify 
our assumptions. This was a contradiction to the methodology of M. 
Friedman, who claimed that assumptions in economic theory may be 
unrealistic but they should not be tested at all.

…the proof of the pudding is indeed in the eating. The welfare cake, on the 
other hand, is so hard to taste that we must sample its ingredients before 
baking. If this much be granted, it is clear that the interest attaching to a 
theory of welfare depends almost entirely upon the realism and relevance of 
its assumptions, factual and ethical, in a particular historical context. One 
way of proceeding would therefore be to enumerate very briefly the assump-
tions necessary for the currently conventional conclusions, to indicate even 
more briefly how these conclusions are draw, and then to spend the rest of 
the time evaluating the assumptions, one by one. (p. 3)

However, Graaff does not want to follow this idea but decided to 
develop his theory under rather general assumptions. First, he defines indi-
vidual welfare as a subjective preference (if one wants A instead of B, then 
A is higher welfare). Then he tries to define group welfare but the same 
approach does not work because a group may disagree about A and B (as 
Arrow proved). So, there are three means of transition from individual to 
group welfare: first, a paternalist concept when the state makes decisions on 
behalf of individuals; second, a new welfare economics with its concept of 
impossibility of interpersonal comparisons—it considered group welfare as 
a heterogeneous collection of individual welfares which could be com-
pared on the basis of the Pareto principle; and third, the social welfare 
function, which assumes that we can compare interpersonal utilities on the 
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basis of some ethical theory and write it down as W= (u1, u2, … un) where 
u is individual welfare. Graaff says that his approach is not to wait until 
these ethical judgments will be developed but to see what general conclu-
sions may be made for a wide variety of welfare functions. These functions 
may be built on various ethical assumptions but all of them should satisfy 
the Pareto condition. The range of ethical systems which may be described 
by a Paretian welfare function is very large. Moreover, no such function is 
given to us: it should be constructed. So, we will try to make only the most 
general observation and analysis. Then Graaff discusses many abstract 
questions about achieving Paretian welfare, but the level of abstraction is 
so high that it is not clear how to apply them to reality. At the end of the 
book, he raises once the question about the ethical foundations of welfare 
theory and says that it is necessary to achieve the agreement of all people 
about ethical principles before a real welfare function may be constructed. 
However, he believes that there is no “objective” test that may resolve 
ethical disputes (in contrast to disputes about matter of facts).

In 1959 G. C. Archibald published a methodological paper, “Welfare 
Economics, Ethics and Essentialism”, where he offered a “heretical view” 
that welfare economics actually does not depend upon any value judg-
ments, and may be developed as a purely positive discipline. In his 
 argumentation, Archibald come very close to the foundation principles of 
scientific ethics because he suggested dropping all unclear definitions and 
work only with definitions and propositions that may be unambiguously 
understood and verified. In Archibald’s own terms, he suggested switch-
ing from “essentialism” to “nominalism” in welfare economics.

A definition is nothing but a convenient shorthand phrase. On every count 
except linguistic convenience, we could get on as well without it. Thus the 
term defined is the left-hand side of an identity. Graaff’s definition of the 
welfare index, quoted above, can easily be rearranged as an example:

 “welfare has increased” the individual chooses A rather than B when 
both are available; only B was available; both A and B are now available.

The first approach, that of Plato and Aristotle, Professor Popper calls 
essentialism, the second nominalism. (Archibald 1959, p. 319)

Archibald suggests that the essentialist approach is bad for the science 
because it may lead to infinite regress and endless confrontation of intu-
itions of various people. So all concepts should be defined in a nominalist 
way. And if we follow the nominalist definition of welfare, we make welfare 
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economics a positive science which does not need any ethical judgements 
to be taken for granted at the beginning of the analysis.

Consider the trouble we are saved by being nominalists in our welfare eco-
nomics! We need not encumber ourselves with meta-physical inquiries into 
the “true meaning” of “happiness” or “satisfaction” or “utility”. We need 
not preface our theorems with irrelevant value judgments. Instead, we pro-
ceed directly to our enquiry: under what arrangements will this individual’s 
choice be expanded? What are the necessary conditions for a situation in 
which no one’s choice may be expanded without a contraction in someone 
else’s? … No value judgments need precede the enquiry; none is implied 
when a short word is substituted for a long explanation; and the conclusions 
have no prescriptive force. The theorems of welfare economics are thus the-
orems in positive economics; they are concerned with the relationship 
between given ends and available means. Thus welfare theorems do not dif-
fer from theorems about, e. g., how full employment may be achieved. We 
have a single dichotomy in economics, between positive enquiries into how 
something may be done, and normative recommendations that it should.

Following this line of argumentation, Archibald disagrees with Little 
and Graaff that in welfare economics we cannot test propositions. If we 
study people’s choices or preferences stated in a nominalist way, they may 
be tested. As we see Archibald implicitly comes very close to scientific eth-
ics methodology: clear (nominalist) definitions, individual choice, and 
verification.

In 1960 Ezra Mishan published a review of welfare economics where 
he tried to summarize its development from 1939 to 1959. He acknowl-
edged that all theorists agree that welfare is individualistic and Pareto cri-
teria are valid but differ in their attitude for win–lose situations. Mishan 
counted three potential approaches to this problem:

Turning to the more likely case, in which changes in economic organisation 
make some people better off and others worse off, several avenues are open 
to us: (d1) we can defer final welfare open to the community until we have 
completely specified the social-welfare function that is, until we have ranked 
all possible combinations of individual welfares—which, in practice, means 
that we shall defer it indefinitely; (d2) we can exercise our judgment about 
resulting welfare distributions whenever we have to rank alternative situa-
tions. And, we may go further, and indicate the guiding aim of our policy on 
distribution, such as to equalise real incomes in some sense. Finally, (d3) we 
might try to evade this judgment on welfare distribution by the conservative 
principle of compensated adjustment. (Mishan, p. 199–200)
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Then Mishan says that it is much more difficult to test the propositions 
about “everyone is better off” than propositions such as “if prices rise the 
consumer buys less” because they require a lot of data. So, probably we 
can stop trying to test implications but rather test our assumptions.

In welfare economics, however, if anything it seems the other way about: a 
test of the implications is more difficult than a direct test of the assumptions. 
Indeed, so remote is the likelihood of testing welfare implications that one 
is tempted to relinquish the orthodox methodology and have recourse to an 
admittedly inferior method—some might say an inadmissible method—of 
attempting to ascertain the validity of the premises, W. After all, if (a) the 
assumptions about consistency and the shapes of the technological and 
behaviour functions are correct, and (b) if no other considerations are rele-
vant, then good logic ensures that the implication, R, follows—that if the 
rules deduced are met, welfare, as defined, is increased. (p. 201)

Almost twenty years later, in 1978 John Chipman and James Moore pub-
lished a survey of welfare economics from 1939 to 1974, and this survey 
ended with a quite bitter confession that eventually welfare economics 
failed to provide any serious practical knowledge without adhering to 
some value judgments.

After 35 years of technical discussions, we are forced to come back to 
Robbins’ 1932 position. We cannot make policy recommendations except 
on the basis of value judgments, and these value judgments should be made 
explicit… When all is said and done, the New Welfare Economics has suc-
ceeded in replacing the utilitarian smoke-screen by a still thicker and more 
terrifying smoke-screen of its own. (p. 581)

Yew-Kwang Ng (2003) in his book about summarizing welfare eco-
nomics says that although welfare economics often was called a normative 
science, it remains positive and is just one branch of economics which 
studies policy issues. The most scientific definition of welfare is a “welfare 
vector” without measuring and comparing its variables, which makes wel-
fare economics a positive science. Ng says that we can probably make it 
normative but does not suggest any advice on how it may be done. The 
main problem in his view is that normative propositions cannot be verified 
so they are non-scientific.

Positive propositions can be verified or falsified, or at least are verifiable or 
falsifiable in principle. Normative propositions, on the other hand, cannot 
be true or false; they can only be persuasive or otherwise. (Ng 2003, p. 5)
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As we see, welfare economics could not rethink and reconstruct itself to 
go beyond Pareto criterion and become truly normative science. As 
Atkinson admitted in 2009, welfare economics decayed.

From 1970, in fact all went quiet. Welfare economics was sidelined. Today 
there are relatively few journal articles on welfare criteria. For example, the 
2006 volume of the Economic Journal contained, in the regular issues, some 
46 articles totalling more than 1100 pages, but not one dealt with criteria or 
the foundations of welfare judgments. There are few textbook written on 
‘welfare economies’. Nor do many departments offer courses many places, 
Oxford included, welfare economics has been incorporated into microeco-
nomics courses or into courses called ‘general equilibrium and welfare econ-
omies’. Certainly that seems to be the case with textbooks. Indeed, in most 
microeconomics textbooks, welfare economics has been marginalized. 
According to Kreps, ‘we will touch on the efficiency of various institutions, 
although this will be relatively deemphasised’ (1990, p. 7). The widely used 
textbook by Varian in one edition (1993) described welfare economics as an 
‘optional extra’. (792–793)

A great methodological advantage of economists compared to moral or 
political philosophers was that economists explicitly wanted to be scientific. 
However, two problems prevented economists achieving progress in 
developing welfare economics in the 1930s–1940s into true normative 
economics. First, it was neglect of moral philosophy. Economists did not 
borrow any ready concepts from ethics, probably, because they did not 
know what to borrow from this wide and diverse discipline or they were 
influenced by an anti-ethics stance of logical positivism. Second, econo-
mists were obsessed with mathematical correctness and neglected real-life 
problems. As a result, they developed welfare economics as an area of 
mathematics. As Amartya Sen said once: “This route to utilitarianism may 
meet with little resistance, but it is non-controversial mainly because it says 
so little” (1997, p. 356).
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CHAPTER 2

Economics and Ethics after the 1950s

Abstract In this chapter we will provide a survey of approaches to meth-
odological relationships between economics and ethics suggested by vari-
ous economists and philosophers in the second half of the twentieth 
century. We will start with neoclassical divorce from ethics, then we will 
consider several authors who provided their variants of reconsidering this 
divorce and discuss methodologically strong and weak points in their sug-
gestions. In the end we will summarize and provide several generalizations 
and ideas on collaboration of economics and ethics.

Keywords Neoclassical economics • New institutional economics • 
Behavioral economics • New political economy • Moral norms • Efficiency 
• Justice • Ethics

Divorce of economics anD ethics

As William Letwin has acknowledged in his book “The Origins of Scientific 
Economics: English Economic Thought 1660–1776”, economic theory owes 
its present development to the fact that economists suspended all judg-
ments of theology, morality, and justice, and started to consider the econ-
omy as a physical object (Letwin 1963, pp. 147–148). Generally it was 
true but it is not only abandoning these three things (theology, morality 
and justice) that made economics scientific. It only separated positive from 
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normative economics. Another key factor in the scientific development of 
positive economics was the adoption of mathematical analysis and empiri-
cal verification. Dropping moral perspective only helped to shape more 
accurate research questions for positive economics, but it was formal anal-
ysis (mathematics)  and empirical verification which made economics a real 
science. The progress was so impressive that in the 1960s the world aca-
demic community was impressed and decided that economists deserved to 
be awarded Nobel Prizes as much as physicists, chemists, or medics.

In the middle of the twentieth century, the absolute majority of econo-
mists had been dealing with positive economics in its pure neoclassical 
form—absolutely rational consumers and firms make their decisions under 
full information and without any social or psychological factors. This led 
to the development of a special type of economists’ mentality and meth-
odological culture which was enforced by institutional organization of 
teaching and research. A similar cultural barrier was erected from the other 
side—on the part of moral philosophers. This is how this situation was 
described by Brennan and Euseppi (2009, pp. xi–xii).

Imagine for example that you are a young economist seeking employment 
at one of the better US universities. In the preliminary interview at the 
Annual Meetings (a standard part of the job market process), you are likely 
to be asked about your ‘fields’. And suppose, having listed your relevant 
mainstream areas of interest—say, public economics, and applied microeco-
nomics with perhaps a subsidiary competence in labour (economics)—you 
confess to a serious interest in moral philosophy. Suppose that, in an even 
more reckless burst of candour, you say that would like to do some of your 
work at the intersection between moral philosophy and economics. Predict, 
on this basis, your chances of being asked to visit the hiring institution and 
‘give a talk’—the next step in the hiring process. More than likely, you will 
be met with a wan smile and thanked, and your file quietly consigned to the 
waste-paper bin as you leave the hotel room. If you have such a philosophic 
interest, better to keep it entirely to yourself.

The analogous picture from the philosophy side is probably not quite as 
inhospitable. Conceivably, if you can show an economist’s facility with some 
of the higher reaches of mathematical decision theory, or a familiarity with 
game theory and its applications in political philosophy, the interview pro-
cess will not immediately be terminated. Perhaps you will even be eyed 
favourably as a possibility for the Business Ethics course—something that no 
self-respecting philosopher really wants to teach. But at the end of the day, 
you are likely to be overlooked in favour of someone whose interests fall 
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squarely within the traditional fields. Specifically, if  ‘philosophy and eco-
nomics’ is itself your main game, you had better not be too optimistic about 
your job prospects. If you want to maximize your professional chances (and 
who does not) then you would be better advised to stick to the high- 
prestige, core areas—philosophy of mind, philosophy of language, meta-
physics, epistemology and the like—and leave the interdisciplinary work to 
others.

expanDing the BounDaries of economics

However, in the 1960s–1970s several trends in expanding the scope of 
economic ethics emerged. For a long time, they remained unnoticed by 
mainstream economics. The acknowledgment came only several decades 
later.

First, economists started to export their rational choice models into 
other social sciences—this trend was later called economic imperialism 
(see a survey in Lazear 2000). For example, Gary Becker applied ratio-
nal choice models to interpretation of many traditional topics of sociol-
ogy: allocation of free time, choice between free time and work, choice 
of preferences, choice of number of children, choice to commit a crime, 
choice to discriminate in the labor market, and so on. Becker used the 
pure neoclassical model of rational choice with full rationality, and this 
fact received much criticism from sociologists and psychologists, who 
were certainly not very happy observing an invasion of economists but 
were even more surprised how the latter dared to ignore many mean-
ingful factors of the reality. However, even with many unrealistic 
assumptions, Becker achieved some valuable results and won the Nobel 
Prize in 1992.

Similarly, economic methods were exported to other social sciences and 
the most interesting for us was the development of new institutional eco-
nomics and the economics of law. Actually, both perspectives were quite 
close to each other because they were aimed at explaining rules in the 
economy. However, historically they developed independently by people 
with various backgrounds.

New institutional economics: this is an umbrella term for a bunch of 
theories explaining economic institutions (firms, contracts) as efficient 
solutions in the situations of bounded rationality, uncertain future, trans-
action costs, and opportunistic behavior (the propensity of people to 
behave unethically if they have the opportunity).
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It started with a paper, Nature of the Firm written by a young Ronald 
Coase in 1936, where he explained the firm as a special institution which 
up to a certain scale is more efficient than the market in allocating resources 
due to transaction costs. In Coase’s framework, there was no unethical 
behavior and, strictly speaking, he proved that the firm may be more effi-
cient than the market even in a society of absolutely honest people. 
However, potential dishonesty of people in contractual behavior makes 
transaction costs much higher and this facts renders new institutional eco-
nomics much more interesting. In 1969 Kenneth Arrow introduced the 
ideas of asymmetry of information and moral hazard (i.e. the risk of 
immoral behavior of one party to the contract). In 1971 Oliver Williamson 
incorporated these ideas into analysis of firms and contracts together with 
the idea of “strategic misrepresentation” (which became the economists’ 
euphemism for lying). In 1972 Armen Alchian and Harold Demsetz pro-
posed their version of the existence of the firm, which was also based on 
the problem of dishonest behavior. They introduced the concept of team 
production—various types of collective production activity where there are 
no separate products from every member but only a joint product of the 
team and, therefore, a member of the team may shirk to some extent. That 
is why there is the metering problem—the task of measuring individual 
contributions—and this problem may be effectively solved only by the 
monitor, who has the right to pocket all residual income (i.e. has incen-
tives not to shirk himself). In 1976 Jensen and Meckling demonstrated 
that this phenomenon was not limited only to team production but also 
related to many other situations, which were later generalized under the 
concept of principal–agent relationships. In 1978 Klein, Crawford and 
Alchian proposed the idea of the specific asset which is created after the 
contract is signed and opens the window for hold-up behavior when the 
other party demands changing the terms of the contract and exploits the 
vulnerability of the specific asset owner. In 1985 Williamson incorporated 
all types of opportunistic factors in his book “Economic Institutions of 
Capitalism”, which became the most comprehensive description of con-
tract theory of the firm.

So, a whole new economic theory of contracts and firms was developed 
around the problem of dishonest behavior. Here we need to make two 
methodological notes. First, all economists who developed new institu-
tional economics assumed that people do not have moral norms, so this 
branch of economic theory was also moral-free. Still, even making this 
unrealistic assumption, they succeeded in explaining many observed insti-
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tutions as effective solutions in the moral-free world. Second, in many of 
their models, it was obvious that no contract or firm could fully eliminate 
the problem of dishonest behavior because in many cases rational cheaters 
would always find their ways to behave opportunistically and get some 
undeserved benefits. Therefore, people with good moral standards might 
outperform rational cheaters in these situations, so we can explain the 
existence of moral norms with the very same theory. However, new insti-
tutional economics was not interested in ethics.

The importance of ethics for curing problems of contractual behavior 
was emphasized by management scholars. It was relationship marketing—
a new paradigm in marketing based on the assumption that it is very 
important to build and maintain efficient and effective system of relation-
ships between the buyer and the seller which would allow creating supe-
rior quality and benefiting from this partnering in the long run. This 
paradigm was developed to replace the traditional transactional marketing 
approach where all transactions were viewed as one-time bargains  (like in 
neoclassical economic theory). Now marketing scholars started to study a 
whole range of relationships: pure market transactions, repeated transac-
tions, long-term transactions, buyer–seller partnerships, strategic alliances, 
network organizations, and vertical integration (Webster 1992). But their 
focus was not on the choice between these alternatives but on justification 
of one fundamental belief: cooperation is better than competition, and ethi-
cal behavior and trust makes long-term contracts the best alternative to 
vertical integration or market transaction.

Another perspective in new institutional economics was initiated by 
Douglas North who defined institutions in a quite broad way as “humanly 
devised constraints that structure political, economic and social interac-
tions”. So, institutions include formal rules (constitution and laws) and 
informal rules (traditions and culture). The purpose of an institution 
according to North is to support order and safety within a market or soci-
ety. Good institutions lead to faster economic growth because dishonest 
behavior is excluded and people have very good incentives to work and 
invest. Obviously, morality is also a part of institutions but North did not 
study morality because he believed that cultural institutions change very 
slowly, but change in formal institutions may lead to significant progress in 
economic development. A similar analysis was conducted by Elinor Ostrom, 
who studied the institutions which helped societies to manage natural 
resources that may be overused (the so-called common pool resources 
problem). She suggested eight principles of efficient management systems, 
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which were very similar ideologically to contract theory solutions minimiz-
ing unethical behavior. Although North, Ostrom, and other scholars of 
that perspective did not have an explicit focus on ethics, they eventually 
developed a theory which may be used for evaluation of economic institu-
tions as good or bad on the basis of their comparative efficiency.

Economics of law: one of the first encounters of neoclassical economic 
theory with law was The Problem of Social Cost—another famous paper of 
Ronald Coase published in 1960. The paper showed that if the property 
rights are clearly defined and transaction costs are zero, then allocation of 
resources would be the same regardless of how the property rights are 
distributed, because those who can use a property in the most efficient 
way will be able to do this after negotiation of necessary compensations. 
In Coase’s example, it does not matter if the factory has the right to pol-
lute the environment or the local community has the right to prohibit this 
pollution—after negotiations they will agree about compensation to the 
party which has this right and the efficient amount of pollution will be 
made. This paper proved the importance of clearly defined property rights—
a fundamental principle of economics of law. But it completely ignored the 
normative question who should have the rights because it was a general 
attitude of neoclassical economics to exclude normative questions from 
analysis. Again, even the efficiency principle was very useful for legal the-
ory and politics because the Coase’s model helped to better understand 
many complicated situations with rights.1

In 1973 Richard Posner published the first edition of his “Economic 
Analysis of Law”. The main idea of the book was that good laws are not 
about justice but about efficiency. Posner analyzed all domains of law—
property law, contract law, tort law, marriage law, and so on—and demon-
strated that all legal norms and all rulings of good judges eventually led to 
efficient outcomes, i.e. they saved costs and excluded inefficient decisions. 
This was an important approach because legal norms essentially represent 
moral norms enforced by the state.

New political economy: several scholars applied economic theory to 
political science. In 1957 Anthony Downs published “An Economic Theory 
of Democracy”, which interpreted elections as a political market where 
political parties behave exactly like capitalists firms—compete with their 
“products” (political programs and candidates) for the votes of “consum-
ers” (population). Downs focused only on positive analysis of political 
parties’ behavior and abstained from any normative dimension.
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In 1962 James Buchanan and Gordon Tullock published the book 
“The Calculus of Consent: Logical Foundations of Constitutional 
Democracy”, which focused on a bit of a different issue—how to explain 
collective choice in the political process with the help of economic theory 
tools (methodological individualism, maximizing behavior, marginal anal-
ysis of costs and benefits, compensations, etc.). In that way, they discussed 
a general theory of constitutions, various rules of decision making (includ-
ing majority rule and unanimity rule), different legislative structures, the 
optimal size of government, and many other issues. The main principle 
which was used for justification of rules and institutions was again the 
economic principle of efficiency. Here Buchanan and Tullock came very 
close to the essence of normative ethics—choice of moral norms and 
actions. They even emphasized the unanimity rule and implicitly sug-
gested the veil of ignorance idea.

Some of the problems faced by the modern welfare economist are removed 
by our approach, but, as might be expected, others arise as more trouble-
some. By concentrating on the constitutional problem as faced by the indi-
vidual, we need not discuss the comparability of his utility with that of others 
directly. We postulate only that the individual, at the time of constitutional 
choice, is wholly uncertain as to what his role will be in the collective-decision 
process in the future. If he assumes that his interests will dictate that he will 
more or less randomly take various positions in the decision-making process 
at various times, he will take this into account in choosing what activities to 
collectivize and what decision-making rules to adopt. (pp.  92–93, italics 
mine)

Essentially, it was an economic theory of ethics compatible with the con-
tractualism of Rawls and a scientific approach to ethics. However, 
Buchanan and Tullock did not make any such claim and preferred to dis-
tance themselves from normative analysis. They emphasized that the suc-
cess of their analysis depended on being strictly positive and refrained 
from any unjustified normative judgements. Moreover, they accused polit-
ical theory of neglecting this important principle.

The failure to separate positive analysis and normative ethical statements has 
been one of the major barriers to scientific progress in political theory. 
Rarely does one encounter so much confusion between “what is” and “what 
ought to be” as in this field of scholarship. (p. 266)
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However, their positive analysis worked quite well in explaining moral 
norms. For example, a transaction where a woman sells her body to a man 
may be absolutely voluntary and increase the welfare of both sides, but still 
it may impose some external costs for a person who may believe that this 
behavior is morally wrong. This person probably would decide to intro-
duce collective regulation of this activity but she may rationally expect that 
a similar collective regulation may be imposed on her also in other aspects 
of life, so she will prefer to rationally chose personal freedom for everyone 
(she still will incur the costs of observing prostitution but the protected 
benefits of her personal freedom will be higher). Obviously, Buchanan and 
Tullock were one step from developing a scientific analysis of ethics. They 
just did not have any intention to walk into moral philosophy.

In 1963 Gordon Tullock suggested an idea of unproductive political 
behavior which was later called rent-seeking—use of someone’s rights or 
dominating a position to extract undeserved gain from the economic sys-
tem. It was obviously an unethical behavior but Tullock criticized it only 
from the view of efficiency as wasting social resources. Later, George Stigler 
(1971) suggested a theory of efficient regulation for this type of behavior.

Behavioral economics: the pure neoclassical model of rational choice 
which was used by all scholars discussed above (Becker, new institutional 
economics, economics of law, new political economy) became the object 
of strong criticism from sociologists and psychologists. Soon this model 
started to be upgraded.

In 1957 Herbert Simon published the book “Models of Man” where he 
suggested a new view on human decision making. If the neoclassical eco-
nomic theory assumed the absolute rationality of people, i.e. the ability to 
make an infinite number of calculations per unit of time and remember all 
existing information at no costs, Simon reasonably noticed that this is far 
from reality and introduced the concept of bounded rationality. It assumed 
that in fact the cognitive abilities of any person are limited and thinking 
requires some psychological costs. Therefore, real decision makers prefer 
simplified procedures of choice and shortcuts, i.e. following the choice of 
the majority or repeating the last satisfactory option. Beside this, Simon 
noticed that in reality no one seeks to reach a maximum but just to achieve 
some aspired level of satisfaction. The work of Simon was related to a 
greater degree to cognitive limitations but even here it added new knowl-
edge on why people may prefer to make ethical or unethical decisions (e.g. 
a safe ethical choice may be a shortcut in the situation of uncertainty).
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At the end of 1970s, Daniel Kahneman and Amos Tversky started their 
research on the real behavior of people making decisions under uncer-
tainty and risk. At the same time, Vernon Smith with his colleagues also 
began to develop experimental economics—experiments to study the real 
behavior of people in various situations of choice (allocation of goods, 
investments, collective choices, etc.). They discovered several phenomena 
which may be very important to explain the behavior of people in real 
economic choices as well as in the hypothetical choice as in the situation of the 
veil of ignorance. A fundamental discovery was loss-aversion behavior, 
which makes people avoid losses to a much greater extent than seek gains. 
Other interesting findings were discovered by experimental economics in 
studying a sense of justice. For example, Roth and Schoumaker (1983) 
found that people very often use the 50/50 rule when dividing something 
even if one party has more power and can appropriate the larger share. 
There were many studies of reciprocal behavior and altruism which also 
mostly explained them as rational behavior (see a review in Fehr et  al. 
2000). A special field of research called neuroeconomics was dealing with 
the brain activity and economic behavior of people. For example, an 
experiment conducted by several researchers (Shiv et al. 2005) found that 
the feeling of fear prevents people from making the best decisions in com-
plex financial situations but in the wider perspective of choice, it helps 
them to avoid losses. It is easy to note that behavioral economics made 
serious progress towards describing and explaining moral behavior of peo-
ple in the economy.

Therefore, expanding boundaries of economic theory in the second 
half of the twentieth century opened several perspectives for cooperation 
of economics and ethics. New institutional economics and new political 
economy learnt how to explain moral and legal norms on the basis of the 
concept of rational choice. Behavioral economics began modelling indi-
vidual choice with ethical elements and also could be used in both positive 
and normative ethics. In many cases, this convergence of economic theory 
with ethics remained unnoticed by economists (probably because of their 
traditional distancing from this discipline). However, in the 1980s, various 
authors started to rethink the relationship between economics and ethics 
and suggested their views on the prospective cooperation of the two disci-
plines. Since 1985, several book titles were devoted to the relationships 
between economics and ethics. Here we have an almost complete list of 
these books in chronological order.
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• Buchanan A.  Ethics, Efficiency, and the Market, 1985.
• Sen A. On Ethics and Economics, 1987.
• Hausman D., McPherson M. Economic Analysis, Moral Philosophy, 

1996.
• Vickers D. Economics and Ethics, 1997.
• Broome J. Ethics out of Economics, 1999.
• Brennan G., Giuseppe E. (ed.) The Economics of Ethics and the Ethics 

of Economics, 2006.

What did these authors suggest? Did they see the cooperation of the 
two sciences in a similar way to that which was described in the first half of 
this chapter? In the following sections, we will survey these attempts and 
try to reveal what methodological frameworks were suggested.

allen Buchanan

In 1985 Allen Buchanan published a small book, “Ethics, Efficiency, and 
the Market”, which was aimed at providing a short synthesis of the best 
thinking about ethical evaluation of the market system. In the introduc-
tion, Buchanan mentions that it is necessary to bridge the gap between 
economics and normative ethics. Economics is obsessed with efficiency 
and tries to neglect normative evaluation, while ethics almost completely 
disdains considerations of efficiency for the sake of morality. However, this 
sharp division of tasks is untenable and rests upon the failure of both dis-
ciplines to reflect critically on their methodology. Then Buchanan tries to 
fix this problem by rethinking the analysis of the market system. First, he 
discusses efficiency arguments for and against the market (allocation effi-
ciency, transaction costs, public goods, etc.). Then he discusses moral 
arguments for and against the market. Which moral theories does he 
choose? He considers Marxism, social Darwinism, desert argument, utili-
tarianism, libertarianism, and others. Then he discusses a hybrid form of 
market socialism (market without private property), and comes to the 
conclusion that in contrast to planned socialism, market socialism cannot 
be dismissed as clearly unworkable.

Therefore, if we cannot use only efficiency arguments for evaluation of 
market socialism, we should use ethical comparisons. For example, if we 
assume that in market socialism, firms may be managed democratically and 
this leads to a significant decrease of labor alienation, market socialism may 
be superior. At the end of this analysis, Buchanan concludes that both 
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economics and ethics should continue their research in that direction. The 
book is interesting to read but it deals mostly with the evaluation of vari-
ous economic systems and does not consider other connections between 
ethics and economics. Essentially, it leaves the methodological gap between 
economics as a scientific discipline and ethics as a diverse set of normative 
approaches unbridged.

amartya sen

Amartya Sen had a background in economics but later he was attracted by 
social choice theory as well as inequality issues, so he decided also to study 
moral philosophy. Soon, his interest in moral philosophy manifested in his 
publications and in 1986 he was invited to deliver several lectures on eth-
ics and economics at the University of California, which later were pub-
lished as a small book, “On Ethics and Economics” (1987). The lectures 
were addressed to economists and their main idea was to demonstrate that 
economic theory should not distance itself from ethics. Welfare econom-
ics, as well as descriptive and predictive economics, can significantly ben-
efit by adopting some ethical concepts. Extremely narrow assumptions of 
self-interested behavior are not good for a discipline which should explain 
the behavior of real people.

First, Sen provides a short historical outlook of economic theory 
and suggests that economics has two origins both related to ethics but 
in different ways. The first is the ethics-related tradition, which goes 
back to Aristotle and to ancient thinking about living a good life. 
There are two components in this origin—motivation (personal goals 
and values) and politics (social purposes). The second origin is the 
engineering approach—“logistics issues”, i.e. discussion of the means 
of achieving given ends. The name “engineering approach” reflects the 
technical character of analysis and the historical fact that many pio-
neers in this approach were indeed mathematicians and engineers 
(Cournot, Dupuit, and Walras). Later in the book, Sen evaluates the 
role of methodologies. The engineering approach was successful but 
“economics, as it has emerged, can be made more productive by pay-
ing greater and more explicit attention to the  ethical considerations 
that shape human behaviour and judgement”. Similarly, because of the 
growing distance between economics and ethics, some important eco-
nomic methods which could be productively used in ethics were lost to 
this discipline.
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Then Sen turns to economic behavior and motivation. Rational behav-
ior is understood as (1) consistency and (2) self-interested maximization. 
The latter element has a long tradition and is useful, but the question 
remains “Why should it be uniquely rational to pursue one’s own self- 
interest to the exclusion of everything else?” Then Sen provides a long 
discussion of limitations to strictly selfish behavior, assuming that people 
in many cases are motivated not only by egoistic motives, and makes a call 
for studying a “plurality of motivations”. Then he continues with a long 
discussion of Adam Smith’s approach to behavior.

In the second chapter, Sen suggests the idea that the “impoverishment 
of economics” related to its distancing from ethics affects both welfare 
economics by narrowing its relevance and predictive economics by weak-
ening its behavioral foundations. Concerning welfare economics, he 
describes a strange situation where welfare economics was isolated into a 
“black hole” and the economists demonstrated ungrounded prejudice 
against ethics as “meaningless” discipline. What is obvious for Sen is the 
complete ignorance of economists concerning moral philosophy.

For reasons that are not altogether clear, interpersonal utility comparisons 
were then diagnosed as being themselves ‘normative’ or ‘ethical’. It is, of 
course, possible to argue that interpersonal comparisons of utility make no 
sense and are indeed totally meaningless—a position I find hard to defend, 
but certainly have no difficulty in understanding. If that position was 
accepted, then the statement that person A is happier than B would be non-
sensical—ethical nonsense just as much as it would be descriptive nonsense. 
I guess it is a reflection of the way ethics tends to be viewed by, economists 
that statements suspected of being ‘meaningless’ or ‘nonsensical’ are 
promptly taken to be ‘ethical’. The peculiarly narrow view of “meaning”—
championed by logical positivists—enough to cause disorder in philosophy 
itself—caused total chaos in welfare economics when it was supplemented 
by some additional home-grown confusions liberally supplied by economists 
themselves. Positivist philosophers may have been off beam in taking all 
ethical propositions to be meaningless, but even they had not suggested that 
all meaningless propositions were ethical! (p. 31)

Then Sen turns to methodological problems of welfare economics. He 
criticizes “the insufficient depth of the criterion of happiness or desire- 
fulfillment in judging a person’s well-being” and other symptoms of 
“impoverishment of welfare economics”. He discusses utility and other 
concepts with a consideration of whether they are really productive in our 
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study of people’s life and choices. This discussion appears addressed mostly 
to philosophers, and it seems that all these issues arise from an absence of 
systematic scientific analysis in ethics. Obviously, if there were a founda-
tion for moral judgments, many unclear moments would cease to exist.

Concerning his criticism of descriptive economics, Sen claims that 
assuming only self-interested behavior in economic models is non- 
productive, but economists get used to this assumption because of its con-
venience and predictive power.

The sense of invulnerability from ethics that predictive economics seems to 
enjoy arises partly from the alleged force of the hypothesis that human 
behaviour, at least in economic matters, can be well approximated by self- 
interest maximization.

Although this book was useful for that time (especially to attract econo-
mists’ attention to ethics), its methodological suggestions were quite 
weak. We need a clear division of labor between different sub-disciplines 
in economics, and ethics and rules of their interaction or cooperation, but 
Sen did not suggest any framework. Sen provided only some reflections 
without clarification of terminology and methodology, but not a frame-
work. He even did not distinguish between normative and descriptive eth-
ics, which are two rather different disciplines, and this was definitely a 
serious limitation of his analysis. He also did not say anything about using 
economic theory in normative ethical analysis, e.g. to develop moral 
norms of interaction in a market.

hausman anD mcpherson

In 1988 the economist Michael S.  McPherson published an essay on 
“Reuniting Economics and Philosophy” where he witnessed a change in the 
relationships between economics and ethics. He said that there was no 
longer any need for economists “to regard any hint of moral judgment in 
their work as a derogation from professional standards” (p. 71). Such a 
hint would have been impossible in the 1950s–1960s, but after Rawls’ 
1971 publication, everything has changed. Economists started to realize 
that moral theory may be grounded in economic theory and there might 
be a legitimate cooperation between the two disciplines. Moreover, these 
disciplines may even be thought as impossible without each other. “It is 
hard to see how one could hope to read Rawls’s (1971) Theory of Justice 
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or Nozick (1974) or any number of other recent contributions to social 
and moral philosophy without a solid background in economic theory” 
(p. 72).

In 1993 McPherson, together with the philosopher Daniel Hausman, 
published the paper “Taking Ethics Seriously: Economics and Contemporary 
Moral Philosophy”, which provided a very good explanation of importance 
of both disciplines for each other. Later, McPherson and Hausman 
expanded this framework and in 1996 published the book “Economic 
Analysis, Moral Philosophy”. The project was rather successful and in 2009 
they published the second edition under the title “Economic Analysis, 
Moral Philosophy and Public Policy”. The third extended edition together 
with Debra Satz as a co-author followed in 2016 (Hausman et al. 2016).

This book represents a rather deep discussion of all important topics 
where economics and ethics meet. Rhetorically, it looks like a process of 
methodological self-reflection by economists who suddenly decided to 
clarify all implicit assumptions of their worldview. The text is aimed at 
beginners in both economics and moral philosophy because it explains 
some very basic things about demand and supply or utilitarianism. The 
authors try to reveal the mutual benefits of this collaboration and come to 
three general conclusions.

First, economists definitely need moral theory to make policy advice. 
“If President Carter had asked Milton Friedman or Paul Samuelson, ‘What 
is the “best” way to reduce inflation?’ neither economist would have had 
a well-defined technical problem until he figured out what other objec-
tives Carter had and what their relative weights were. At some point they 
would almost certainly have had to rely on some of their own values, too.” 
McPherson and Hausman discuss a case about exporting pollution to less 
developing countries, which is a typical business ethics problem.

Second, economists should look at their models more critically because 
implicitly in many cases they contain moral issues. McPherson and Hausman 
consider an example of voluntary unemployment and demonstrate that the 
criteria when workers should be recognized as “voluntary unemployed” 
actually depends on the economists’ understanding of free choice.

Third, the moral philosophers could definitely borrow economic the-
ory to improve their argumentation and conclusions.

However, the book is not conclusive on several important points. They 
did not provide a clear framework of how organization or cooperation of 
ethics and economics should be changed to make all this analysis more 
comprehensive. One problem which may explain this outcome was their 
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own lack of belief that ethics may be also rendered like a science. It would 
be much easier to persuade economists to give respect to ethics if the latter 
was presented to them as a more formal and strict discipline. Instead, 
Hausman and McPherson took a traditional view of ethics as a discipline 
without clear answers. At the beginning of the book, they confess that 
“moral theories are not cookbooks for good behavior,” but instead “their 
main purpose is to help people understand what morality is, where it fits 
into their lives, and why they assign it the importance they do” (Hausman 
and McPherson 2006, p. 3). When the question arises what moral theory 
should be used by economists in their advice to people in their decisions, 
Hausman and McPherson assume that there are many specific ethical the-
ories which may be used by economists and emphasize four main frame-
works: (1) efficiency and Pareto optimality; (2) libertarianism; (3) 
utilitarianism; and (4) contractualism. However, how are these frame-
works related to each other? This question is left unanswered.

Douglas vickers

In 1997 the economist Douglas Vickers published the book “Economics 
and Ethics”, which was aimed to “raise the possibility of establishing new 
and more substantial bridges between ethical philosophy and economics”. 
This purpose was split by Vickers into three main tasks: (1) to clarify the 
relevant thought forms and vocabulary of ethical theory; (2) to discuss the 
historical respects in which economics has surrendered its association with 
ethics; and (3) to spot areas in economics where ethical awareness is desir-
able and should be allowed to exert its influence. The author honestly 
admitted that he did not aim to provide an exhaustive analysis of the inter-
connection and interdependence of ethics and economics, or intend to be 
exhaustive in either the details of the relevant economic analysis or the 
applicable moral philosophy. As a result, the book is not very easy to read 
because it lacks structure and complete analysis. The book looks like a 
record of everything the author found interesting on the topic of ethics 
and economics. Vickers often repeats the main idea that economics made 
a mistake in separating from ethics, but he does not provide any effective 
solutions about how economics and ethics should build their relation-
ships. Vickers suggests an original framework of “five main dichotomies in 
ethics and economics” but they are not well explained and do not look like 
a good platform for further analysis. These five dichotomies were: (1) 
individualism and solidarity; (2) deontological and consequentialist ethical 
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criteria; (3) entitlement and contribution; (4) static and iterative ethical 
criteria; and (5) immanentistic and transcendentalist standpoints. If you 
read their explanations, you will hardly understand how to apply them to 
better understanding of economics and ethics relationships. Vickers does 
not use them in his own analysis. Much of the content of the book repre-
sents historical discussions of the evolution of ethical components in eco-
nomics but again it is also not a systematic analysis and contains a lot of 
inessential material.

John Broome

John Broome is a British economist who at some point of his career 
acquired an interest to ethical issues and step by step migrated to philoso-
phy. He published several papers in the 1990s which were later summa-
rized in a book with the promising title “Ethics out of Economics” (1999). 
While the majority of other writers on ethics and economics were con-
cerned with importing ethics into economic, Broome tried to do the 
opposite.

In the introduction, Broome says that he is going to explore only one 
area of ethics—personal or collective choice between two valuable alterna-
tives (e.g. present life vs. future life, wealthy people vs. poor people, etc.). 
The general idea of Broome is that economists traditionally analyze prefer-
ences but actually preferences may be wrong so they should analyze goods 
(which are really valuable for people) with the same tool as they use for 
preferences—comparative valuations. A person’s preferences may be 
wrong because the person may not know the whole truth about the exter-
nal world. Broome even suggests an ideal–preference–satisfaction theory of 
good. “Ideal conditions” necessary for developing ideal preferences include 
“being well informed” and “being in a rational frame of mind”. However, 
Broome assumes that even these preferences may be wrong. To prove this, 
he uses the next example.

A river runs through a fertile valley. Over the years, the forests upstream 
have been cleared and the dikes containing the river have been built higher 
and higher. By now, everyone knows that within the next few years the 
Great Flood will come. The river will breach the dikes. It may go left and 
destroy one side of the valley, bringing ruin to the farmers there. Or it may 
go right, and ruin the farmers on that side. (There are equal numbers on 
each side.) However, the surviving farmers will be relieved of competition 
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from their colleagues, and grow rich. The government is wondering whether 
to do some expensive engineering works that will definitely prevent the 
flood. If it does these works, the farmers will be taxed to pay for them. Is it 
better to do them or not? If the works are done, all the farmers in the valley 
will continue to live in modest prosperity, paying the tax for the engineering. 
If the works are not done, half the farmers will be ruined, but the remainder 
will rise to luxury, spared from competition and paying no tax. So the choice 
is between, on the one hand, a state of equality where everyone is modestly 
prosperous and, on the other, a state of inequality where half the people are 
ruined and the others are rich. (p. 5)

What is the rational decision of the farmers? It depends on their mood. 
If they are pessimists and so they expect the river to go their way, they will 
vote for engineering works. However, if they are optimists and each of 
them thinks that the flood will go on the other side of the valley, they will 
vote against it. So, unanimous preferences for people actually lead to bad 
results. This is an excellent example, although it is obvious that if the 
probability of flood is not extremely small, a risk-averse person will prefer 
to invest into engineering works (Harsanyi 1975). Only a non-informed 
person would vote against construction, but this idea was clear even with-
out this example.

So, Broome’s idea is that ethics should abandon the preference theory 
of economists but borrow their formal techniques of economics. First, 
they should borrow comparative analysis of value. Good is not an absolute 
characteristic but a relative. Something is good because it is better that 
other alternatives. So, the quality of goodness actually may be replaced 
with a more correct quality of betterness. Betterness may be a personal 
characteristic (if A is better than B for a particular person) and a general 
characteristic (if A is better than B for all people). This is a correct com-
ment about terminology but what application may it have for ethical anal-
ysis? This remains unclear. Moreover, Broome decides to provide an 
illustration of economic analysis of ethical issues and discusses the problem 
of the value of human life. How much is the value of a person’s life? The 
answer depends on quality of life or wellbeing, which may be different at 
any given moment of a person’s life. Broome illustrates this with various 
profiles of a person’s life depending on various scenarios (see Fig. 2.1). 
Then he discusses the problem of aggregation of these values with dis-
counting in time (present wellbeing is more important than future, etc.) 
and other issues. The only problem is betterness of comparative approach 
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in this analysis. It looks like a cardinal theory of utility, while the idea of 
betterness is about ordinal theory. The person should not measure and 
add up all this wellbeing during his life, but just compare various profiles 
and tell which one is better for the person.

So, the whole book is devoted to the application of the formal structure 
of decision theory to ethical issues, although the range of these issues is 
rather small. The book consists of three parts. In Part I, the author dis-
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Fig. 2.1 Profiles of 
well-being (see the origi-
nal variant of this model 
in Broome 1999, p. 13)
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cusses the problem of “utility” in economic theory, the extended prefer-
ences approach as a solution to interpersonal comparisons of utility, and 
the problem of discounting the future. The analysis looks like typical eco-
nomic rhetoric but with emphasis on the potential mistakes of people 
whose preferences do not reflect the real good. Part II discusses various 
issues from expected utility theory, axiomatic utilitarianism, incommensu-
rability, fairness, and other issues where decision theory can be applied. 
Part III is devoted to the value of life where he discusses fundamental ethi-
cal issues such as whether we should take into account the choices of 
people who do not exist yet and may not exist in some scenarios of our 
choice, using quality-adjusted years of life (qualys) for calculating the 
goodness of various choices and unsolvable moral dilemmas which deal 
with decisions about people who might not exist.

This is an interesting and thought-provoking book but we may note 
two serious methodological limits to its conclusions and their practical 
applicability. First, ethics is quite incomplete in Broome’s theory, because 
he completely ignores norms, which serve the purpose of directing indi-
vidual actions in the real world with given preferences and an uncertain 
future. Essentially, Broome only tries to evaluate actions instead of norms, 
which may be an easier and more productive task. Second, he does not use 
a scientific method of proving of what his theory suggests. The book is 
written in quite a free style, as a free-flow argumentation, and exploits a 
free style of reasoning without strict proofs, i.e. it does not use any verifi-
cation procedure for all of its claims. Third, Broome does not take into 
account evolution and its view on the nature of man. Probably, he could 
make more accurate propositions about the value of life if he included 
norms and evolutionary theory into his analysis.

In 2007 Broome delivered the Knox lecture at the University of St 
Andrews and made a metaphorical exaggeration, saying “economics is a 
branch of ethics”. Later, this position was explained in his paper “Why 
economics needs ethical theory” (2009).

Economics is a branch of ethics. At least, much of it is. Part of economics is 
pure science; it aims to account for the behavior of people and institutions 
in the economic arena. But more than most scientists, economists have their 
eye on practical applications. Most of them are interested in economic sci-
ence because they are interested in finding better ways of running the econ-
omy, or of structuring the economic system, or of intervening or not 
intervening in the economy. All of that practical part of economics is a 
branch of ethics. (2009, p. 7)
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In response to Broome’s speech Geoffrey Brennan wrote his own essay, 
“Lessons for Ethics from Economics”, (2008) where he suggested that ethi-
cal theory may really learn several principles from economics theory (com-
parative analysis, action-guided approach, etc.) but avoided any 
methodological generalizations. However, it seems that a more accurate 
methodological translation of the provocative claim that “economics is a 
part of ethics” should be the “theory of economic policy may be called 
applied economics and applied ethics at the same time because it uses the 
theoretical tools of both disciplines to resolve practical issues”.

Walsh anD putnam

In the 1990s–2000s, there was a series of publications by the philosopher 
and historian of economics Vivian Walsh and the philosopher Hilary 
Putnam about the relationship between ethics and economics, the main 
idea of which was to abandon value-free economic theory. The develop-
ment of their ideas may be shortly characterized as follows. In 1987, in the 
entry Philosophy and economics in The New Palgrave Dictionary of 
Economics, Vivian Walsh made a call to abandon the old fact–value dis-
tinction because logical positivism had gone and was replaced by relativ-
ism and Quine’s idea of integral assessment of the whole theory but not its 
particular propositions. In 1993, Hilary Putnam offered the concept of 
entanglement of fact and value (the idea comes from John Dewey), assum-
ing that facts and values are “entangled” in a way that precludes any 
attempt to draw a sharp distinction between “value judgments” and “mat-
ters of fact”. Therefore, there should not be a sharp distinction between 
true science and non-scientific ethics, but rather we should admit the pos-
sibility of various relative approaches. In 2000, Vivian Walsh published the 
paper Smith after Sen (2000). She distinguished two phases in the revival 
of classical economics during the twentieth century. The first phase was a 
“minimalist” one—Piero Sraffa (1960) suggested looking back to David 
Ricardo for inspiration, reinterpreting his work in terms of present day 
concepts and formal methods. The second phase was inspired by a number 
of the works of Amartya Sen, who suggested that a major deficiency of 
contemporary economic theory was narrowing of the broad Smithian 
view of human beings, which resulted in the impoverishment of econom-
ics and distancing it from ethics. So, Walsh suggested rethinking economic 
methodology based on Putnam’s idea of entanglement and Sen’s ideas of 
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expanding the economic model of man with non-selfish behavior and 
moral norms. In 2002, Putnam published a collection of his lectures and 
unpublished papers under the title The Collapse of the Fact/Value Dichotomy 
and Other Essays, where he tried to support and expand Walsh’s analysis of 
Amartya Sen. In 2003, Walsh published another paper, Sen after Putnam, 
discussing this book’s contribution and Putnam published in the same 
issue of the journal a rejoinder under the title For Ethics and Economics 
without the Dichotomies.

However, their papers were poorly structured and it seems that after 
reading them neither typical economists nor philosophers would get a 
clear understanding of what should be changed in methodology. Walsh 
says something about “formal classical models which embed explicitly 
moral concepts in their structure” but in the 2000s, this claim looks rather 
outdated. The achievements of behavioral and evolutionary economics 
were inspired not by Smith but by Darwin, game theory, and new institu-
tional economics. No “classical revival” with a return to Smith and 
Aristotle was necessary or even useful for this progress. Certainly, it is use-
ful to read the classics but contemporary methodology of social science is 
much too sophisticated and elaborate for anyone to call for a “revival” of 
some antique approach. In several dozen pages, Walsh or Putnam had not 
provided a single example of how economic theory or moral theory should 
be performed in accordance with their new suggestions and what progress 
may be achieved by this. It was only an endless discussion of various aspects 
of this new “methodology”.

virtue ethics anD economics

The methodological intentions of Walsh and Putnam were continued by 
Irene van Staveren, who decided to promote virtue ethics as a new para-
digm for economic theory. In 2007, she published the paper “Beyond 
utilitarianism and deontology: Ethics in economics” where she also 
 suggested to abandon the fact–value distinction and the positive–norma-
tive division of labor.

Following Walsh and Putnam, I reject the dichotomy (adhered to in much 
of mainstream economic analysis) between fact and value, between positive 
and normative economics, and between descriptive and prescriptive analy-
sis—in other words, between the famous Humean ‘is’ and ‘ought’. (p. 21)
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Then she suggested abandoning both utilitarianism and deontology. 
Utilitarianism became a foundation of welfare economics but it has severe 
limitations such as problems with measuring and comparing the utilities of 
various people. Deontological ethics performs better but it has its own 
limitation (all ethics is reduced to rules and leaves no place for conscious 
choice, there might be conflicting rules, etc.). Therefore she proposed 
addressing virtue ethics, which may have a very good impact for several 
reasons. However, these reasons were not easy to understand. This para-
graph shows a typical explanation:

Humans seek to follow the good for itself, committed to certain ends and 
not seeking them instrumentally for some other goal. This good includes 
the use of good means and a good process. This makes virtue ethics an inter-
mediate position—somewhere between the exclusive focus on ends in utili-
tarianism and other consequentialist ethics, and the exclusive concern with 
imperatives of deontological and other principled ethics. Hence, the good in 
virtue ethics involves having both good motivations and good reasons. 
Together they produce moral goods, like justice, generosity, liberality, or 
kindness, which derive meaning from their application in particular con-
texts. The combination of motivation and reason in specific contexts distin-
guishes virtue ethics from utilitarianism and deontology. (p. 27)

Although this is a normal rhetoric for philosophical literature, it seems 
to be a typical example of the methodological failure of virtue ethicists. 
This is an anti-scientific approach because it does not distinguish positive, 
normative, and policy. They claim virtue ethics is in one line with norma-
tive theories such as utilitarianism and deontology, but actually it repre-
sents a blend of descriptive ethics (a positive study of human character) 
and ethical policy (the idea that developing a good character is the best 
instrument to guarantee good decisions). There is nothing outrageous in 
these ideas as such, but mixing them together and calling normative the-
ory is a serious mistake.

In 2009, van Staveren wrote a paper, Communitarianism and the mar-
ket: a paradox, where she again tried to propose virtues ethics for econom-
ics. In this paper, she claimed that the dichotomy of market and morals is 
false and actually market is full of moral behavior so we can apply com-
munitarian ethics to its analysis. This is a fragment of the paper’s abstract, 
which may serve as another example of non-scientific rhetoric typical of 
virtue ethics.
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Communitarian philosophers understand morality as emerging in commu-
nities through the interaction between agents in practices. At first sight, 
communitarianism therefore seems to provide a suitable perspective for con-
ceptualising morality in economics, since the economy might be regarded as 
a sequence of such practices in communities of business, households, and 
trading. But several well-known communitarians, such as MacIntyre, 
Anderson and Etzioni, are rather sceptical about the economy, and in par-
ticular markets, as a location of moral behaviour, which leaves us with a para-
dox: How can economists re-conceptualize the dominant theory of markets 
towards a more morally embedded theory of economic life, using ideas from 
communitarianism, when at the same time communitarians deny the market 
as a location of morality?

In my opinion, this perspective has two serious problems. First, the idea 
of morality in the market was developed in much fuller extent in business 
ethics literature, which is ignored by the author (see the chapter on busi-
ness ethics). Second, the main methodological problem of this type of 
theorizing is the attempt to “conceptualize”. Essentially, “conceptualiz-
ing” means writing a narrative for the sake of a narrative but not to improve 
explanation in positive, normative, or policy science.

Interestingly, virtue ethics attracted attention of economists. In 
2013, Luigino Bruni and Robert Sugden published a paper, “Reclaiming 
virtue ethics for economics”, in the Journal of Economic Perspectives—
an influential methodological journal for professional economists—
where they tried to demonstrate that virtue ethics is compatible with 
economic theory. In the beginning, they stated that economists used 
many ideas from utilitarianism or deontology, but ignored another tra-
ditional approach—virtue ethics. At the same time, philosophers who 
specialized in virtue ethics paid much attention to economics but 
mostly in negative way, proving that markets are free of virtues (e.g. 
MacIntyre). Bruni and Sugden suggested that this perception of the 
market was wrong. However, they did not want to prove that the mar-
ket is good based on traditional economic arguments  (efficiency, etc.), 
but to travel into the domain of virtue ethics and demonstrate that the 
market may be virtuous “using the language and logic of virtue ethics”. 
This was done not only to persuade philosophers but also society in 
general because “the virtue-ethical critique of economics is gaining cre-
dence in public debate” and it was necessary to protect the market 
against undeserved accusations.
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However, “using language and logic of virtue ethics” is a tricky enter-
prise. The latter is a non-scientific discipline with archaic concepts, so bor-
rowing its apparatus at the same time means enjoying all its limitations. 
For example, the central argument of Bruni and Sugden was that there are 
special market virtues leading to making choices that produce mutual ben-
efits for all participants. An important element of these virtues is that they 
should assume a conscious decision to create mutual benefits and not a 
pure, egoistic utility maximization, which may have the side effect of 
increasing the benefits of other people.

Our central idea is that the public benefits of markets should be understood 
as the aggregate of the mutual benefits gained by individuals as parties to 
voluntary transactions, and that the market virtues are dispositions that are 
directed at this kind of mutual benefit. For a virtuous market participant, 
mutual benefit is not just a fortunate by-product of the individual pursuit of 
self-interest: he or she intends that transactions with others are mutually 
beneficial. (p. 143)

How can Bruni and Sugden prove that this is a true market virtue and 
pure utility maximization is not? Probably, traditional virtue ethicists 
believe that true virtue cannot be selfish behavior but how can we prove 
this? If Bruni and Sugden use the concept of “aggregated mutual bene-
fits”, this is actually an idea of utilitarianism which they put aside at the 
beginning of the paper. If they talk about “dispositions … directed at this 
kind of mutual benefit”, this is a contractarian approach. In any case, with-
out proof, this theory looks like a literature which may be supported by 
virtue ethicists and probably the general public but it does not meet any 
scientific criteria.

This lack of proofs may be felt in many moments of this paper. For 
example, they write: “The market motivation of creating goods for 
exchange conflicts with the idea that activities, or the goods that they real-
ize, are ends in themselves” (p. 145). Why is “being ends in themselves” 
more important than “being used for exchange for other goods”? There is 
no proof of this claim. They refer to Elizabeth Anderson, who, in her book 
“Value in Ethics and Economics” (1993), studies different types of valua-
tion and clams that valuation by the market is lower that valuation by 
intrinsic value of the good, but again, what exactly does “lower” mean and 
how to prove this?

Certainly, it would be severely wrong to deny the paper by Bruni and 
Sugden of any value. First, the authors provide an interesting analysis when 
they build a list of market virtues (universality, enterprise and alertness, 
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respect for the tastes of one’s trading partners, trust and trustworthiness, 
acceptance of competition, self-help, non-rivalry, and stoicism about 
reward) which characterize market behavior of a “virtuous person”. 
Second, Bruni and Sugden provide a good example of virtue ethics being 
done in our time, when they discuss intrinsic motivation in behavioral eco-
nomics and social psychology. They cite various theoretical and empirical 
research demonstrating that external (monetary) rewards can crowd out 
intrinsic motivation of people to do good things. For example, the intro-
duction of monetary reward for blood donation actually decreased the 
amount of people who wanted to become donors. However, without a 
correct methodological framework, this analysis will be difficult to develop.

For example, a controversial question that low pay for nurses can attract 
more intrinsically motivated people is an excellent example which deals 
with all three sections of theory: (1) descriptive (result of empirical 
research); (2) normative (is it a good thing to pay less for intrinsic motiva-
tion); and (3) policy (what policy should be designed to combine external 
and intrinsic reward). However, Bruni and Sugden do not distinguish 
three types of analysis, which makes their argumentation less productive 
here and elsewhere in the paper.

Another example is that when they start discussing why the market is 
good (telos of the market) and come to a first fundamental theorem of 
welfare economics and other economic concepts, they finally suggest that 
mutual benefit is telos of the market. Is this normative ethics? Or positive? 
Does contemporary ethical or economic theory need a “telos” concept?

Finally, where is a definition of virtue? If virtue is an element of people’s 
character, it should be built into a positive economic model of man. But 
how? For example, their first market virtue is universality—an equal attitude 
to everyone without any personal biases (like favoritism, nepotism, etc.). Is 
this a moral norm? Or a character trait? If this is a norm, then it is not virtue 
ethics anymore. If this is a character trait, it may be already studied in behav-
ioral ethics or evolutionary economics literature as a sense of justice or under 
another name but the authors did not refer to this literature.

At the end of the paper, Bruni and Sugden offer “a view of the market 
as a domain of human life with a distinctive constellation of virtues”. 
Essentially, what they did was translate modern social science to the lan-
guage of Aristotle. Although it helps us better understand Aristotle, it 
does not help us develop social sciences further because it is an ancient 
language of philosophy. Contemporary science requires a clearer distinc-
tion between normative, positive, and policy analysis, as well as maximiza-
tion, biological instincts, social norms, and all other concepts, which are 
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much better described and studied in the language of modern psychology, 
sociology, and economics than in the language of ancient philosophers.

Brennan anD giuseppe

In 2006, there was a conference, “Objective Values, No Values and 
Subjective Values: The Ethical Bases of Market and State”, held in 
December 2006 at the Faculty of Economics of Sapienza University of 
Rome (Italy) organized by the European Center for the Study of Public 
Choice, which stimulated the preparation of a collection of essays on eth-
ics and economics, which was later published in 2009 under another 
promising title, “The Economics of Ethics and the Ethics of Economics”. The 
book included eleven chapters “fusing of ethics with economics in one 
way or the other”. Several papers were devoted to present a “richer moti-
vational structure” of economic actors by including into this picture 
esteem (Frey Neckermann, Chapter 5), self-esteem (Basili and Franzini, 
Chapter 11), emotional bonding (Feld, Chapter 9), and expressive con-
cerns (Jones, Chapter 6). In the second chapter, “Value and values, prefer-
ences and price: an economic perspective on ethical questions”, Geoffrey 
Brennan and Giuseppe Eusepi made an attempt at terminological clarifica-
tion—they examined words such as “values”, “value”, “tastes” and even 
“preferences” and “price” in economics and in moral philosophy, although 
without any implications for theory.

Most interesting from a methodological point of view was the third 
chapter, “An economist’s plaidoyer for a secular ethics: the moral foundation 
and social role of critical rationalism”, written by Stefano Gorini. The 
chapter deals with the methodological nature of “secular ethics” and its 
links with economic theory. Gorini raises important questions on the 
foundations of moral theory, although it is difficult to agree with the 
answers he suggests. For example, at the very beginning, the author sug-
gests a rather strange dichotomy between ethics and economics. He sug-
gests that morality (or ethics) is concerned with values or ultimate ends, 
while economics is concerned with interests or instrumental needs or pref-
erences. This terminological distinction may be accepted in the sense that 
profit is an “instrumental need” and happiness is the “ultimate end” but it 
seems that no other serious conclusions may follow from this clarification. 
Essentially, ethics and economics dispute about means or about ends 
(depending on their definition)—e.g. economics may say that firm should 
maximize profit but ethics may say that the firm should maximize the wel-
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fare of its stakeholders. Another methodological problem is that Gorini 
suggests that the foundation of moral knowledge is based on belief, com-
pared to interest based on knowledge.

In strictly philosophical terms, moral values are a question of belief. In order 
for a person to have moral values he or she must believe in certain such uni-
versal principles, from which he or she derives guidance about what actions 
are morally good and what morally bad. Instead, interests do not require 
belief in the absolute meaning of something. A person has interests insofar 
as he or she regards certain facts of the world as instrumentally useful in 
relation to some further end that he or she pursues, as means for the satisfac-
tion of needs or preferences. (p. 33)

This assumption looks incorrect because moral values may also be based 
on knowledge (and a rational person wants it to be placed on knowledge 
instead of beliefs), while interests may be also based on beliefs (e.g. a per-
son may accumulate gold believing that it is the most secure storage of 
value but there is no hard knowledge of this fact except certain 
expectations).

Then Gorini turns to discussion of two types of moral philosophy: the 
secular view (scientific, i.e. facts and logic, no absolute truths) and the non- 
secular view (religious or ideological). The secular view was inspired by 
Newton and Darwin and recently it succeeded in the analysis of many 
areas which were earlier thought to be unmanageable by hard sciences—
emotions, brain function, and so on. However, it cannot provide true 
knowledge by definition and it assumes a meaningless or valueless world.

Adopting the rationalist attitude has an inescapable implication. The fact 
that the understanding of the world can only be based on argument and 
experience implies that such understanding can only be conjectural, because 
it remains always open to invalidation, change and extension. This implies in 
turn that by remaining inside the boundaries of the rationalist attitude no 
absolute truth and meaning can be given to the world. The world of critical 
reason is meaningless, in the precise sense that all its facts and things have 
the same, exclusively conditional-contingent status. (p. 36)

…the meaningless world of critical reason has no room for true moral values, 
because these require a belief in the absolute meaning of something. A mean-
ingless world is by definition a valueless world, and those who embrace—
more or less consciously—the secular view are, by logical necessity, people 
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without truly moral beliefs. By this I do not mean that they cannot be hon-
est, tolerant, generous and altruistic. They can, of course. My point is differ-
ent. It is that reducing morality to a person’s altruistic sentiments and 
behavioural code is a mistake stemming from a deficient understanding of 
morality’s place in spiritual life. Therefore we must conclude that their ‘moral 
sentiments’—genuine and deep as they may be—simply cannot ultimately 
rest on any belief in true moral values. (p. 37)

This claim has methodological problems. Gorini talks about “true 
moral values” but he gives no definition to this concept, so it is difficult to 
evaluate any propositions with it. What does it mean for a moral value “to 
be true” and what is “moral value”?

Then Gorini talks about the foundation of moral knowledge in the 
secular view and claims that it is based on the “unique secular value of 
individual freedom-independence”.

Like religions and ideologies, the rationalist attitude has not only a theoreti-
cal foundation—the secular world-view; but also a moral foundation—the 
secular value of individual freedom-independence, and the two are bound 
together as inseparable components of a single perception and conception 
of existence, based on the non-rational yet secular belief in reason alone. 
(p. 37)

There is again no logical proof or empirical validation of this thesis. 
Gorini only refers to the opinion of several philosophers: for example, the 
opinion of Karl Popper, who said that the adoption of the rationalist atti-
tude cannot in turn be itself supported by argument and experience—that 
it depends instead on the “irrational” option to believe in reason alone 
(Popper 1945, Chapter 24). Gorini refers also to the opinion of Benedetto 
Croce, who claimed that “since freedom is the essence of man, and man 
owns it in his quality as man, we can’t take literally and materially the 
proposition that we must ‘give freedom’ to man, it being something that 
cannot be given to him because he already has it” (p. 39). This thesis is 
non-justified and very similar to a libertarian framework (e.g. Nozick, who 
also starts with rights without any proof).

After reading this chapter, it is not clear what an “economist” can do 
for secular ethics (the purpose in the chapter’s title). The author suggests 
at times that perfect competition leads to justice but this idea stays rather 
isolated in his approach. The final conclusion of his paper is also rather 
strange. Gorini claims that moral justice and social justice should be distin-

 M. STORCHEVOY



 63

guished. “The former belongs to the domain of the protection of values—
the secular value of individual freedom-independence, or individual 
sentiment of self-respect, and has nothing to do with the interpersonal 
distribution of the satisfaction of interests (well-being). The latter is 
instead precisely about the equality/inequality of such interpersonal distri-
bution, and has nothing to do with morality.” (p. 32)

The fourth chapter in the book, “Conceptual confusions, ethics and eco-
nomics”, was written by Harmut Kliemt and represents an interesting 
methodological discussion of the possibility of objective knowledge in 
normative ethics and economics. The author believes that this objective 
knowledge is impossible and that ethics cannot be a science.

To put the reasoning behind this in Humean terms, the enterprise of science 
consists in scrutinizing ‘relations of ideas’ or analytical judgments, and ‘rela-
tions of fact’ or synthetic judgments. Since there is no way to derive values 
from either of these two it is clear within broadly Humean conceptions of 
science that values fall outside the justificatory domain of science. As it is 
impossible to define a term like ‘goodness’ in exclusively descriptive terms 
(the so-called naturalistic fallacy more narrowly conceived) and keep the 
evaluative content of ‘good’, so it is impossible to derive an ‘ought’ from 
exclusively non-normative premises (the naturalistic fallacy in the broader 
sense, see Hume 1739). (p. 56)

Kliemt suggests the next typology of norms justifications in ethics and 
economics (see the Table 2.1). Categorical means given ends; hypothetical 
means without given ends. Particularistic means related to some commu-
nity or situation; universalistic means related to all people and situations.

Kliemt claims that economic theory deals with “hypothetical impera-
tives” and moral theory with “categorical imperatives”. However, we do 
not have a foundation for proving universal hypothetical imperatives. We 
can prove only “particularistic” ones (valid for some groups). When peo-
ple try to justify universalistic imperative, they often commit some falla-
cies: for example, “universalistic fallacy”, which means that “from the fact 

Table 2.1 Typology of 
norms (Brennan, Eusepi 
2009, p. 61)

Particularistic Universalistic

Hypothetical 1 2
Categorical 3 4
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that practically everybody wants to survive it follows that the norm to 
universally protect survival is justified” (p.  63). For example, all Nazis 
wanted to survive but they were against providing universal rights for sur-
vival to Jews. Therefore, the author supports some sort of methodological 
non-cognitivism and relativism. He provides an extensive argumentation 
to be cautious for those who want to develop or adopt a scientific approach 
to moral theory.

Those who think that the belief that we know the badness of what is bad 
objectively or scientifically will add to our willingness to fight against it, may 
try to argue just the other way round. If the psychological claim is right, 
they might argue, there is a convincing reason for a relativist to adopt a non- 
relativist meta-ethical view. But there are strong reasons against that argu-
ment. First of all we should not believe that the convenience of the belief in 
something should ever be accepted as a convincing reason for adopting it—
at least if there are arguments indicating that the belief may be mistaken. If 
we believe in the truth of non-relativism we should accept that as a fact, at 
least so long as we share methodological ideals that rule out certain forms of 
wishful thinking. Second, it does not seem viable to eliminate strong argu-
ments to the contrary from any discussion, and therefore we should not 
think that as a matter of fact inculcating the belief in some non-relativist 
position would be a good means towards ends, aims or values that we and 
others share. Finally, instilling belief in non-relativist views is a tricky thing. 
For if it be so that those who believe that one can know right from wrong 
are more willing to fight for the substantive beliefs that they endorse, who 
would guarantee that they will tend to believe in ‘good causes’ (at least 
causes that we accept as good)? It may well be that people can be brought 
to believe that they know that it is right to be tolerant and respectful towards 
others. Still, there is no guarantee that they will endorse such benign beliefs 
rather than, say, claim that they know of the superiority of a specific ‘race’ or 
other foolish and dangerous things. (p. 68)

The author emphasizes that self-interested behavior was surprisingly 
absent in all major crimes of the last century. Major dictators and war 
criminals were moved by some abstract idea.

anthony atkinson

In 2009, Anthony B. Atkinson published a paper, “Economics as a moral 
science”, which ascertained a decay of welfare economics after the 1970s 
(no textbooks, no courses, no papers) but at the same time demonstrated 
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that economic papers are full of welfare recommendations. He provided 
many interesting practical issues which require economical judgments, but 
made a call for rebuilding welfare economics or economics as a moral sci-
ence. However, he did not say that actually welfare economics as a separate 
discipline went extinct because it was non-viable (too abstract), and he did 
not suggest any methodological plan for how a new economics as a moral 
science should be built. In particular, like many other economists, he did 
not say anything about cooperation with moral philosophy or using the 
achievements of institutional economics.

conclusion

As we saw above, the methodological relationship between economics and 
ethics was quite a controversial issue. In recent decades, various scholars in 
economics and ethics have tried to provide their own accounts of this 
problem. Although many of them had very interesting points, the majority 
of them had some weaknesses and there is still no general framework for 
economics and ethics relationships. Here are some conclusions.

First, it is not a good idea to talk about economics and ethics in general, 
although many authors discussed in the previous sections of this chapter 
made this mistake. Both economics and ethics have various branches (nor-
mative, positive, and practical) which may relate to each other in different 
ways. We can make correct and meaningful propositions only about the rela-
tionships between these branches but not about economics and ethics in 
 general. Economics is a very broad science and if its core technical analysis 
of optimal choice is really value free, the other branches are closely con-
nected with ethics, so it would be a mistake to say that economics is value 
free or not value free in general.

Second, the historical development of social sciences led to significant 
overlapping of various sections of economics, sociology, psychology, man-
agement, and ethics. In many cases, this overlapping was caused by meth-
odological differences and the isolationist attitude of scholars, e.g. 
economists focus on rational explanations of market behavior and sociolo-
gists focus on describing the cultural mechanisms through which this mar-
ket works. Therefore, they study the same object from different angles and 
are not competitors to each other. In other cases, this overlapping appeared 
because one discipline comes to the problem where it is necessary to bor-
row the tools and concepts from the other discipline but instead of this, 
the former tries to invent its own solutions, which quite often become too 
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limited. This happened systematically with welfare economics, which quite 
fast came to the necessity to borrow ethics as a discipline of normative 
evaluation but which did not have any trust in moral philosophy and tried 
to invent its own “value-free” normative analysis, which remained quite 
limited. New institutional economics and constitutional economics also 
came to an explanation of moral norms but they did not call this ethics. 
Therefore, what is necessary now is to understand that some divisions of 
various sciences actually have the same research question and should sys-
tematically collaborate or even merge.

Third, if we talk about positive economic theory, its main research 
question is to explain how people make their choices in allocating scarce 
resources among limited needs and how the economy develops as a 
result of these choices. At the beginning of this analysis, economists usu-
ally assume that people are rational and they want to achieve the maxi-
mum outcome for these resources so the best thing we can do to study 
this type of choice is to develop a theory of optimal allocation of 
resources, which may take the form of mathematical models. Here we 
assume absolute rationality (unlimited cognitive abilities and full infor-
mation) and freedom from any emotions or social norms. This is the 
pure neoclassical economics, developed since the 1870s–1930s and which 
may be found in its perfect shape in contemporary microeconomics text-
books. Essentially, it represents two types of models: optimal individual 
choice and market equilibrium. It is this “economic theory” which was 
blamed by sociologists or moral philosophers as a value-free or culture-
free (i.e. wrong) view of people’s behavior. However, accusing positive 
economic theory of neglecting ethical concepts is wrong. First, as we 
saw at the beginning of this chapter, positive economics had not stopped 
its development at the pure neoclassical economics stage, and in the 
1960–1980s made huge progress in incorporating norms and more real-
istic phenomena from human behavior. Second, it would be even wrong 
to accuse pure neoclassical theory of neglecting ethics in their introduc-
tory stage. Pure neoclassical models are a necessary logical first step in 
building scientific economic theory. It is like developing a plane geom-
etry before adding one more dimension and to study 3D geometry. We 
cannot say that plane geometry is wrong because it does not have the 
third dimensions, so long as it does not pretend to describe the three-
dimensional world accurately. Therefore, adding values and culture in 
neoclassical economics was only a matter of time and its methodological 
maturation.
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Fourth, positive economic theory can embed ethical elements in two 
ways. It can add some values (i.e. altruism, hate, etc.) or culture (norms, 
rules, traditions) as exogenous factors in its models and look at how it may 
change the equilibrium outcome. For example, we add the value of caring 
about other people (altruism) into the preferences of a person and look at 
how it will change the allocation of resources. We can see how the assump-
tion of a fixed wage (a social norm) influences the performance of the 
markets. The second way is that we can stop considering these values, 
cultures, and limited cognitions as endogenous factors and try to explain 
them as an outcome of development of our models. Actually, both ways may 
be observed in new institutional economics, new political economy, and 
behavioral economics. In most cases, a value or a norm may be explained 
as an efficient outcome of a model, but when this explanation fails, the 
economists apply a special concept explaining inefficient values and 
norms—path dependency. In the situation of path dependency, the cost of 
removing inefficient values or norms is too high (or there is the prisoners’ 
dilemma) so rational actors prefer to stick with inefficient norms. In all 
these cases, economists actually did the job of positive ethics—they were 
explaining why and how moral values incorporated into emotional or cul-
tural behavior developed.

Fifth, it may be claimed that there is no normative economic theory as 
such. There are two applied ethics—economic ethics and business ethics—
because by definition, they answer a normative research question about 
what ought to exist. Of course, they have to use positive economic theory 
to evaluate the consequences of various actions or rules, but their main 
task is to distinguish good from bad and economic theory cannot do this. 
Historically, neoclassical economists tried to solve this problem on its own 
because they believed that the problem is finding the methodology to 
convert individual preferences into a system of social preferences. However, 
as we saw in Chap. 1, these attempts to build social welfare functions 
turned out to be a very abstract theory, essentially a section of mathemat-
ics, which could say nothing helpful about real-life problems or help to 
resolve a real-life dilemma. Eventually it became clear that it was impossi-
ble to conduct normative economic analysis without collaboration with 
ethics.

Sixth, the question of the relationship between economic ethics and 
business ethics remained was mostly ignored by economists who wrote on 
the methodology. Probably, we could say that economic ethics evaluates 
actions or norms in all areas of the economy: (1) actions of any economic 
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agent (consumer, employee, firm, broker, trade union, etc.); (2) moral 
norms and legal norms that should govern the behavior of all economic 
agents (so it should essentially be a foundation of commercial law and 
property rights law); (3) governmental policy aimed at public economics 
decisions (taxation, provision of public goods, regulation of markets, etc.); 
and (4) collective choice of society (how society should make its decisions 
about norms or government). Business ethics considers the first and the 
second types of research questions but concerning the behavior of 
companies.

notes

1. In the 1970, Amartya Sen published a paper, “The impossibility of Paretian 
Liberal” (Sen 1970), which explained a paradox—liberal choice led to 
Pareto-inefficient outcome. However, there was no paradox if we remember 
Coase’s theorem. It was just a limited understanding of liberal choice not 
assuming possibility contracts and compensation. The resolution of Sen’s 
paradox on the basis Coase’s theorem was shown few years later by 
A.  Gibbard in his paper “A Pareto-consistent libertarian claim” 
(Gibbard 1974). If people can freely alienate their rights or negotiate com-
pensations, the Pareto equilibrium may be achieved.
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CHAPTER 3

Business Ethics: Normative, Positive, 
and Practical

Abstract The chapter clarifies the methodological structure of business 
ethics and investigates the methodological consistency of business ethics 
(BE) research in academic publications for the last 30 years. First, we re- 
examine the structure of business ethics as a separate discipline and suggest 
a tripartite structure (normative, positive, and practical) instead of more 
traditional division on two parts (normative and descriptive). Then we ana-
lyze publications in the leading business ethics journals for last 30 years and 
reveal some trends in the changing structure of business ethics research.

Keywords Normative business ethics • Descriptive business ethics • 
Practical business ethics • Methodology • Scientific approach

Structure of BuSineSS ethicS

It seems that the most scientifically correct structure of business ethics 
should include three parts: normative, positive, and practical.

Normative business ethics is a study of “ought” or “what should exist” 
in business. Its analysis is based on general normative ethics, which serves 
as a theoretical core, but the analysis itself represents the application of 
that general theory to moral dilemmas in business. The purpose of norma-
tive business ethics is to develop criteria for evaluation of every possible 
ethical issue or dilemma in real business life.
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Positive business ethics is a study of “is” or “what really exists” in busi-
ness, i.e. real behavior of business people making ethical choices without 
any evaluation of their choices as right or wrong. In business ethics litera-
ture, this approach is traditionally known as descriptive, empirical, or 
behavioral. These terms are also quite appropriate, but the word “posi-
tive” is a more compatible with general methodology of science. First, it 
looks more organic in pair with normative business ethics and its method 
is based on the philosophical tradition of positivism. Second, positive busi-
ness ethics should include not only descriptive and empirical analysis but 
also explanatory deductive models (e.g. prisoner dilemma).

Practical business ethics is a study of how “is” may be transferred into 
“ought”, i.e. how to make real people in business (managers, employees, 
suppliers, creditors, consumers, etc.) to change their current behavior 
from being less to more ethical. This is a practical task, which should be 
resolved by any owner or manager of a company or a governmental regu-
lator who wants to make people improve their ethical behavior. The word 
“practical” may sound a bit unclear and unusual but it seems to be the best 
variant for denoting this branch of business ethics. The main purpose of 
this branch is to manage business ethics, so we could possibly say “mana-
gerial ethics” but this expression may also mean “ethics of managers” so it 
may sound ambiguous. We could use the word “policy”, as economists do 
when they develop a theory of economic policy, but saying “business eth-
ics policy” may be less convenient than using the adjective “practical” for 
terminological symmetry with normative and positive.

A short description of the three branches business ethics is summarized 
in the Table 3.1.

If we look at the Theoretical Tools of all types of analysis, we can note 
two general things. First, we may notice that all branches of business ethics 
represent some variants of applied science, i.e. all branches use fundamental 
theoretical approaches of other sciences (normative ethics, economics, 
psychology, management, etc.) to analyze their research questions. 
Second, we may note that all branches of business ethics are multidisci-
plinary, i.e. they demand the cooperation of various social sciences. Let us 
discuss the multidisciplinary character of all three branches one by one.

Normative business ethics is based, first and foremost, on general nor-
mative ethics. However, moral philosophy alone is not sufficient to solve 
ethical dilemmas in business because evaluating the consequences of any 
business decision or economic effectiveness of any norm requires some 
knowledge of economic theory. For example, if you want to make a moral 
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proposition about intellectual property or monopoly pricing, you need 
economic theory to understand the economic consequences of these prac-
tices. Many normative dilemmas require quite sophisticated economic 
analysis, e.g. some economic theories may justify the existence of unregu-
lated monopolies (Jorde and Teece 1990) or open intellectual property 
(Chesbrough 2003), or even justify insider trading (McGee 2009) and a 
business ethicist should be able to analyze these claims scientifically on the 
basis of all relevant theories.

Positive business ethics should study the real behavior of people and 
organizations in situations of moral choice, and, as we know, these phenom-
ena belong to the domains of various social disciplines. Economic theory 
builds deductive models of rational behavior which may predict people’s 
choice in markets and economy. Sociology is busy with inductive description 
of people’s behavior and various social structures that shape this behavior. 
Psychology studies the mental processes of individual choice. Organizational 
theory studies the behavior and choice of organizations as collective actors. 
All these disciplines may be useful for positive business ethics.

Practical business ethics is multidisciplinary in several senses. First, it 
depends on the results of normative and positive business ethics, because the 
former defines what good behavior is, and the latter describes and explains 
the real behavior of real people, and you need to know both to design the 
travel from the latter to the former. Second, knowing the point of depar-
ture and the point of arrival is a necessary but not sufficient condition of 
an effective journey. You also need to know “how” to convert “is” into 

Table 3.1 Normative, positive, and practical branches in business ethics

Normative business 
ethics

Positive business ethics Practical business ethics

Subject The principles of 
evaluating good 
and bad in business

Real behavior of 
business in the 
situations of moral 
choice

Instruments of 
motivating people to 
change their unethical 
behavior to an ethical 
one

Typical research 
question

Is it good to take 
bribes?

Why people in real 
economy take bribes?

How to make people to 
refrain from taking 
bribes?

Theoretical 
Tools

Normative ethics 
Economics

Economics, Sociology, 
Psychology, 
Organizational theory

Management, Contract 
theory, Legal theory
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“ought”: that is why you need to apply some theories that are specialized 
in changing people’s behavior. Here, we may use approaches of new insti-
tutional economics examining various types of norm-enforcement mecha-
nisms, general management, and human resource management disciplines 
dealing with the implementation of some practices and policies in a par-
ticular organization, legal science devoted to establishing formal norms in 
the market or society, and so on. Beside this, practical business ethics 
requires a general framework for reconciling all these approaches and 
answering the question about which instruments of regulation should be 
used for one or another practical situation.

Is there any original methodology of normative, positive, or practical 
business ethics or do they only borrow concepts and approaches of other 
positive social sciences? It seems that some original concepts and frame-
works in business ethics are inevitable because it poses specific research 
issues or define specific situations of choice which require the develop-
ment of special theoretical tools (corporate social responsibility, stake-
holder, typology of ethical dilemmas, etc.). However, all original concepts 
and frameworks in business ethics should be based on more general and 
fundamental concepts of its theoretical parents. Interestingly, some origi-
nal business ethics theories (stakeholder theory, ISCT) pretend to be a 
synthesis of normative, positive, and practical analysis. A more detailed 
analysis of them may be found in Chap. 4.

Can all branches of business ethics—normative, descriptive, and practi-
cal—be scientific? They have a different methodological nature but it 
seems that the answer is affirmative for all of them. Normative business 
ethics can be scientific if general normative ethics can be scientific. Positive 
business ethics is bases mostly on other positive social disciplines (eco-
nomics, sociology, psychology) which are already recognized by the aca-
demic community and the general public as sciences, i.e. their propositions 
may be checked through proper observations and experiments. Practical 
ethics suggests managerial actions to build ethical organizations and is 
based partly on management, which has a questionable scientific nature. 
Many people believe that management is more art than science. However, 
it seems that practical business ethics may meet the same scientific criteria 
as other branches of business ethics. Can practical business ethics render 
meaningful propositions that may be logically correct and empirically veri-
fied? Of course, it can. Any managerial recommendation (advice, rule, 
scheme, policy, and so on) is basically a claim that if in case of situation A 
you want to get desired result B, the most effective and efficient way of 
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achieving this result is strategy C. This is a meaningful claim which be veri-
fied deductively and inductively, as with any other hypothesis in positive 
science. Of course, in many cases it is very difficult to measure and inter-
pret the observed data in management and ethics, but there are similar 
problems in hard sciences (e.g. measuring elementary particles or remote 
galaxies is very difficult in physics but this difficulty does not make physics 
non-scientific).

originS of BuSineSS ethicS

Although business ethics is a part of economic ethics, it appeared abso-
lutely independently of the latter. The first attempts to develop economic 
ethics and business ethics were made almost at the same time. In 1920 
Alfred Pigou published the first edition of Welfare Economics and in 1926 
Edgar Heermance published the book The Ethics of Business: A Study of 
Current Standards. However, if the work of Pigou was caused by the 
development of the internal logic of economic science and was followed 
by series of systematic debates in economic journals, Heermance’s book 
was caused by the new practical phenomenon—many industries and cor-
porations started to develop their codes of conduct. Historians of business 
tell that the social attitude to business started to change at that time. “By 
the 1920s it had come quite clear to US society at large that the business 
practices of the late Victorian era were no longer acceptable” (Toms and 
de Jong 2017). Interestingly, Heermance declared a need for “a more 
scientific treatment of ethics” (p. 190) and empirically developed codes of 
ethics which could bring into order existing business relationships. 
However, Heermance’s book did not gave birth to new literature. 
Probably, the social pressure was not really significant yet.

The real changes came in the 1950s. After the Second World War, there 
was a rise in social activism, labor movements, the growth of large corpo-
rations, and the emergence of quite dangerous production. All these 
events led to increased attention of big business to “social issues”. 
Therefore, the first disciplines dealing with these problems in business 
schools in the 1960s were called “Social Issues in Business” or “Business 
and Society”. In 1971, the Academy of Management added a “social 
issues in management” division.

In the 1970s, this area attracted philosophers, who started rather fast 
institutionalization under the title of “business ethics”. As De George 
says, it followed the path of medical ethics, which was institutionalized in 
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a similar way ten years earlier. In 1974, there was the first conference in 
business ethics. In 1979, three first readings in business ethics were pub-
lished (Barry 1979; Beauchamp and Bowie 1979; Donaldson and Werhane 
1979). In 1982, the Journal of Business Ethics (JBE) was launched and in 
the same year, the first two textbooks in business ethics were published 
(De George 1982; Velasquez 1982). Initially, business ethics issues were 
also discussed in the American Philosophical Association but soon it 
became obvious that this was a rather large and separate discipline and in 
1980 the Society for Business Ethics was established. In 1987 European 
Business Ethics Network was established as an umbrella structure for 
national associations for business ethics.

If normative economic theory was developed by economists, business 
ethics was started by people with a philosophical background. Therefore, 
it inevitably got all methodological characteristics of this discipline—lack 
of rigor and no intention to be scientific (compared to the “scientific” 
obsession of economists). As a consequence, business ethics acquired sev-
eral methodological qualities which, from a scientific point of view, should 
be considered more as vices than virtues: (1) confusion of normative, 
descriptive, and practical branches of theory; and (2) lack of rigor in nor-
mative analysis, which led to excessive diversity in frameworks. In this 
chapter, we will discuss the former problem, and the latter will be dis-
cussed in the next.

normative vS. empirical: firSt DeBateS (1987–1995)
It seems that the distinction between normative and positive analysis was 
exported to business ethics from general ethics, although in the first years 
this terminology was not well established. In 1982 the first issue of Journal 
of Business Ethics welcomed papers with both “speculative philosophy” as 
well as “reports of empirical research” without calling them “normative” 
and “descriptive”.

It was not surprising that normative and positive perspectives attracted 
different types of scholars. The normative one had been developed mostly 
by philosophers with a solid background in ethics, and the empirical 
(descriptive) perspective had been developed mostly by researches from 
business schools, who were closer to management and sociology. Practical 
business ethics was not distinguished as a separate branch at all.

An interesting terminological fact was that business ethics scholars pre-
ferred the words “empirical” or “descriptive” instead of “positive” in con-
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trast with economists and with general philosophy with its “positivisms”. 
Probably, this can be explained by a deficit of deductive reasoning (e.g. no 
application of economic theory) in descriptive business ethics. As this area 
was developed by management scholars or sociologists, who traditionally 
did not use economic theory and deductive reasoning, they concentrated 
on descriptions instead of explanations and predictions. Although the ter-
minological choice is not important as such, focus on descriptions and 
neglect of deductive models led to a serious impoverishment of positive 
business ethics.

Methodological questions about the relationships between normative 
and positive branches started to accumulate quite soon after the birth of 
the new academic discipline. In 1986, John Fleming conducted interviews 
with more than 50 scholars in business ethics to discuss methodological 
problems of research, which were later summarized in the paper “A Survey 
and Critique of Business Ethics Research”. Fleming reported a growing 
feeling that normative and empirical literatures remain isolated and sug-
gested that lack of integration between “the normative and descriptive 
research methodologies... will be dysfunctional for the growth and devel-
opment of the field” (Fleming 1987, p. 19).

In 1990, William Kahn published the paper “Toward an Agenda for 
Business Ethics”, which also was written on the bases of series of inter-
views with business ethics scholars and summarized their views about rel-
evant research issues. The paper used a rather unusual distinction of 
“normative’ and “contextual” concepts, but also reported a need to estab-
lish a more systematic relationship between the two.

In 1994, a special issue of Business Ethics Quarterly (BEQ) was devoted 
to discussion about normative and descriptive business ethics. The discus-
sion inevitably come very close to rethinking the scientific status of the 
discipline. Two papers were contributed by Linda Treviño and Gary 
Weaver. The first one, “Business ETHICS/BUSINESS Ethics: One Field 
of Two?”, presented a comparison of existing normative and empirical 
approaches in business ethics literature. The authors ascertained that a 
normative approach is “the province of philosophers and theologians” and 
a descriptive approach is “the domain of management consultants and 
business school professors”, so it explains why the two often misunder-
stand each other. Treviño and Weaver suggested that this was a natural 
outcome for business ethics compared to other disciplines where a shared 
paradigm is a usual thing. Then the Treviño and Weaver conducted a com-
parison of normative an empirical approaches by five parameters: (1) aca-
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demic home; (2) language; (3) underlying assumptions; (4) theory 
purpose and scope; and (5) theory grounds and evaluation criteria (see 
Table 3.2). Generally, this analysis looks quite reasonable with one excep-
tion. Treviño and Weaver said that the “academic home” for descriptive 
business ethics is management and social sciences (psychology, sociology, 
anthropology). There are two methodological weak points here. First, 
management does not describe anything. It is a practical “how to” disci-
pline and it should be the academic home for practical business ethics, 
which was not distinguished at all. Second, there was no economic theory 
in their list of social sciences, which is obviously a radical limitation of 
explanatory power of this branch of business ethics.

The second paper by Treviño and Weaver in the same issue of BEQ, 
“Normative and Empirical Business Ethics: Separation, Marriage of 
Convenience, Or Marriage of Necessity?”, discussed potential types of 
relationships between normative and empirical streams of thought. They 
proposed three possible options: parallelism (two disciplines are fully 
autonomous in their methods and research agenda), symbiosis (two disci-
plines are still separate but collaborate in methods and agenda), and inte-
gration (there is one integrated method and agenda). Treviño and Weaver 
did not decide between them and just tried to analyze carefully the bene-
fits and shortcomings of all variants.

Table 3.2 Normative and empirical approaches to studying business ethics

Categories Normative approach Empirical approach

Academic Home Philosophy, Theology, 
Liberal Arts

Management,
Social Sciences

Language Evaluative
Action that is right, just, 
fair

Descriptive
Ethical choices (right or wrong)

Underlying 
Assumptions

Autonomy,
Responsibility

More deterministic,
Reciprocal causation

Theory Purpose, 
Scope and 
Application

Prescription and 
Proscription, Abstract, 
Analysis and Critique

Explanation/Prediction, Concrete and 
Measurable, Influence actual behavior

Theory Grounds, 
Evaluation

Reflection on business 
practice,
Rational critique of moral 
judgements

Empirical study of business practice
Ability to explain, predict, solve 
business problems

Source: (1994, p. 115).
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Other papers from this special issue of BEQ provided argumentation in 
defense of one these three options. Donaldson (1994) insisted that inte-
gration of normative and empirical approaches is just impossible because 
the former studies ideal and the latter real things. Conversely, Victor and 
Stephens (1994) made a call for the integration of the two perspectives 
because “to ignore the descriptive aspects of this process is to risk unreal 
philosophy; to ignore the normative aspects is to risk amoral social sci-
ence” (p. 145). However, they had not proposed a workable framework 
for this synthesis and expressed only general intention to find one.

The whole discussion in this special issue of BEQ demonstrated that 
there was no consent among the best scholars in the field about the meth-
odological structure of their discipline. It is quite strange that there may 
be a serious discussion of the full integration of two approaches because by 
definition they should answer two different research questions. At the 
same time, a cooperation of normative and positive analysis is inevitable 
and this is also quite an obvious thing. First, a correct normative analysis 
should be based on a good positive theory because we cannot evaluate the 
consequences of any action if we cannot predict them. Second, in some 
special cases normative analysis may also intervene into positive analysis. 
For example, real actors that are studied by positive business ethics may 
possess some knowledge of normative theories and this may influence their 
choices. So, a positive business ethics should know the conclusions of nor-
mative analysis. The best historical example of this cooperation is provided 
Kohlberg (1969), who acknowledged the indebtedness of his descriptive 
theory to the normative theory of Rawls (at the highest stage of Kohlberg’s 
positive model of ethical development, moral judgments are formed by 
educated philosophers).

Interestingly, no authors from this 1994 BEQ issue had not distin-
guished practical business ethics as a separate perspective with its own 
research question. Sometimes, it was implicitly incorporated in an empiri-
cal approach (Weaver and Treviño 1994), which is methodologically not a 
very good solution because practical business theory deserves a theory of 
its own. Sometimes, practical business ethics was confused with normative 
reasoning because they both say what should be done (e.g. Victor and 
Stephens (1994) name practical recommendations derived from empirical 
findings “normative”).

In the same 1994 issue, Donaldson and Dunfee published a paper, 
“Toward a Unified Conception of Business Ethics: Integrative Social 
Contracts Theory”, where they ascertained that “two worlds of empirical 
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and normative research in business ethics remain at a respectful distance 
from each other” and tried to offer their solution to remove the gap. They 
suggested that normative research was focused on abstract timeless univer-
sal principles but empirical research was focused on a diversity of real 
moral issues, many of which were rather difficult and there was no way to 
persuasively apply the former to the latter. So Donaldson and Dunfee 
offered a special theory, which assumed macrosocial contracts based on 
classic normative theories and microsocial contracts made by real business 
or professional communities and adapted to real local cultures. The main 
research question of this theory was normative (What norms are moral?) 
but the theory examined the behavior of real people, i.e. included a mas-
sive empirical component. Essentially, this theory remained normative and 
it was not a real “synthesis” but Donaldson and Dunfee did not insist that 
it was a real synthesis but left evasive claims that their framework “allows 
both normative and empirical factors to harmonize” (p.  279). What is 
interesting, Donaldson and Dunfee assumed that empirical research 
should bring to normative analysis the knowledge of real local practices, 
but they ignored economic analysis of these practices (as Treviño and 
Nelson did). However, it is positive economic theory that could explain if 
a particular practice is really efficient and how much it distorts the first, 
best solution (e.g. to what extent gift giving practice may influence 
neutrality).

In 1995, Donaldson and Preston published the paper “The Stakeholder 
Theory of the Corporation: Concepts, Evidence, Implications”, which 
may serve as a good example of the confusing methodological discussions 
of that decade. What is more interesting, in the introduction to their 
paper, Donaldson and Preston themselves witnessed a significant confu-
sion of descriptive, normative, and instrumental use of stakeholder theory 
in the literature.

…anyone looking into this large and evolving literature with a critical eye 
will observe that the concepts stakeholder, stakeholder model, stakeholder 
management, and stakeholder theory are explained and used by various 
authors in very different ways and supported (or critiqued) with diverse and 
often contradictory evidence and arguments. Moreover, this diversity and its 
implications are rarely discussed—and possibly not even recognized. (The 
blurred character of the stakeholder concept is also emphasized by Brummer 
1991.) (p. 66)

 M. STORCHEVOY



 81

So, the purpose of their paper was to clear up this confusion and pre-
sented their methodological framework for stakeholder theory. However, 
the suggested framework was also a bit confusing. Donaldson and Preston 
claimed that stakeholder theory may take four forms: (1) descriptive 
(reflecting reality); (2) instrumental (used for managerial analysis to 
achieve the objectives of a corporation); (3) normative (requiring respon-
sibilities of managers); and (4) managerial (“recommends attitudes, struc-
tures, and practices that, taken together, constitute stakeholder 
management”). This claim is strange. First, it is not really clear why we 
should distinguish “instrumental” and “managerial” types. It seems that 
there should be only one “managerial type” where stakeholder analysis 
may be used to achieve some practical purpose. Second, Donaldson and 
Preston used an implicit assumption that there was one “stakeholder the-
ory”, which may be normative, descriptive, instrumental, and managerial 
at the same time. A more accurate proposition would be that there may be 
normative, descriptive, and managerial research questions that use the 
concept of stakeholder. The paper is quite difficult to read because of such 
methodological ambiguities. This is one more example of it (Fig. 3.1).

In our view, the three aspects of the stakeholder theory are nested within 
each other, as suggested by Fig. 3. The external shell of the theory is its 
descriptive aspect; the theory presents and explains relationships that are 
observed in the external world. The theory’s descriptive accuracy is sup-
ported, at the second level, by its instrumental and predictive value; if cer-
tain practices are carried out, then certain results will be obtained. The 

Descrip�ve

Instrumental

Norma�ve

Fig. 3.1 Three aspects 
of the stakeholder theory 
(Donaldson and Preston 
1995, p. 74)
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central core of the theory is, however, normative. The descriptive accuracy 
of the theory presumes the truth of the core normative conception, insofar 
as it presumes that managers and other agents act as if all stakeholders’ inter-
ests have intrinsic value. In turn, recognition of these ultimate moral values 
and obligations gives stakeholder management its fundamental normative 
base.

This is an ambiguous framework. What does it mean to be at the center 
of this diagram? Is the normative “aspect” a part of the instrumental 
“aspect”? If the authors wanted to illustrate the logical sequence of analy-
sis, why did they use circles and not simply a block diagram (e.g. descrip-
tive → instrumental → normative)?

All these examples demonstrate a high degree of methodological vacil-
lation in business ethics of the 1990s. Of course, the cited authors had 
good intentions and did their best, but at the same time we should ascer-
tain the methodological confusion which dominated business ethical lit-
erature of that time. The confusion was enforced by such authoritative 
scholars as Freeman (1999), who denied the positive–normative distinc-
tion at all and claimed that the stakeholder theory was originally proposed 
by him only as an instrumental theory that may help the firm achieve its 
purposes by managing relationships with stakeholders. Confusion on the 
methodological status of stakeholder research remained for many years 
and was once more witnessed ten years later by Egels-Zandén and 
Sandberg, who ascertained that “there is widespread confusion among 
scholars interested in the above types of questions as to exactly what they 
are studying, and as to how their results are comparable to those of other 
scholars” (Egels-Zandén and Sandberg 2010, p. 36).

textBookS

A good indicator of typical methodological assumptions in any discipline 
are textbooks, because usually they reflect the vision of the discipline by 
experienced authors. If we check understanding of normative–positive 
distinction in business ethics textbooks, we will again be surprised by a 
variety of approaches. Many textbooks (Fritzsche 2004; Weiss 2006; 
Hosmer 1991; Shaw 1991; Ferrell et  al. 2008; Jennings 2009; Henn 
2009; Blowfield and Murray 2008) do not explicitly introduce such a 
distinction, although they de facto use two or three types of analysis. For 
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example, Fritzsche (2004) studies normative business ethics in chapter 3, 
“Moral Standards”, positive business ethics in chapter 4, “The Empirical 
Evidence”, and chapter 5, “Ethics and Decision Making”, and instru-
mental theory in chapter 6, “Making Moral decisions”. Some authors 
distinguished explicitly normative and positive ethics and called the latter 
descriptive (Rossouw 2005; Sharma and Bhal 2004). In Treviño and 
Nelson (1995), normative and positive analysis are called prescriptive and 
psychological. No author distinguishes practical business ethics as a sepa-
rate branch of ethics, but all business ethics textbooks have some chap-
ters devoted to practical models of decision making, managing ethics in 
organizations, and so one. Some textbook even are titled in practical 
way, e.g. “Managing Business Ethics” (Treviño and Nelson 2014). This 
terminological diversity is not a crime as such but it seems to be a symp-
tom of looseness of methodology, which eventually leads to poor images 
of our discipline in the eyes of students and managers. Normative, posi-
tive, and practical theories are three genres of analysis which should be 
performed clearly if we want business ethics be a successful and respect-
ful science.

Behavioral ethicS aS a new poSitive Branch

Development of positive business ethics was quite intensive in the 1990s 
and 2000s. Soon, another stream of literature appeared—behavioral ethics, 
which tried to describe and explain the individual psychology of ethical 
decision making. It was very similar to behavioral economics literature, 
which appeared earlier and was considered an upgrade of the pure neoclas-
sical model of man (see Chap. 2). Behavioral ethics was also inspired by 
psychological tools and concepts. In 2006, Treviño, Weaver, and Reynolds 
published a first systematic survey of this stream of research where behav-
ioral ethics was defined as “explaining individual behavior that occurs in 
the context of larger social prescriptions”. The authors grouped this 
research around three main research questions: (1) why people fail to 
comply with moral norms; (2) why people decide to comply; and (3) why 
they want to do more. A few years later, there was a series publications 
aimed at advancing and surveying this new area. There were special issues 
devoted to behavioral ethics in Business Ethics Quarterly (2010) and in the 
British Journal of Management (2011, vol. 22). In 2012, a collection of 
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essays was published, “Behavioral business ethics: Shaping an emerging 
field”, edited by David De Cremer and Ann E. Tenbrunsel.

Methodologically, descriptive business ethics remains a very diverse dis-
cipline. See, for example, a long discussion of various paradigms for empir-
ical business ethics in Brand (2009).

Although the majority of behavioral ethics research was inspired by a 
psychological perspective, some scholars drew on economic models of 
rational choice. For example, in 2013, the Journal of Economic Behavior 
and Organization published a special issue, “Deception, Incentives, and 
Behaviour”, devoted to explaining dishonest behavior from rational choice 
and game theory. A recent survey of this perspective may be found in the 
paper “Behavioral ethics: how psychology influenced economics and how 
economics might inform psychology?” by Irlenbusch and Villeval (2015).

Structure of reSearch: 1980–2017
It would be interesting to check the composition of normative, positive, 
and practical papers since the establishing of the first specialized journals. 
There are some surveys that study longitudinal trends in business ethics 
publications, but they focused mostly on other aspects of methodology. 
Ma (2009) conducted a citation analysis of business ethics publications 
from 1997 to 2006 and found that the focus of research was shifting from 
ethical decision making and the relationship between corporate social 
responsibility (CSR) and corporate social performance (CSP) to stake-
holder theory and the relationship between consumer behavior and 
CSR. Calabretta, Durisin, and Oglieng (2011) conducted a bibliometric 
review of papers in JBE from 1982 to 2008 and identified the most cited 
authors, papers, topics, and other trends. Holland and Albrecht (2013) 
conducted a survey of two hundred scholars to relevant the most impor-
tant issues that business ethics will face in the future.

One survey came very close to our methodological focus. Collins 
(2000) measured the structure of various “methodologies” in the JBE 
from 1982 to 1999. He distinguished the following types of “methodolo-
gies”: (1) general essay (i.e., the ethics of accounting or strategy); (2) 
model building (articles that develop research propositions based on an 
integrative literature review); (3) interviews; (4) case studies; (5) survey 
research; and (6) database research. Collins found that the share of essays 
was contracting and the share of quantitative research (survey and data-
base research) was increasing (see Fig.  3.2.). It seems that “essays” in 
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Collins’ classification may be seen as a proxy for normative papers, and 
“quantitative” for positive.

We may conduct a more narrow analysis of academic journals focusing 
on the distinction between normative, positive, and practical research. For 
this purpose, we can look at papers in three leading business ethics jour-
nals—Journal of Business Ethics (1982–2017), Business Ethics Quarterly 
(1991–2017), Business Ethics: European Review (BEER)  (2000–2016). 
We examined the first twenty papers in each of these years: 1981, 1992, 
2000, 2010, and 2017. We started with 1982—the year when JBE was 
founded. The second year of investigation was 1991, when the BEQ was 
started. The third year of investigation was 2000, when BEER was started, 
and now we already have an opportunity to compare three journals. The 
last two years of investigation were 2010 and 2017 so we could to com-
pare the trends of all three journals. For BEQ, we have to analyze two 
years instead of one (1992–1993, 2000–2001, 2010–2011, and 
2016–2017) because of the small annual number of papers. For BEER, we 
investigated papers from 2016 instead of 2017 because the latter was 
inaccessible.

A paper was counted as normative if it develops an approach to norma-
tive evaluation or applies a normative theory to some specific situation (i.e. 
detailed analysis of insider trading on the base of deontological ethics).

A paper was counted as positive if it develops a new explanatory model 
of people’s behavior (which is rare), conducted empirical research based 
on some existing deductive theory and aimed at testing this theory (the 
most frequent situation), or conducted empirical research that was not 
based on any theory and aimed at a pure description of an activity.

A paper was counted as practical if it introduces a new tool for regula-
tion of ethical behavior or conducts empirical testing of some tools in real 
business (i.e. the introduction of a special organizational policy enhancing 
ethical behavior).

Percent

19991982
--- Essays  Quan�ta�ve

100

Fig. 3.2 Structure of 
research: 1982–1999 
(from Collins 2000, p. 3)
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The key factor for classification of a paper was its main research ques-
tion. For example, if an empirical paper used some concepts from norma-
tive business ethics or provided some managerial implications, in the end 
it was still counted as positive if its main research question was positive. If 
the author failed to distinguish normative and positive analysis of the dis-
cussed topic, then the paper was marked as “confusion”. The results of 
distribution of selected papers from JBE, BEQ, and BEER into these cat-
egories are shown in the Fig. 3.3.

On the basis of this analysis several important observations can be 
made.

 1. We see a continuous decrease of normative papers. In 1981, about 
50% of JBE papers were on normative issues, in 2010 only 10%, and 
in 2017 only one 5%. This trend is not followed by BEQ, which has 
25% of normative papers in 2017. Correspondingly, there was sig-
nificant growth of empirical research: only 20% of all papers were 
empirical in 1984 and 70–100% in 2017. This trend might be 
explained as a natural dynamic of the discipline—for example, we 
may assume that the main normative theories were conceptually 
elaborated during the first period of the discipline’s life and later, the 
main efforts were directed to their empirical testing and application 
to various real-life phenomena.

 2. There is almost no change in the number of papers with practical 
tools (about 15% in 1994 and the same amount in 2017). At the 
same time, many empirical papers usually have a section about man-
agerial implications.

 3. In the first years, 1982 and 1991, we observed a prevalence of 
empirical research which was not based on any positive theory but 
which represented a pure description of reality. This observation is 
compatible with the findings of Randall and Gibson (1990), who 
reported that 64% of empirical researches in business ethics are not 
based on a theory and 75% do not build any hypothesis.

 4. Confusion of normative and positive analysis, which in my view 
should be considered as a fundamental methodological weakness, 
occurred during all 30 years of research and even in the recent pub-
lications of 2017. It may be explained as a general lack of method-
ological discipline in business ethics (it would be impossible to 
imagine this degree of confusion in economic literature), as well as 
a deliberate choice of some experienced scholars. We will discuss 
several papers below to make out judgment more clear.
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exampleS of confuSion

In this section we will discuss two papers from BEQ 2017 where a confu-
sion between positive, normative, and practical theory seems to be found.

Bastiaan van der Linden and R. Edward Freeman in their paper “Profit 
and Other Values: Thick Evaluation in Decision Making” suggest that 
normative justifications are not applicable in reality for decision making so 
we may look how managers really think about these decisions using “thick 
concepts”. This paper confused all three research questions—normative, 
positive, and practical. The authors obviously understand the difference 
between positive and normative theory but they shape their paper in a way 
that it is rather difficult to understand what they are talking about. For 
example, read this fragment and consider if this is descriptive or normative 
analysis:

From this perspective, a managerial decision is the establishment of a practi-
cal response to the values in a situation, and the rightness of a decision 
depends on whether this response is appropriate given the reasons that these 
values contribute in the context as a whole. The idea of thick evaluation 
shows that establishing an appropriate response to the values in the situation 
neither requires a single value to be maximized, nor does it require reverting 
to a theoretical normative core such as stakeholder theorists sometimes sug-
gest. Even the application of only a single thick concept involves the simul-
taneous consideration of other values. Decision making thus typically 
involves a plurality of incomparable values and the rightness of decisions 
hinges upon the competence of managers to apply thick concepts.

It looks like of typical example of confusion. If we wanted to suggest a 
thick-concepts tool for practical decision making, a scientific approach 
would be to ask three accurate research questions one by one:

• Empirical analysis: How do managers use thick concepts in real deci-
sion making?

• Normative analysis: Does this process lead to the best ethical 
outcome?

• Practical analysis: How should we change managerial practices to 
improve the ethical performance of thick concepts decision making?
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Surprisingly, van der Linden and Freeman do nothing of this. They 
discuss all three problems in one typical “narrative”, which may be appro-
priate for traditional philosophical literature, but intolerable for any scien-
tific discipline. It is necessary to add that apart from this confusion of 
positive, normative, and practical rhetoric, the authors commit the two 
other typical mistakes of non-scientific ethics: (1) a lack of clear definitions 
(e.g. what is “competent application of a thick concept”?); and (2) a lack 
of proof (why are normative solutions not applicable in real life?).

Sareh Pouryousefi and Jeff Frooman in the paper “The problem of 
unilateralism in agency theory: towards a bilateral formulation” discuss 
the agency theory and the potential opportunistic behavior of parties to 
a contract, placing an emphasis on potential bilateral opportunism. 
Essentially, what they discuss is a positive agency theory; however, they 
present it in a confusing way as a “descriptive and normative argument 
for a bilateral cautionary-tale view”. By “cautionary-tale view”, they 
understand a demonstration that the agency problem may lead to oppor-
tunistic behavior, which is impossible to prevent in the absence of ethical 
behavior. In another place, they claim that “the cautionary-tale view is 
neither a positive theory nor a normative theory”, because it draws upon 
agency theory in order to illustrate the adverse consequences on social 
and economic systems of unconstrained opportunistic behavior. This is a 
confusion. Demonstration of any consequences as facts is a task of the 
positive theory of agency. Evaluation of these consequences is a task of 
moral theory. So, what does it mean that “the cautionary-tale view is 
neither a positive theory nor a normative theory”? Maybe the authors 
assume that it is told as a story to people to persuade them to change 
their behavior, so a “cautionary tale” is a practical tool of business ethics? 
It remains unclear.

Further, the authors provide their “descriptive and normative argu-
ments for bilateralism”. The descriptive argument for bilateralism repre-
sents a description of situations where opportunism may be bilateral. 
Normative arguments claim that within the bilateral structure, “the norm 
of reciprocity, conceived as the practice of exchanging with others for 
mutual benefit, can operate as a solution to agency risks in moral hazard 
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and adverse selection problems.” However, this explanation of reciprocity 
presents it as a rational choice in a repeated game.

Reciprocity in repeat games can thus function as a solution to agency risks, 
since each player knows that a cooperative gesture can elicit in-kind recipro-
cal reactions from other players in the future.

Therefore, why is this a “normative argument” and why is this a “moral 
norm” of reciprocity, if reciprocity here looks like a pure selfish choice in 
a situation of potential revenge of the partner? There are no any elements 
of normative analysis in this text (at least, the authors do not explain what 
normative theory they use for rendering normative arguments). This is a 
pure positive theory.

concluSion

This chapter should demonstrate that a clear methodological distinction 
between normative, positive, and practical research is a very useful principle 
which should be followed if we want business ethics to be a strong disci-
pline developed along with the best practices of other sciences. In my view, 
although business ethics made huge progress in achieving methodological 
clarity during last 30 years, it still needs to fix two methodological issues.

First, business ethics papers regularly confuse normative and positive 
analysis. I understand that some scholars (like Freeman) make this on pur-
pose because they are skeptical about the normative–positive distinction 
and they like diversity in business ethics thought. However, diversity is a 
tricky concept. It may mean freedom of thought, which is undoubtedly 
good, and at the same time it may mean irresponsible theorizing and con-
ceptualizing while hiding beyond a relativism shield. The real progress of 
any discipline depends on the adoption of the scientific method and a 
relentless fight for clear terminology, the rigor of logic, and verification. 
This is the engine that made positive business ethics successful and flour-
ishing, and it should be used to upgrade normative business ethics as well.

Second, I suggest that business ethics literature should distinguish 
practical business ethics as a separate class of research and publications. It 
would help the authors of this research to realize their task more explicitly 
and produce more ready-to-use tools for managing business ethics. And it 
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would increase the interest of companies in publications of business ethics 
journals. Now these managerial tools are discussed and developed implic-
itly as a part of descriptive business ethics, which is probably not the best 
state of the world.

appenDix

Table 3.3 Journal of Business Ethics: 1982, 1991, 2000, 2010, 2017

1982
Normative Arrington, Carson et al., Elliston, Wilson, Hatfield, Sohn, Wilbur, 

Elliston, Berleant, Konrad, Naor
Positive Diamond, Lodge
Practical Cohen, Falvey, Conway
Confusion Simpson
1991
Normative Ludington, Singer et al., Martin et al., Martin, Hanly, Jacobsen
Positive Paradice et al., Arlow, Cohen et al., Hauptman et al., Tsakilis et al., 

Backof, Randal et al., Ibragim et al., Lysonski et al., Devaney, 
Mossholder et al., Kraft

Practical
Confusion Philips, Frederick
2000
Normative Harshman, Ulshofer, Mitschow, McCabe, Cameron, Phillips
Positive Cooper et al., Barlett, Deshpande et al., Sims, Bush, Zarkada-Fraser, 

Maignan, Boyle
Practical Whysall
Confusion Petrick et al., Drake et al., Brown, Naughton et al., Schwartz
2010
Normative McGee, Doorn
Positive Graafland, Turner et al., Sidani et al., Zhang et al., Rodgers, Burton 

et al., Pedersen, Kolodinsky et al., Conroy et al., Valentine et al., Ki et al., 
Liao et al., Siddiqui, Giacalone et al., Bakir et al.

Practical –
Confusion Lu, Velamuri, Russo et al.
2017
Normative Voliotis
Positive Alvarado-Herrera et al., Arouri et al., Chang et al., Evans et al., 

Haberstroh et al., Hayibor, Janney et al., Kangas et al., Kang et al., Kim, 
Miralles-Quiros et al., Mishra, Nuttavuthisit et al., Provis, Schleper et al., 
Trinks et al., Wei et al., Wildermuth et al.

Practical Sorensen et al.
Confusion –
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Table 3.4 Business Ethics Quarterly: 1991–1992, 2000–2001, 2010–2011, 
2016–2017

1991–1992
Normative Goodpaster, Green, DeGeorge, Hoffman, Dalton, Muthuchidambaram, 

Boatright, Brenkert
Positive Bowie, Reidenbach, Lemke, Schwartz, Weber, White, Norton
Practical Dunfee, Dees et al., Velasquez, Hosseini, Donaldson
Confusion –
2000–2001
Normative Bishop, Gustafson, Jackson, Masek, Alexander, Block et al., Gustafson, 

Moore, Schudt, Brenkert
Positive Ross et al., Scott, Moberg, Moberg et al., Rossouw, Sidorov et al.
Practical Fort, Geva
Confusion Feldman, Goodstein
2010–2011
Normative Snyder, Michaelson, Oosterhout, Wettsein, Santoro, Heath et al.
Positive Wade-Benzoni et al., McFerran et al., Koning et al., Garcia et al., Rupp 

et al., De Cremer et al., Fox et al., Rubin et al., Nielsen, Gardner, 
Arnold, Phillips

Practical
Confusion Banerjee, Goodstein et al.
2016–2017
Normative Kennedy, Kriegstein, Melkevik, Sison, Westermann-Behaylo, Blanc
Positive Adams et al., Alwi, Dahlmann, Lawrence et al., Olsen, Schuler, Lam, 

Miska, Preuss, Skilton et al.
Practical Christensen, Sabadoz
Confusion Linden et al., Pouryousefi et al.

Table 3.5 Business Ethics: European Review: 2000, 2010, 2016

2000
Normative Provis, Carrigan et al., Takala et al.
Positive Arslan, Farrell et al., Tilley, Nielsen et al., Broadhurst, Meirovich et al., 

Blake et al., Brinkmann, Taylor, Farrell et al., Pearson, Marnburg, 
Gichure, Kanyandago, Uys

Practical Agarwal et al., Quirke
Confusion Brakel
2010
Normative Timonen et al., Provis, Desmond, Collett
Positive Kujala, Benijts, Keep et al., Hirsch et al., Eweje et al., Bernardi et al., 

Davies et al., Ho, Lan et al., Svensson et al., Beekun et al., Brunton et al.
Practical Jørgensen et al., Painter-Morland, Rasche, Brueckner et al.
Confusion Munro
2016
Normative –

(continued )
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CHAPTER 4

Business Ethics: Normative Approaches

Abstract The chapter examines various approaches to normative founda-
tions of business ethics developed since the 1970s: early CSR arguments, 
Carrol’s pyramid, Milton Friedman’s argument, stakeholder theory, inte-
gral social contracts theory, methodological pragmatism, and others. 
Every theory is analyzed through the lens of scientific methodology: accu-
rate terminology, correct logics, and empirical verification.

Keywords Normative business ethics • Normative foundations of CSR •  
Stakeholder theory • Integral social contracts theory

CSR: EaRly NoRmativE viEwS

The first ideas of social responsibility of business appeared in the 1950s as a 
response to the growth of large corporations. The term “social responsibil-
ity” was popularized in the book by Howard Bowen “Social Responsibilities 
of the Businessman” (1953) where it was defined as “the obligations of 
businessmen to pursue those policies, to make those decisions, or to follow 
those lines of action which are desirable in terms of the objectives and val-
ues of our society“. It seems that the term “social responsibility” was con-
structed by analogy with a more traditional concept of “legal responsibility”. 
Social responsibility meant that corporations have some responsibilities 
before society which go beyond their legal responsibilities.
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In the beginning, writers on that topic followed one general normative 
idea: explaining why companies should have these responsibilities. 
According to this idea, society created big business by providing the nec-
essary resources and establishing the necessary conditions, so big business 
should respect society and meet its expectations about business. 
Correspondingly, “expectations of society” defines the amount and con-
tent of social responsibility. For example, William Frederick wrote in 1960:

[Social responsibilities] mean that businessmen should oversee the operation 
of an economic system that fulfills the expectations of the public. (p. 60)

However, “meeting expectations of society” is a rather weak normative 
foundation. There is some moral logic beyond this explanation but it is still 
required to be grounded on a more fundamental normative theory. Why 
should the company follow these expectations? What if the society expecta-
tions are different, i.e. one part of society wants one thing from the com-
pany and the other part wants something else? Whose expectations should 
be met in this case? Or, what if society’s expectations are not moral? After 
some consideration of these issues, it becomes obvious that a company can-
not blindly rely on expectations. Fundamentally, we need a normative ethi-
cal theory for objective evaluation of the expectations of society.

The first scholars continued to search for a good definition of social 
responsibility and implicitly this search of definition represented the search 
for normative foundations. For example, Davis (1960) explained social 
responsibility in the following way.

On the one hand, businessmen recognize that since they are managing an 
economic unit in society, they have a broad obligation to the community 
with regard to economic developments affecting the public welfare (such as 
full employment, inflation, and maintenance of competition). A quite differ-
ent type of social responsibility is, on the other hand, a businessman’s obli-
gation to nurture and develop human values (such as morale, cooperation, 
motivation, and self-realization in work). These human values cannot be 
measured on an economic value scale. Accordingly, the term “social respon-
sibility” refers to both socio-economic and socio-human obligations to oth-
ers. (Davis 1960, pp. 70–71)

He also introduced a principle suggesting that the degree of social 
responsibility is determined by the social power of the business, and the 
larger the power, the more responsibility the company should have.
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To the extent that businessmen or any other group have social power, the 
lessons of history suggest that their social responsibility should be equated 
with it. Stated in the form of a general relationship, it can be said that social 
responsibilities of businessmen need to be commensurate with their social 
power. (Davis 1960, p. 71)

Davis did not draw on any normative foundations, and generally in that 
time, scholars did not connect the idea of social responsibility with moral 
philosophy or ethics. Interestingly, later it was Davis who was one of the 
first to emphasize that social responsibility is just a manifestation of univer-
sal moral responsibility which people have to each other. In 1967, he pub-
lished the paper “Understanding the social responsibility puzzle” where 
he tried to clear up some moments of what exactly businessmen owe to 
the society. He offered the following explanation.

The substance of social responsibility arises from concern for the ethical con-
sequences of one’s acts as they might affect the interests of others. This idea 
exists in most religions and philosophies of the world. Quite frequently, how-
ever, a tendency exists to limit its application to person-to-person contacts. 
Social responsibility moves one large step further by emphasizing institu-
tional actions and their effect on the whole social system. (Davis 1967, p. 46)

However, Davis again did not draw on any moral philosophical system 
in his paper and again adhered only to traditional common sense explana-
tions such as “more power—more responsibility”.

The absence of a systematic normative foundation may be observed in 
the 1960s and 1970s, and eventually the literature on CSR became quite 
intricate. There were many various approaches and no methodology (a 
“scientific method”) which could distill these approaches into a universal 
theoretical framework. In 1975, P. Sethi witnessed a deplorable picture:

The phrase corporate social responsibility has been used in so many different 
contexts that it has lost all meaning. Devoid of an internal structure and 
content, it has come to mean all things to all people. (Sethi 1975, p. 58)

There were several attempts by various scholars to clean up the concep-
tual mess and suggest a better definition or an integrating framework but 
none of these frameworks became universal or popular. A rare exception 
was the Pyramid of Corporate Social Responsibility introduced by Archie 
Carrol in 1979, which became one of the most well-known models of 
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CSR. Carrol suggested four types of responsibility that have some hierar-
chy over each other: economic, legal, ethical, and philanthropic. The 
explanation of each type may be found in Fig. 4.1.

However, this model may serve as a typical example of incomplete defi-
nitions and normative justification, which were so common for this litera-
ture. Here is a couple of methodological questions which should be 
answered if we want to accept this framework.

• What exactly does the hierarchical order mean? What exactly does it 
mean that economic responsibility is more important than legal 
responsibility? Does it mean that a company has the right to be prof-
itable and violate the law if it cannot do otherwise?

• Why is ethical responsibility placed in one row with (1) making 
profit, (2) respecting the laws, and (3) acting with philanthropy? 
Rather, we cannot say that all these actions are ethical? Maybe instead 
of “ethical responsibility”, Carrol wanted to say “respecting moral 

Economic responsibili�es
Be profitable.

As the basic economic unit in our society the business has a
responsibility to produce goods and services that society

wants and to sell them at a profit.

Ethical responsibili�es
Be ethical.

Obliga�on to do what is right, just,
and fair. Avoid harm.

Philanthropic
responsibili�es

Be a good corporate ci�zen.
Contribute resources to the community;

improve quality of life.

Legal responsibili�es
Obey the law.

Law is society’s codifica�on of right and wrong.
Play by the rules of the game.

Fig. 4.1 Carrol’s pyramid. Source: Carrol (1991, p. 42)
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norms of the society” (e.g. being tolerant to minorities or religion)? 
However, he defines ethical responsibility as “do what is right, just 
and fair”. Does it mean that obeying laws means doing something 
other than “what is right, just and fair”?

This example shows the typical problem of that literature—lack of rigor 
in definitions and logic (i.e. lack of scientific method). It is unsurprising 
that CSR literature got a very negative response from people who got used 
to a higher level of intellectual discipline.

miltoN FRiEdmaN’S CRitiCiSm

Milton Friedman was a famous and extremely talented economist (awarded 
the Nobel Prize in 1976 for macroeconomic theory) who belonged to the 
conservative laissez-fair wing of economists. He was deeply concerned 
about the growth of government and the popularity of welfare-state and 
Keynesian ideas in the 1950s.

In 1962, he published the book Capitalism and Freedom, which pre-
sented a systematic defense of free-market society and minimum interven-
tion of the government. In this book, he touches upon several issues which 
belong to economic or business ethics. For example, in chapter 7, he 
writes that all types of discrimination in the labor market are economically 
silly but the government will make only it worse if it introduces laws 
against discrimination, e.g. guaranteeing jobs for minorities, jobs for 
everyone, and so on. In chapter 8, “Monopoly and the Social Responsibility 
of Business and Labor”, he provides his famous criticism for CSR ideas 
where he claims that the only social responsibility of the firm is to maxi-
mize its profit.

There is one and only one social responsibility of business—to use its 
resources and engage in activities designed to increase its profits so long as 
it stays within the rules of the game, which is to say, engages in open and free 
competition without deception or fraud.

Essentially, this thesis may be viewed as a well-articulated position of 
the whole neoclassical economic theory, which strictly believes in the 
superiority of the free-market economy with its profit maximization and 
market pricing as the best mechanism of resource allocation. Firms should 
maximize profit if we want to achieve Pareto-efficient allocation of 
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resources—this is a core idea of economic theory. This idea was supplied 
by Friedman with the libertarian value of personal freedom and responsi-
bility—social responsibility may be and should be realized by individuals 
from their private incomes (owners, managers, and employees may direct 
parts of their income to social needs as they want).

In 1970, Friedman published the paper “The Social Responsibility of 
Business is to Increase its Profits” where he summarized once more its criti-
cism of the CSR concept. Characteristically, the first thing he attacked was 
the low intellectual quality of business ethics literature, which contrasted 
to him with high standards of economic theory (“The discussions of the 
‘social responsibilities of business’ are notable for their analytical looseness 
and lack of rigor.”). Then he suggested his criticism of social responsibility 
which may be summarized in the following five arguments.

 1. Violation of the logic of the labor contract. The managers of the cor-
poration are just employees of the owners and are to do only what 
the owners ask them—to maximize profit.

 2. Social responsibility is a personal thing. If managers have some wish 
to do something good, they may do it as private individuals. Every 
manager has the right to take any individual decisions: to donate his 
personal income, to leave a “bad” corporation, to volunteer in social 
service, and so on.

 3. It is wrong to spend other people’s money. If the corporate executive 
has a “social responsibility”, it means that he should spend other 
people’s money. But these people want to spend their money them-
selves. This is taxation without representation. In this case, the cor-
porate executives should be politically elected.

 4. It is inefficient. Corporate managers are not specialists in social 
problems. They are specialist in maximization of profit and should 
do only this. Social problems should be solved by other profession-
als—civil servants, politicians, and so on.

 5. CSR is justified if it helps to maximize profit. In practice, CSR behav-
ior very often hides the real motive of increasing profit. But in this 
case, it should be approved because this is what managers should do.

Although this is an elegant solution supported by the economic theory, 
it also bears some logical limitations, which Friedman should realize if we 
asked him the following questions.
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First, what if shareholders want managers to conduct socially responsible 
business? What if stockholders do not want their agents to break moral 
norms requiring them to care about social problems?

Second, managers are not specialists in social problems but they can 
hire such specialists and find an optimal solution in the interests of their 
principals as they do in other situations (e.g. they hire lawyers to make 
good legal decisions or engineers to make good technical decisions). Why 
are we sure that bureaucrats (who are extremely inefficient in Friedman’s 
world) are able fulfill this task better?

Third, Friedman makes a reservation about “rules of the game”. What 
are these rules and who defines them? Is it only laws or maybe ethics as 
well? What if the moral rules of society require managers to carry out some 
CSR activities even if the owners do not care about this?

As we see, there are several fundamental issues which are beyond 
Friedman’s argumentation and which may be answered only on the basis 
of moral philosophy. Many of Friedman propositions also should be justi-
fied on the basis of this philosophy and not taken for granted (e.g. value 
of personal freedom). Otherwise, even the best economic scientist is 
doomed to base his proposals on non-scientific moral beliefs.

NoRmativE StakEholdER thEoRy

One of the original frameworks in business ethics which may claim to have 
normative content is the stakeholder theory.1 According to Freeman, the 
word “stakeholder” was coined in an internal memorandum at the 
Stanford Research Institute in 1963 and referred to “those groups with-
out whose support the organization would cease to exist.” Initially, this 
word was used in strategic management analysis of potential threats to 
sustainability of the company. For example, in 1965 Igor Ansoff men-
tioned this theory in his book on corporate strategy:

While as we shall see later, “responsibilities” and “objectives” are not synony-
mous, they have been made one in a “stakeholder theory” of objectives. This 
theory maintains that the objectives of the firm should be derived by balanc-
ing the conflicting claims of the various “stakeholders” in the firm: managers, 
workers, stockholders, suppliers, vendors. (Ansoff 1965, pp. 35–36)

The first scholar who developed this theory in a more explicit form was 
the philosopher Edward Freeman, who published in 1984 his famous 
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book “Strategic Management: Stakeholder Approach”. He suggested that 
“managers must have new concepts that enable them to see their jobs 
realistically”, but initially this “must” was not for Freeman an ethical 
“ought” but the instrumental strategic thinking to make business more 
successful. It was a part of strategic management without almost any refer-
ence to moral philosophy. Freeman mentions some ethical concepts but 
only in this instrumental sense. For example, he discusses five generic 
enterprise level strategies: (1) specific stakeholder strategy (maximize ben-
efits to one or a small set of stakeholders); (2) stockholder strategy (maxi-
mize benefits to stockholders); (3) utilitarian strategy (maximize benefits 
to all stakeholders); (4) Rawlsian strategy (act to raise the level of the 
worst-off stakeholder); and (5) social harmony strategy (act to maintain or 
create social harmony). Freeman does not discuss which strategy (moral 
theory) is better and only warns managers against “self-deception” when 
they think of pursuing a strategy but in reality do something contradicting 
it. In this book, Freeman explicitly states that he is not interested in nor-
mative issues but only on achieving business success.

It is very easy to misinterpret the foregoing analysis as yet another call for 
corporate social responsibility or business ethics. While these issues are 
important in their own right, enterprise level strategy is a different concept. 
We need to worry about enterprise level strategy for the simple fact that 
corporate survival depends in part on there being some “fit” between the 
values of the corporation and its managers, the expectations of stakeholders 
in the firm and the societal issues which will determine the ability of the firm 
to sell its products. For instance, if we are to be able to innovate with new 
technology and bring new products to market, we must understand how 
such changes affect the people in our business, as well as whether it helps us 
to meet continuing expectations of stakeholders. To return to our earlier 
example, if Bell wishes to survive, its managers must understand the changes 
in their values that are necessary to compete in the new telecommunications 
environment. Whether such changes are socially responsible or morally 
praiseworthy is an important question, but it is yet a further question which 
an analysis of enterprise strategy does not address. (p. 107)

However, at the end of his book, Freeman mentions one more idea that 
actually lays down a cornerstone for a new moral foundation under stake-
holder theory. He says that probably “a conception of the corporation can 
be worked out, whereby the directors of the firm have a fiduciary obliga-
tion to stakeholders” (212). He says that this issue is beyond the scope of 
the present book and will be developed in the future.
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Therefore, Freeman’s original presentation of the stakeholder theory 
was a strategic management framework without a significant ethical com-
ponent. This presentation left open two important questions. First, does 
Freeman’s instrumental theory of stakeholder management contradict 
moral theory (it seems that later this problem will be marked as “separa-
tion thesis”)? Second, what does fiduciary relationship to stakeholders 
mean from the normative point of view (the so-called “multi-fiduciary 
view”)? These are two different questions, although later they were some-
time discussed as one problem.

Soon, philosophers start criticizing Freeman for the missed ethical 
component in his instrumental approach. Kenneth Goodpaster (1991) 
pointed out that introducing “stakeholder analysis” in business decisions 
does not mean that we introduce ethics into these decisions. The company 
may examine all positive and negative reactions of a stakeholder and still 
make an unethical decision. “Stakeholder analysis is, as a practical matter, 
morally neutral. It is therefore a mistake to see it as a substitute for norma-
tive ethical thinking.” (p. 57). If the company only uses the stakeholders 
to achieve maximum profit, this is a strategic stakeholder theory and it 
may lead to an unethical outcome (e.g. the exploitation of stakeholders).

On the other hand, if we accept the multi-fiduciary view that the com-
pany should be managed in the interests of the stakeholders, then we have 
a conflict between the moral obligation to the owner to maximize profit 
and multi-fiduciary obligations. Goodpaster called this conflict a “stake-
holder paradox”. A resolution of this paradox lies in rejecting the multi- 
fiduciary view. Goodpaster suggested keeping single-fiduciary responsibility 
to owners and “morally significant nonfiduciary obligations to third par-
ties surrounding any fiduciary relationship”. These moral obligations may 
be expressed by Nemo Dat Principle—ethical owners should expect that 
their agents will be acting ethically as owners themselves would act in this 
situation.

The foundation of ethics in management—and the way out of the stake-
holder paradox—lies in understanding that the conscience of the corpora-
tion is a logical and moral extension of the consciences of its principals. It is 
not an expansion of the list of principals, but a gloss on the principal-agent 
relationship itself. Whatever the structure of the principal-agent relation-
ship, neither principal nor agent can ever claim that an agent has “moral 
immunity” from the basic obligations that would apply to any human being 
toward other members of the community. (Goodpaster 1991, p. 58)
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Essentially, Goodpaster’s approach was a morally clarified form of 
Milton Friedman’s position, which we discussed above. However, 
Goodpaster also did not use any explicit normative proof of his thesis. His 
main claim is that the “relationship between management and stockhold-
ers is ethically different in kind from the relationship between manage-
ment and other parties (like employees, suppliers, customers, etc.)” but 
where is a proof of this proposition? Goodpaster referred to some debates 
of legal scholars but normative ethics cannot be replaced with legal theory. 
Normative ethics should provide its own evaluation and there was no such 
proof in Goodpaster’s paper.

This deficiency of justification in Goodpaster’s position was noticed by 
John Boatright, who published in 1994 a paper where he tried to answer 
the fundamental question, “What’s so special about shareholders?” His 
main idea was that the connection between property rights and fiduciary 
duties of management is not an obvious fact and actually should be proven.

It is entirely consistent to hold that shareholders are the owners of a corpo-
ration and that the managers have a fiduciary duty to run the corporation in 
the interests of other constituencies. There is a logical gap, in other words, 
between the property rights of shareholders and the fiduciary duties of 
management.

He claims that the traditional assumption that shareholders are in a 
special position is not correct in reality. Shareholders may easily leave the 
company by selling their shares but we cannot say the same about credi-
tors or employees. Boatright suggested another solution for the stake-
holder paradox: some managerial decisions should be based on their 
fiduciary duty and should not be influenced by other ethical values.

It is illegitimate to orient corporate decisions that bear on the fiduciary 
duties of management by ethical values that go beyond strategic stakeholder 
considerations to include the interests of other constituencies, but it is 
essential to orient other corporate decisions by these values.

However, here Boatright commits the same methodological mistake as 
Goodpaster—he does not specify on the basis of which normative theory 
he makes his propositions about responsibilities. Sometimes, it seems that 
his arguments come out of a legal dispute, sometimes he uses the contract 
theory, but there is obviously no clear normative foundation of his claim.

 M. STORCHEVOY



 107

As in many other cases, this discussion about fiduciary and non- fiduciary 
duties was to a great extent caused by underdefined terminology. What does 
the difference between “fiduciary and nonfiduciary duties” exactly mean in 
ethical terms and in which managerial decisions will this difference be impor-
tant? Without clear answers to these questions, discussion of the “stake-
holder paradox” may be conducted for a long time and with no consensus.

Freeman also tried to fill the lacking normative foundation in his frame-
work and suggested several variants of decent moral solutions.

In 1993, Freeman published, together with sociologist William Evan, 
the paper “A stakeholder theory of the modern corporation: Kantian capital-
ism” where they suggested a normative foundation for stakeholder theory 
based on Kantian ethics. The latter requires treating other people as ends 
and not as means, so the managers of the corporation should also treat the 
stakeholders as ends and not means. They should manage the corporation 
in the interests of all stakeholders.

In 1994, Freeman entered the dispute between Goodpaster and 
Boatright with quite an interesting and controversial paper, “The politics 
of stakeholder theory: Some future directions”. It was controversial 
because at first Freeman denied any moral problem in stakeholder man-
agement but then introduced a moral theory regulating the behavior of 
managers and stakeholders.

First, Freeman decided to take a radical step to escape fiduciary dispute. 
He suggested that both Goodpaster and Boatright mistakenly assume 
what Freeman called “separation thesis”—a claim that there might be pure 
business decisions without any ethical content and vice versa.

The discourse of business and the discourse of ethics can be separated so 
that sentences like, “x is a business decision” have no moral content, and “x 
is a moral decision” have no business content.

If separation thesis is dropped, then both Goodpaster and Boatright 
arguments are not necessary because there is no stakeholder paradox. In 
this case, all good business decisions are ethical and vice versa. Following 
this line of thought, Freeman comes to the conclusion that actually we 
should not distinguish positive (profit maximization) and normative 
(being ethical) considerations at all.

I want to suggest how things would look if we dropped the idea that we can 
meaningfully talk about business and ethics by keeping the concepts, ideas 
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and theories of each autonomous. In other words I want to suggest, it is not 
meaningful to talk about either stockholders or stakeholders without engag-
ing in discourse that is at once normative, descriptive, instrumental and 
metaphorical.

Second, Freeman comes to the normative foundation of the stake-
holder theory (although it is not clear if we need such a foundation after 
dropping separation thesis). He suggests that the stakeholder theory 
should have a “normative core” but claims that there might be several 
normative cores and several stakeholder theories and argues for “reason-
able pluralism”. Then Freeman proposes his own version of a normative 
core—the Doctrine of Fair Contracts. The doctrine interprets the choice 
of moral norms which should govern the stakeholder relationships on the 
basis of a Rawlsian veil of ignorance, where nobody knows which stake-
holder position one will occupy in a real firm. Freeman suggests that the 
following six principles will be chosen in this situation: (1) The Principle 
of Entry and Exit; (2) The Principle of Governance; (3) The Principle of 
Externalities; (4) The Principle of Contracting Costs; (5) The Agency 
Principle; and (6) The Principle of Limited Immortality. Beyond these six 
principles, there should be three general principles:

• The Stakeholder Enabling Principle (corporations shall be managed 
in the interests of their stakeholders, defined as employees, finan-
ciers, customers, employees, and communities.)

• The Principle of Director Responsibility (directors of the corpora-
tion shall have a duty of care to use reasonable judgment to define 
and direct the affairs of the corporation in accordance with the 
Stakeholder Enabling Principle.)

• The Principle of Stakeholder Recourse (stakeholders may bring an action 
against the directors for failure to perform the required duty of care.)

This is quite an interesting framework but two questions remain 
unclear. First, Freeman does not prove why people should choose exactly 
these principles. Second, it is not clear why Freeman suggested this frame-
work if he does not claim that it is the best normative foundation? He 
explains the choice of this doctrine by his traditional pragmatism 
arguments.

Seeing the stakeholder idea as replacing some shopworn metaphors of busi-
ness with new ones—such as stakeholders for stockholders, humans as moral 
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beings for humans as economic beings, and the Doctrine of Fair Contracts 
for the current panoply of corporate chartering laws—is to give up the role 
of finding some moral bedrock for business. Finding such bedrock, required 
by the Separation Thesis, is especially fruitless on pragmatist grounds for 
there are no foundations for either business or ethics. All we have is our own 
history, culture, institutions, and our imaginations. For the pragmatist it is 
“just us” rather than “justice” or “justification” in any sense of foundational 
bedrock. The cash value of our metaphors and narratives just is how they 
enable us to live, and the proof is in the living. (418)

Still some questions remain. Does this Doctrine assume that the corpo-
ration should maximize profit? If profit is maximized, how it should be 
used (given to the owner or shared with all stakeholders)? Where is the 
criteria to find a trade-off between stakeholder interests?

In 2002, Freeman, together with Phillips, produced one more norma-
tive explanation of stakeholder theory based on libertarian political theory. 
They demonstrated that core libertarian principles of personal freedom, 
voluntary association, and individual responsibility are quite organic for 
stakeholder theory.

However, Freeman’s presentation with separation thesis was a bit 
strange because it does not seem that any scholars claimed anything it says. 
They may say that some profit-maximizing decisions may be unethical 
towards some stakeholders, but no one claimed that being profitable and 
being ethical are absolutely different concepts.

In 2008, this ambiguity of separation thesis was subjected to detailed 
examination by Joakim Sandberg, who found nine possible interpretations 
of Freeman’s original statement (Sandberg 2008). It makes sense to cite 
them all to demonstrate the degree of misunderstanding which may be 
caused by inaccurate theorizing.

ST1: Propositions such as “x is a moral decision” imply that the decision 
to do x cannot have been made from considerations of profit or reve-
nue, and propositions like “x is a business decision” imply that the deci-
sion to do x cannot have been made from considerations of justice or 
the common good.

ST2: Managers and business official never take moral considerations into 
account when they make their decisions, they always behave like the 
“economic man.”

ST3: Researchers in mainstream academic disciplines, as well as people in 
general, tend to separate what they regard as matters of business and 
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matters of ethics. They also tend to think that these should be resolved 
in different ways.

ST4: Researchers in mainstream academic disciplines, as well as people in 
general, tend to separate what they regard as matters of business and 
matters of ethics, and this is as it should be. These matters are separate 
and should be kept separate.

ST5: Business decisions and business actions are not open to moral criti-
cism but are, in this sense, amoral.

ST6: The demands of business and the demands of ethics are most often 
incompatible, so that companies cannot both be profitable and act mor-
ally correctly.

ST7: The goal of maximizing profit has no moral worth, or value, in itself.
ST8: The only, or at least most important, (moral) responsibility of com-

mercial companies is to maximize profits.
ST9: There is a genuine difference between matters of business and mat-

ters of ethics, at least insofar as there is a genuine difference between 
descriptive and normative matters.

It seems that Sandberg’s methodological exercise was a good demon-
stration that the academic community may become involved in continu-
ous discussions over a thesis without having a consensus of what this thesis 
actually means. Several actors, including Freeman, published their response 
to Sandberg (Wempe 2008; Dienhart 2008; Harris and Freeman 2008) 
where they generally agreed with the possibility of various interpretations 
of separation thesis but did not draw any conclusions on the reassessment 
of the methodology or the loose rhetoric of their discipline, which leads to 
ambiguity.

In 2010, Freeman published with several colleagues the book 
“Stakeholder Theory: The State of Art”, which presented an excellent sum-
mary of all developments and discussions, including the personal story of 
Freeman’s way to his famous theory in the 1970s and early 1980s. What 
becomes clear from this book is that “stakeholder theory” does not exist 
as a theory but only as a general idea or philosophy of management, which 
assumes that if a company finds a harmony of stakeholder interests, it is the 
best thing for stakeholders and the best thing for business. There is no 
normative stakeholder theory as such; there are only some applications of 
various normative ethical frameworks to “stakeholder analysis”. Freeman 
refuses to think which one is better and prefers to leave his theory without 
one definite normative foundation. He rejected separation thesis but did 
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not prove that it is impossible to maximize profit and be unethical to some 
stakeholder. There is a general normative idea in stakeholder theory (to 
care about everyone who depends on you) but it is also not new and may 
be found in many ethical traditions. What stakeholder theory really adds 
to existing normative theories or strategic management is convenient ter-
minology (stakeholder) and the framework (stakeholder analysis) which 
may be used for a more systematic analysis.

iNtEgRativE SoCial CoNtRaCtS thEoRy

In 1994, Thomas Donaldson and Thomas Dunfee published the paper 
“Toward a unified conception of business ethics: Integrative social contracts 
theory”, which was based on some their early ideas (Donaldson 1982; 
Dunfee 1991) and suggested a new normative framework for business 
ethics. They called it “unified” and “integrated” because it should bring 
together normative and empirical analyses, which remained rather sepa-
rated from each other (normative theories were too abstract to be applied 
to real moral issues). In the new unified approach, normative analysis 
should include many empirical facts about real communities, so the gap 
will reduce.

Through this process, we seek to put the “is” and the “ought” in symbiotic 
harmony, requiring the cooperation of both empirical and normative 
research in rendering ultimate value judgments.

As a normative foundation, Donaldson and Dunfee chose social con-
tract theory, which is based on a thought experiment designed to ensure 
procedural fairness. However, its direct application to real-life moral issues 
is difficult because of bounded moral rationality or limited capacity to cal-
culate the best moral choice for any situation.

…rationality in economic ethics is bounded in three ways: by a finite human 
capacity to assess facts, by a limited capacity of ethical theory to capture 
moral truth, and by the plastic or artefactual nature of economic systems 
and practices. (p. 254)

The first factor actually means general bounded rationality (Herbert 
Simon’s concept), which is much wider than ethical choice but is relevant 
to ethical issues as well. The second factor means that sometimes ethical 
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theory requires moral choices that are difficult to accept by real people 
(for example, self-sacrifice). The third factor means that there may be 
many local economic cultures and a rational agent would prefer to adjust 
to existing social structures, because an ideal moral solution is unattain-
able at the moment (I would say that even absolutely rational agents 
would decide to adapt to existing norms, so it is not about the bounded 
character of rationality). In any case, it is impossible to render universal 
moral norms for all circumstances a priori.

That is why the application of social contract theory to business ethics 
may be conducted by introducing two types of social contract. The first is 
macrosocial contract, which is made by all rational contractors a priori 
when they do not know what particular economic and cultural environ-
ment they will face. The second is microsocial contract, which will be con-
ducted according the principles of macrosocial contract in the particular 
economic and cultural environment.

Therefore, macrosocial contract is defined by rational contractors who are 
governed by universal values and ask themselves the following question:

What general principles, if any, would contractors who are aware of the 
strongly bounded nature of moral rationality in economic affairs choose to 
govern economic morality?

The rational choice will lead to establishing a morally free zone where 
the participants of microsocial contracts could make their microsocial con-
tracts under certain criteria. In other words, rational people will vote for 
the following two principles.

 1. Local economic communities may specify ethical norms for their 
members through microsocial contracts.

 2. Norm-specifying microsocial contracts must be grounded in 
informed consent buttressed by a right of exit.

If principle 2 is met, a norm is authentic. Empirically, compliance with 
this principle may be observed by watching majority behavior. However, 
can we be sure that all authentic moral norms should be approved? 
Sometimes, local actors may adopt quite questionable practices but accord-
ing to our approach, we cannot prohibit them doing so.

If the securities industry wished to define norms of acceptable communica-
tion so that gross puffery, lies, and broken promises were acceptable, no 
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exogenous moral complaints would be relevant. If the association of profes-
sional architects wished to declare unethical any attempt by a rival architec-
ture firm to woo a customer away from a competing firm (something 
actually attempted years ago), then no external observer could cry “foul.” 
(p. 264)

If we agreed to this system, this would mean cultural relativism. 
However, Donaldson and Dunfee claim that moral rationality will prevent 
this by introducing limitations to a morally free zone through introducing 
hypernorms—moral norms that should be compulsory for all local com-
munities. These norms entail principles which are fundamental to human 
existence, so they may serve as a guide in the evaluation of lower-level 
moral norms. Therefore, we have the third principle of macrosocial 
contract:

 3. In order to be obligatory, a microsocial contract norm must be com-
patible with hypernorms.

How would rational actors define hypernorms? Donaldson and Dunfee 
refuse to suggest one best theory but reserve the opportunity for all moral 
theories, as well as all cultural beliefs, to agree with each other on these 
norms.

Practically speaking, how are people to isolate and identify hypernorms? We 
do not take a position concerning whether hypernorms have a purely ratio-
nal basis, as Kant argued (Kant, 1788/1956), or a partly empirical and his-
torical basis, as Hegel argued (Hegel, 1807/1977), nor do we think 
resolving such a venerable and fundamental epistemological question is nec-
essary to the process of identifying hypernorms. We propose to use the exis-
tence of the convergence of religious, cultural, and philosophical beliefs 
around certain core principles merely as a clue to the identification of hyper-
norms. For even if hypernorms could be certified solely through the light of 
reason, we should expect to encounter patterns of the acceptance of hyper-
norms among people around the world. Hence, patterns of religious, cul-
tural, and philosophical belief can serve as a clue, even if not as total 
validation, for the identification of hypernorms. (265)

Methodologically, it is rather strange decision to refuse rational choice 
as the main criterion on hypernorms choice because the whole integrative 
social contracts theory (ISCT) is based on rational choice. At the same 
time, Donaldson and Dunfee acknowledge that an agreement about uni-
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versal moral norms is possible in reality and refer to the evidence of anthro-
pologists, political scientists, and philosophers who support this idea.

The ISCT may be viewed as a significant step toward a scientific, nor-
mative business ethics. It introduced clear, normative research questions, 
used accurate terminology, built the logically correct deductive model 
(rational choice), adopted relevant concepts from economic theory 
(bounded rationality, uncertainty, efficiency, etc.) and even discussed the 
problem of empirical verification. I am pretty sure that if Donaldson and 
Dunfee had a purpose to render their theory according to scientific crite-
ria, they could achieve significant success.

An important achievement of their framework is the distinction between 
macro and micro contract, which may be also interpreted as distinction 
between scientific moral choice and real-life moral choice. The latter is 
obviously characterized by bounded moral rationality, so theoretically a 
scientific moral choice can develop some principles for bounded rational 
people which will work in any situation that may appear in the future. For 
example, the principle of consent and right for exit are very powerful rules 
of thumbs that may prevent many unethical actions even in communities 
with much lower level of moral consciousness. However, a couple of 
methodological questions have been left answered.

First, it seems that the whole ISCT theory was developed as a frame-
work which could help a Western corporation make decisions about par-
ticipation in some local practices in developing countries (e.g. giving gifts, 
engaging in personal relationships, etc.). ISCT justifies many actions 
which seem to be unethical by Western moral standards, and therefore 
makes the task of Western managers much easier. Therefore, further prac-
tical development of this theory would require a more elaborate proce-
dure or algorithm for making the choice in difficult situations (e.g. paying 
bribes) but it is not clear if Donaldson and Dunfee were going to continue 
development of their theory in that direction.

Second, although ISCT helps make decisions about participating 
in local practice, it does not mean that ISCT as a moral theory evaluates 
this practice as ethical. It only means that a Western manager is permitted 
to participate in a practice. At the same time, the practice may be recog-
nized as unethical on the basis of scientific moral theory if well-informed 
locals put aside their cultural determination and agree that it would be 
better to replace this practice with another one—for example, social norms 
about corruption which are agreed upon by all local participants, or social 
norms leading to overuse of common resources or underinvestment in 
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public goods. Local people may agree upon these norms in reality because 
of their ignorance or cultural determination but in a Rawlsian thought 
experiment, they would prefer to replace them with more ethical ones. It 
seems that Donaldson and Dunfee do not consider this problem.

NoRmativE divERSity

After three decades of development, both CSR and business ethics litera-
ture represented quite a diverse landscape of various theories and frame-
works. In 1994, Treviño and Weaver in their discussion of normative 
methodology mentioned that business ethics in general is characterized by 
unusual diversity for a normal science.

…unlike other fields where institutionalization means a shared paradigm 
(Kuhn, 1962), practitioners of “business ethics” from these different 
domains are guided by different theories, assumptions, and norms (not 
 necessarily problematic), sometimes resulting in misunderstanding or lack of 
appreciation of each other’s’ work (presumably problematic). (p. 114)

However, Treviño and Weaver believed that normative analysis may be 
shaped in a more or less universal methodology based on reflective equi-
librium by Rawls and the ideas of Regan (which are very close to the sci-
entific approach to ethics)

Regan (1984) offers the following guidelines for constructing the “ideal 
moral judgment”: seek conceptual clarity and complete information, be 
rational (i.e., avoid logical flaws), be impartial, “be ‘cool’” (i.e., emotionally 
calm), and reason on the basis of valid moral principles. Of such principles 
we are told little save that, minimally, a valid principle will not conflict with 
significant numbers of our considered moral beliefs. (123)

In 1995, Donaldson and Preston admitted that “the muddling of theo-
retical bases and objectives, although often understandable, has led to less 
rigorous thinking and analysis than the stakeholder concept requires” 
(Donaldson Preston 1995, p. 73).

In 1996, Georges Enderle published the paper “Towards business ethics as 
an academic discipline” with a critical review of the methodological condi-
tion of this area of knowledge. He ascertained that business ethics is “far 
from being an established academic discipline” and has “a number of far- 
reaching disagreements”. He also mentioned a skeptical attitude towards 
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business ethics in the academic world: “there is a widely held view in phi-
losophy and social sciences, especially in France and Germany, that denies 
the status of ‘academic discipline’ to philosophical, including normative, 
ethics and, consequently, to business ethics as well” (p. 44). Therefore, 
Enderle claimed that “the establishment of business ethics as an academic 
discipline is needed as a ‘backbone’ for both teaching business ethics and 
improving business practices”. Enderle tried to suggest some ideas which 
may be used as a common ground for various scholars in the field. One of 
the main ideas was the “bottom-up” approach, meaning that the theory 
should grow out of practical needs. However, Ederle did not see any prob-
lem in the methodological diversity: “the fact that a variety of normative- 
ethical theories exists may be an enrichment rather than an embarrassment 
for business ethics as a kind of applied ethics” (p. 45). In my opinion, 
“enrichment” is good but it cannot be productive without a mechanism of 
screening out of wrong theories (i.e. a scientific method) and no such 
mechanism was discussed by the Ederle.

There were some attempts to suggest an integral methodology for nor-
mative business ethics, but they were not successful. For example, John 
Dienhart (2000a) suggested that we should try to build a “grand unified 
theory” (GUT) in business ethics. Probably, this theory does not exist but 
trying to develop one can be fun “because you get to speculate about big 
questions” and rewarding “because even if the questions cannot be 
answered, they can lead you to interesting places you would not otherwise 
have gone”. He suggested four criteria that any successful GUT should 
meet.

• It should integrate description and prescription.
• It should not replicate the ethical debate about the best ethical 

theory.
• It should acknowledge all levels of analysis, including individual, per-

sonal relationships, organizations, and markets.
• A GUT should not be an expansion of a descriptive theory to include 

normative elements or an expansion of normative theory to include 
descriptive elements.

Dienhart said that ISCT may be such a theory, but he believed that an 
extended version of a new institutional economic theory by D. North was 
a better candidate for this role. He tried to develop this approach in his 
book “Business, Institutions, and Ethics” (2000b). However, it seems that 
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Dienhart’s theory was more descriptive than normative in character. In 
short, his main idea was that institutions consist of the roles, rules, and 
principles that define relationships between strangers, friends, and others. 
These roles, rules, and principles consist of three factors: ethics, econom-
ics, and law. Ethical factors limit actions and opportunities that institutions 
provide for pursuing self-interest. Ethical factors may be viewed as part of 
economic factors, i.e. economics and ethics are capable of existing together 
in a productive and morally correct manner. Laws reinforce ethical and 
economical values and practices. This is an original framework but it is not 
clear how it can integrate various normative views in business ethics.

PRagmatiSm

The methodology of business ethics in the US academic community was 
significantly influenced by the philosophy of pragmatism, which was devel-
oped at the end of the nineteenth and the beginning of the twentieth 
century by W. James, J. Dewey, and C. Sanders Peirce. The basic idea of 
pragmatism was that the genuine criterion of science development should 
be its practical relevance. If we cannot apply any theory to practice, we 
should abandon it completely, even if this theory pretends to describe or 
explain something.

One of the main protagonists of pragmatism in business ethics was 
Edward Freeman. As we saw above, Freeman from the very beginning was 
shaping stakeholder theory as something that should work in practice. In 
1990s debates, Freeman tried to escape any difficult questions which 
seemed to him purely theoretic or formal.

At one moment, he decided to provide a more explicit justification for 
his pragmatic method. In 1998, Andrew Wicks and Edward Freeman pub-
lished the paper Organization Studies and The New Pragmatism: Positivism, 
Anti-Positivism, and The Search for Ethics, suggesting fundamentally 
reshaping social sciences methodology “to provide some room for ethics 
and to increase the relevance of research”. First, they criticized both posi-
tivist and anti-positivist approaches as non-productive. Positivism is hostile 
to ethics and renders it a marginal subject. Anti-positivism is more friendly 
for ethics but too destructive in allowing endless interpretations and 
rejecting any idea of truth. Instead, Andrew Wicks and Edward Freeman 
proposed moving beyond the positivism vs. anti-positivism debate and 
working with a pragmatic approach, which in a discretionary way chooses 
methods which may help to “develop research that is focused on serving 

 BUSINESS ETHICS: NORMATIVE APPROACHES 



118 

human purposes—i.e., both morally rich and useful to organizations and 
the communities in which they operate” (p.  123). Wicks and Freeman 
advised organization theorists to pay attention to business ethics 
approaches (ISCT, stakeholder theory, feminists, Aristotelian, etc.), 
emphasizing that any of these approaches may be productively applied in 
practice.

They rejected science as a unique search of truth based on Rorty’s 
philosophy.

Science is simply another narrative account of how things within the world 
relate to each other. This critique does not suggest that science is either 
 useless or dangerous. Quite the contrary, science has been of great assistance 
in harnessing the brute forces of the world to fill basic human needs and 
advance our larger aspirations (e.g., exploration, self-knowledge). To the 
extent that it continues to serve these purposes rather than direct them, sci-
ence is a healthy and important tool. It becomes dangerous only when the 
myths become Truth and when people forget that science is simply another 
vehicle for interpreting the world and implementing human purposes, not 
for obscuring or defining them. Tolstoy’s words are refreshing in this regard: 
“Science is meaningless because it gives no answer to our question, the only 
question important for us: What shall we do and how shall we live?” 
Positivism obscures this most basic question when people think about orga-
nizations, and it creates an epistemic context which prevents it from being 
taken seriously. (1998)

Although practical orientation of the theory is reasonable thing, the 
neglect of the scientific method does not look very practical. One can say 
that religion and science both use natural language so they are equal, but 
we know that they are not. Technological progress is based on the scien-
tific method and cannot be based on religion so not all narratives are 
equal. We could say that scientific method is the best pragmatic philoso-
phy because it helps to avoid unnecessary disputes (remember nine inter-
pretations of separation thesis) and better understand each other. Would 
Wick and Freeman change their attitude if the scientific approach in ethics 
answered Tolstoy’s questions? And how may they be sure that this is 
impossible?

The best pragmatic response for the normative-empirical problem in 
research is being very careful in shaping research questions and avoiding 
confusion of normative or positive. The Journal of Business Ethics (edited 
currently by Freeman) publishes hundreds of papers with high-quality, 
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positive research in business ethics, which are successful because they fol-
low scientific method (theory, hypotheses, empirical verification).

The problem is that diversity and richness praised by Freeman and 
other scholars has a negative side—a non-scientific methodology. Certainly, 
we should allow everyone to develop any theory one wants, but we should 
not stop developing at the same time scientific methodology, which did a 
great job in natural sciences.

In his 2010 book on stakeholder theory, Freeman devoted the whole of 
chapter 3 to the methodological foundations of stakeholder theory where 
he once more provided extensive criticism of positivist methodology, 
positive- normative distinction (as well as fact-value dichotomy), and 
advertised pragmatism as the best philosophy for developing stakeholder 
theory. However, it seems that stakeholder theory demonstrates the ques-
tionable outcome of neglecting scientific methodology. It is very difficult 
to read debates in stakeholder theory because the criteria for distinguish-
ing right from wrong are blurred and it seems that opponents often talk at 
cross purposes. For Freeman, stakeholder theory is just a “genre for narra-
tives”, so any text with stakeholder terminology and wishful thinking may 
win a legitimate place in that genre. Is that very practical?

vERiFiCatioN aNd NoRmativE BuSiNESS EthiCS

A special issue of American Management Review in 2003 opened with an 
editorial “Taking ethics seriously—A mission now more possible” by 
Thomas Donaldson. He stressed the increasing importance of ethics issues 
in contemporary business but regretted a skeptical attitude to ethics as a 
discipline.

One problem preventing us from taking ethics more seriously is a form of 
scientific naivete, where we regard ethics as worse than “soft” because it 
lacks a theoretical foundation. (364)

Donaldson writes that in the early twentieth century, philosophers of 
science suggested that “only empirical claims can rest on solid theoretical 
foundations and that normative ones must be left to emotion or personal 
preference” (364). They developed the famous “falsifiability” criterion to 
distinguish science from non-science but later they abandoned this doc-
trine once it was generally seen that this falsifiability proposition itself 
could never be falsified through observation and experiment. If we con-
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tinue to use this criterion, we should “remove for from the corpus of 
human thought entire fields of inquiry, including logic, mathematics, 
and—not incidentally for our purposes—ethical and political philosophy.” 
Donaldson claims that some of the most important work in economics 
and ethics which emerged over past decades is rigorous, logical, and theo-
retically elegant, but not at all dependent on observation or experiment, 
e.g. Amartya Sen’s path-breaking analysis of the ethical foundation of eco-
nomic theory and John Rawls’ political philosophy.

From my point of view this criticism looks unjustified for several rea-
sons. First, empirical verification (i.e. falsifiability criterion) still is used as 
the basic principle in scientific research. Second, some propositions in 
 economics and ethics may be technically difficult to verify because it is dif-
ficult to measure some phenomena, but the same problems with measure-
ment are experienced by physics or astronomy and still these disciplines 
continue to be sciences, so why we should degrade economics and ethics 
for that reason?

In reality, the development of experimental methods during recent 
decades significantly expanded the opportunity for verification of the nor-
mative ethics proposition. For example, experiments conducted by Lorenzo 
Sacconi and his colleagues since 2010 are an excellent example of the 
approach for empirical verification of normative claims. Sacconi and his 
colleagues explored the behavior of people under a veil of ignorance, 
focusing on their attitude to impartial choice, and so on. It is important 
that Sacconi understands this research as an empirical contribution to nor-
mative ethics. In 2015, Pedro Francés-Gómez, Lorenzo Sacconi, and 
Marco Faillo published the paper “Experimental economics as a method for 
normative business ethics”, which explicitly discusses how empirical meth-
ods may be very useful for the development of normative theory.

In Sacconi et al.’s experiments (Sacconi & Faillo 2010; Sacconi et al. 2011; 
Faillo et al. 2015), 9 Rawls is taken literally (Rawls 2001). Under the veil, 
agents may be as much ‘non-tuist’ as they are in the real world. The design 
aims to test whether concrete persons under the same conditions assumed 
by a normative theory will reason in the same way as the normative theory 
assumes they would. What is tested here is a particular form of moral reason-
ing, or moral justification, in so far as the ‘veil of ignorance’ is seen as the 
basic form of reasoning leading to impartial justification of principles and 
choices.

This sort of design can be rightfully termed experimental normative eth-
ics: researchers are exploring whether replicating the assumptions of a moral 

 M. STORCHEVOY



 121

theory about agents and the decision problem (e.g. by simulating in the 
laboratory choice situations satisfying the assumptions of the model) agents 
would actually reason, or express their moral judgment, according to what 
the theory assumed they would. Researchers are experimenting whether the 
normative theory is a good description of how moral reasoning works.

The authors do not question the impossibility of deriving “ought” 
from “is” but they claim that it is possible to check many assumptions 
which are made by speculative philosophy about the moral reasoning of 
people in thought experiments. I would suggest making the last step and 
abandoning the assumption about the “ought-is fallacy” as a fallacy of its 
own. Normative choice (“ought”) is made by people under certain condi-
tions and we may empirically check if real people confirm this choice under 
the relevant conditions reconstructed in the experiment.

NotES

1. The problem of defining the methodological nature of stakeholder theory—
if it is an instrumental framework for strategic management, a normative 
explanation of manager’s responsibilities, or a descriptive theory of real 
managers’ behavior—remained a disputed issue for many years. We dis-
cussed this issue in this chapter. Here, we would like to focus on the norma-
tive part of the stakeholder theory.
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CHAPTER 5

Business Ethics: Moral Issues and Dilemmas

Abstract In this chapter, we will try to make one more additional step 
toward the development of a more systematic approach to normative busi-
ness ethics analysis. First, we will try to answer the important question of 
what the main unit of analysis in business ethics is and elaborate a definition 
of a moral issue which may play this role. Then, we will design a new typol-
ogy of a moral issue which may be claimed to be the most comprehensive 
classification of this phenomenon in business ethics literature. After this, 
we will analyze the concept of moral dilemmas and approaches to their 
resolutions. In the end, we will discuss potential criticism of our approach, 
provide a test for completeness of the proposed typology, and outline the 
applicability of this approach in the academic and educational domain.

Keywords Moral issue • Moral dilemma • Typology • Perfect    
competition • Market power • Discrimination • Contracts • Externalities 
• Ownership

Many productive scientific theories have a primary unit of analysis, e.g. in 
economic theory there are two such units—individual choice and market 
equilibrium. In the new institutional economics, this is transaction and 
institution. What is the basic unit of analysis in business ethics? 
Unfortunately, if we open a textbook in business ethics, we cannot find an 
answer. Probably, the absence of a clear basic unit of analysis makes a 
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major contribution to the common perception of business ethics as a 
vague and hard-to-handle discipline.

It may be argued that the basic unit of analysis in business ethics should 
be the same as in general ethics. However, what is the basic unit of analysis 
in general ethics? Probably, this is individual actions and moral norms 
because de facto they are the most traditional objects of moral evaluation. 
It may be also argued that it is not actions and norms themselves that 
provide the material for analysis but specific situations or cases in which 
these actions happen or which these norms regulate. These situations 
always represent problems that may be called moral issues or moral dilem-
mas and it is these phenomena that serve as basic objects of normative 
analysis. How can we define them? Let us first try to find out how the 
existing literature handles this question.

Review of existing Definitions

If we look at extant business ethics literature, we will see that the concepts 
of moral issues and moral dilemma concepts remain poorly defined and 
underused in academic papers as well as in textbooks. In particular, it will 
be clear that (1) there are no universally accepted, clear definitions of these 
concepts, although there is common understanding between some authors 
that a moral issue is a simpler problem but moral dilemma is a more diffi-
cult choice related to contradiction between two norms; (2) moral issues 
and moral dilemmas are systematically used as primary units of analysis in 
normative papers and in textbooks; and (3) many authors, while speaking 
about moral dilemmas, confuse normative analysis of dilemmas with 
descriptive analysis of people’s behavior in making “hard moral choices”.

If we look at contemporary usage of the concepts of moral issues and 
moral dilemmas in business ethics literature, we find no general consensus 
on their definitions and role in analysis. It is symbolic that in many busi-
ness ethics textbooks, there is no any explicit definition of ethical issues or 
ethical dilemmas at all. If we look at the academic literature, we find that 
many papers with “ethical dilemma” or “moral dilemma” in the title do 
not actually define and discuss moral dilemmas as such; rather, they use 
these expressions metaphorically or assume the concepts are clear and do 
not need further definition or specification (Takala and Uusitalo 1995; 
McCabe et  al. 1991; O’Neil and Pienta 1994; Fuxman 1997; Ergeneli 
2005; Piercy and Lane 2007; Haley 1991; Wines et  al. 1998). Other 
authors provide a definition but usually it is too broad. Moral issues or 
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dilemmas are often understood as an “uneasy ethical choice,” and their 
understandings differ only in specifying the source of this unease. For 
example, the entry for “ethical dilemma” in an encyclopedia of business 
ethics defines this term as “a situation where there is uncertainty regarding 
what is the proper or right thing to do” (Kolb 2008, p. 592), which arises 
as a result of conflict between some values or principles, or a conflict within 
a principle. In a textbook on the ethics of financial accounting (Duska and 
Duska 2005), an ethical dilemma is understood to be a situation where 
some arguments demand one action, while some arguments demand 
another, but these “arguments” are understood quite widely as interests, 
principles, or values. The textbook on business ethics by Paliwal (2006) 
has a special chapter devoted to ethical dilemmas which provides over-
views of various definitions of this concept, but eventually prefers to 
understand it broadly as a “difficult choice with no clear-cut right answers” 
(p. 59). Rossouw (2005) defines a moral dilemma as a situation where 
“division between what is ethically right and wrong gets blurred” (p. 4). 
Jones (1991), following Velasquez and Rostankowski (1985), defines a 
moral issue or moral dilemma as a situation where a person’s actions, when 
freely performed, may harm or benefit others. All these examples demon-
strate that there is no a universal, clear-cut definition of moral issues in the 
literature.

Sometimes, a moral dilemma is understood not as a situation requiring 
normative analysis but as a psychological conflict in the head of a real deci-
sion maker. For example, Schumann et al. (2006) used the notion of ethi-
cal dilemma in computer simulations of economic behavior and defined it 
as a situation where the manager had to choose between increasing his/
her welfare and violating some ethical principle in the process. This is a 
psychological conflict because the ethical solution is already known by the 
actor and the problem is not in normative analysis but in compliance with 
the ethical solution. Another example of this understanding is the typol-
ogy of “moral problems” in (Geva 2006) based on the extent of uncer-
tainty over the right choice (high or low) and the motivation of the 
decision maker to follow the right choice (high or low). This leads to a 
matrix of four concepts: (1) a genuine ethical dilemma, in which the actor 
is unsure about the right choice but has the will and ability to do what is 
right; (2) a compliance problem, in which the actor knows the right choice 
but experiences difficulty making this choice; (3) moral laxity, in which 
the actor knows the general idea of rightness but fails to take serious steps 
toward making this choice because there is an indefinite range of ways to 
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execute this action; and (4) no-problem problem, in which the actor knows 
the right choice is and has the will and ability to make it. Although this 
might be a useful typology for behavioral ethics, it does not shed any addi-
tional light on the moral dilemmas for normative analysis in which we are 
interested in this chapter.

If we look at the moral philosophy literature, we may find a narrower 
definition of a moral dilemma as a “situation in which each possible course 
of action breaches some otherwise binding moral principle” (Blackburn 
2005, p. 250).1 This definition is used by some authors in business eth-
ics—e.g. Lurie and Albin (2007) see an ethical dilemma as a situation 
where the actor has to choose between two or more mutually exclusive 
norms.

Only few authors provide a distinction between a moral issue and a 
moral dilemma, although there is also no uniformity in these defini-
tions except a general agreement that the former is about an easier situ-
ation where the right action is clear, and the latter is a situation 
involving conflicting norms. For example, Lemmon (1962), a promi-
nent theorist of moral dilemmas in philosophy, distinguished five 
“moral situations”: (1) we know what to do and simply do it; (2) we 
know what to do but are tempted not to do it; (3) we both ought to 
do something and ought not to do that thing; (4) the previous case but 
with some uncertainty about these “oughts” (e.g. we do not know 
precisely what will be the consequences); and (5) an agent faces a 
unusual decision that requires rethinking basic moral principles. 
Lemmons recognizes the last three cases as moral dilemmas, and each 
subsequent dilemma looks more complex than the previous. However, 
Lemmons’ approach has some methodological shortcomings. First, he 
did not provide a definition to distinguish moral situations from non-
moral ones (so there is no definition of “moral issue” in his frame-
work). Second, he also did not distinguish between normative and 
behavioral analyses of moral dilemmas. For example, the second situa-
tion in his list represents a behavioral problem (psychological conflict), 
and not an issue for normative analysis. However, Lemmons’ dichot-
omy between “moral situations” and “moral dilemmas” seems to be a 
good methodological step that was followed by some later writers. 
Lemmons finished his paper with an explicit appeal to develop a com-
prehensive typology of moral dilemmas (“a detailed breakdown of the 
different kinds of difficult moral situations in which human beings… 
find themselves”) (p. 157).
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Lemmons’ approach was realized in business ethics by Toffler (1986) in 
a book on empirical research of ethical decision making. Toffler defined a 
“moral issue” in terms of single values or concerns (e.g. fairness, safety, 
honesty, etc.) and a “moral dilemma” in terms of conflict between two 
values in one decision. Similarly, Jackson (1996) used the term “moral 
problem” to describe a situation where none of the options seems to be 
wrong but the choice is influenced by moral considerations, and the term 
“moral dilemma” to mean that whatever one does seems to be wrong 
(p. 35). Maclagan (2003) followed Toffler’s dichotomy and distinguished 
between a “quasi-moral dilemma” where one horn of the dilemma is per-
sonal self-interest (this is equivalent to the second type of moral problem 
in Lemmons’ framework), and “acute moral dilemma” as a contradiction 
between moral values.

As we see from this survey of various definitions and framework, there 
is no universal understanding that moral issues and moral dilemmas are 
very important units of analysis, which should be accurately defined and 
systematically studied. Although some authors (such as Lemmons and 
Toffler) tried to change this situation, general business ethics literature did 
not follow their call.

A Definition of MoRAl issues

If we assume that moral issues and moral dilemmas are primary units of 
analysis in normative business ethics, it is impossible to define them out-
side of a framework of normative analysis. In other words, we need first to 
make at least some normative assumptions before we will be able to shape 
a meaningful definition of moral issues, because if we do not know any-
thing about what is good or bad, we cannot say that any moral issue takes 
place.

As far as we use a scientific approach to normative ethics which is based 
on individual choice and verification, we can suggest the next definition of 
a moral issue—a situation of choice which increases the well-being of one 
person and decreases the well-being of others. This definition comes close to 
those of Jones (1991) or Velasquez and Rostankowski (1985), as well as 
to Pareto-efficiency in welfare economics (see Chap. 2).

According to this definition, some actions do not constitute moral 
issues and should not be analyzed with normative theory.

First, if an action influences only the welfare of the actor, she is given 
absolute freedom in performing this action and there is no moral issue. All 
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moral issues are about social interactions and interdependency of people. 
Here, we should add our traditional reservation—the actor possesses all 
necessary knowledge and controls emotions. Otherwise, it may be argued 
that her actions may be not good for this person and in this case, it becomes 
a moral issue, i.e. it requires the attention of normative analysis.

Second, if an action improves the welfare of all people (in the language 
of welfare economics, this situation is called Pareto-improvement), it is 
definitely a good action and it also does not constitute a moral issue. Vice 
versa, if a decision deteriorates the welfare of all people, it is a definitely a 
bad decision. Both cases represent an obvious moral choice and will be 
unanimously evaluated by any person as a good or bad one, so there is no 
room for further normative ethical analysis. Unfortunately, in business 
ethics, only very few actions which influence the welfare of other people 
may meet this pure win–win criterion because in almost all cases, some 
negative effects for some participants of the economy may be found. Any 
positive influence on the individual welfare of people may influence their 
buying behavior so some companies may lose revenue, which is formally a 
win–lose situation and requires normative analysis.

Therefore, we define a moral issue as a win–lose situation in a market or 
intraorganizational interaction which requires normative analysis. Can we 
build a typology of these moral issues to make this analysis more 
efficient?

why typologies ARe iMpoRtAnt?
Although typologies seem to be important in any science, they are 
extremely important in social sciences, including economics or manage-
ment studies, because a great variety of real-life situations can often be 
effectively reduced to a finite number of ideal types for more efficient 
analysis. Some authors in management literature even believe that this a 
key step in building a good theory. For example, in a recent editor’s com-
ments to an issue of American Management Review devoted to styles of 
theorizing in management literature (Delbridge and Fiss 2013), the 
authors reported a marked decline in typological theories in recent decades 
and made a strong claim that building new “theoretically rigorous and 
fully specified” typologies should be understood as a key intellectual strat-
egy for developing theory.

Therefore, we believe that the large variety of real situations of ethical 
choice might and should be reduced to a finite number of systematically 
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ordered ideal types of moral issues and moral dilemmas. A good classifica-
tion of such ideal types may have great methodological value for theoreti-
cal development of normative business ethics, as well as for their application 
in real processes of ethical decision making. It may help reveal and struc-
ture potential ethical issues in specific areas of management (marketing, 
finance, HR, etc.), as well as make normative analysis more precise and 
efficient. The importance of a typology of moral issues for theoretical, 
practical, or educational domains of business ethics was emphasized by 
some authors who made efforts in this line of analysis (e.g. Geva 2006; 
Maclagan 2003), and there seems to be much room for further develop-
ment in that area.

Review of existing typologies

As there is no universal definition of moral issues and dilemmas in business 
ethics, it would be naïve to expect to find a generally accepted typologies 
of these phenomena. In some business ethics textbooks, there is no clas-
sification of ethical issues at all (Rossouw 2005; Weiss 2006). However, in 
many other textbooks, we may find two general approaches which are 
explicitly or implicitly used to structure “moral problems.” The most 
common approach is manifested to structure the analysis of moral issues 
by various stakeholders (consumers, suppliers, personnel, creditors, local 
community, etc.) or by various business areas (marketing, advertising, 
finance, accounting, human relationships, international business, etc.). 
Both variants lead to similar results under different names and specifica-
tions (for example, the “ethics of dealing with consumers” is equivalent to 
“ethics in marketing” and “ethics in advertising”). This approach is used 
by Crane and Matten (2007), Weiss (2006), and in many other textbooks. 
The other less common approach is to structure the analysis of moral 
issues by various general ethical issues (e.g. fraud, corruption, privacy, fair-
ness, etc.). This approach is used by Fritzsche (1997), who devotes a sepa-
rate section of his textbook to a typology of ethical issues and distinguished 
the following five broad types: bribery, coercion, deception, theft, and 
unfair discrimination. For example, by coercion, Fritzsche means various 
obligations that may be imposed by one side of a contractual relation on 
the other (e.g. demands to buy some products in bundles) or bringing 
damage to a company by undermining its reputation (e.g. the case of 
Tylenol). For theft, he considers using other people’s information, fake 
products, price collusion in a market, and so on.

 BUSINESS ETHICS: MORAL ISSUES AND DILEMMAS 



132 

We may notice that classification by stakeholders/business areas and by 
general ethical issues are complementary to each other. It is logical to 
assume that the same general ethical issues may appear in various business 
areas. For example, the deception of suppliers and the deception of cus-
tomers normally fall into different textbook chapters, although they essen-
tially may be seen as the same type of moral issue. It would be unproductive 
to view relationships with every stakeholder as totally specific. Instead, it 
would be a good idea first to develop a comprehensive typology of general 
ethical issues and then apply it systematically to various stakeholders or 
business areas. It seems that no author follows this two-step methodology, 
and we hope our further analysis in this chapter may help to fill this meth-
odological gap.

Unfortunately, there is no ready comprehensive typology of general 
ethical issues that might be used for this purpose in the contemporary lit-
erature. Fritzsche’s classification is a very interesting example of structur-
ing moral issues, but it has some methodological limitations. First, the 
types seem to be too broad. For example, the situations of fake products 
and price collusion deserve to be examined as separate moral issues 
(because they require the application of very different economic models) 
and not as examples of abstract “theft”, although there are symptoms of 
theft in both. Second, Fritzsche’s classification seems to be incomplete. 
For example, there is no place for the problem of paternalism in this clas-
sification, or providing transportation services for weapon dealers. Third, 
it is built on unclear or unexplained criteria, and probably the absence of 
clear criteria leads to some ambivalence in this typology. For example, it 
seems that we can reasonably classify some situations such as fake products 
as deception as well as theft.

A typology of twelve general ethical issues was offered in another text-
book on business ethics by Jennings (2011): (1) taking things that do not 
belong to you; (2) saying things you know are not true; (3) giving or 
allowing false impressions; (4) buying influence or engaging in conflict of 
interest; (5) hiding or divulging information; (6) taking unfair advantage; 
(7) committing acts of personal decadence; (8) perpetrating interpersonal 
abuse; (9) permitting organizational abuse; (10) violating rules; (11) con-
doning unethical actions; and (12) balancing ethical dilemmas. This is a 
very interesting typology, which is more detailed and much closer to our 
purposes than Fritzsche’s, but it also has some methodological problems. 
First, this typology seems to represent dilemmas from general ethics, not 
focused on business or managerial choices. As a result, many business 
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issues remain uncovered (e.g. price abuse or discrimination). Second, the 
boundary between these types is not always clear (e.g. it is difficult to draw 
clear boundaries between the second, the third, and the fifth dilemmas).

If we look at academic papers in business ethics, it is even more difficult 
to find a typology of ethical issues. One of the rare exceptions is Sele’s 
(2006) paper on marketing ethics, in which he classifies all ethical dilem-
mas in marketing around the famous “four Ps”: product, place, price, and 
promotion. This framework reflects important structural characteristics of 
ethical issues (and has much in common with our approach proposed 
below), but it is insufficient to serve the function of a general classification 
suitable for all functional areas of management.

As is clear in this review, there are no universal definitions or typologies 
of moral issues and moral dilemmas in the business ethics literature. In the 
following section, we will make a step to fill this gap. We build our 
approach as closely as possible to conventional terminology, namely the 
philosophical tradition of understanding moral dilemmas and on Toffler’s 
(1986) dichotomy of moral issues and moral dilemmas, to achieve maxi-
mum compatibility with extant literature. First, we provide our definition 
of moral issues and its methodological assumptions. Second, we build a 
comprehensive typology of moral issues in business ethics, which may be 
used as a universal framework applicable to all stakeholders or business 
areas. Third, we try to create a list of moral norms that may be used for 
deriving moral dilemmas, but in this process, it will become clear that all 
“hard moral choices” are created not by contradiction of moral norms but 
by several “vulnerability factors” that modify the structural characteristics 
of any moral issue. Thus, we will build a matrix of moral issues with vul-
nerability factors and finish the section with a summary of the nature of 
“moral dilemmas”.

A typology of MoRAl issues

The next step should be building a workable typology of moral issues in 
business that may be used as a framework for further normative analysis. It 
seems that a good typology should meet these requirements: (1) it should 
be built on an explicitly defined criterion; (2) it should be complete, i.e. 
covering all possible actual ethical choices; and (3) it should be universal 
and applicable to all business areas (relationships with all stakeholders).

We suggest such a typology built on several explicit criteria (Fig. 5.1). 
The first level of classification is based on the type of relationship of the par-
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ties involved, and includes three branches: (1) ownership: appropriation of 
an asset contested by several parties by one of these parties; (2) externali-
ties: influence of one party to another party through some side effects; and 
(3) contracts: redistribution of welfare in a contractual relationship. All 
these relationships have various natures. In the first and the second types, 
the parties are not involved in any common business activity and may not 
even interact explicitly. In the third case, the parties deliberately engage in 
an exchange and their actions may generate potential ethical issues. 
Classification of moral issues inside these three branches depends on vari-
ous criteria. Let us discuss them one by one.

The ownership branch covers all moral issues related to appropriation of 
valuable assets, i.e. to establishing property rights. For example, when two 
retailers compete for a piece of land available for building a store, what 
moral principle should govern this issue? All moral issues in this branch 
can be classified according to the kind of asset disputed. It could be: mate-
rial product (O-1), non-material product (O-2), natural resource (O-3), 
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or public good (O-4). The fundamental difference between these assets 
represents different conditions of their reproduction: (1) a material prod-
uct is usually produced and reproduced with a fixed cost; (2) a non- 
material product is produced with certain costs but after that may be 
reproduced with zero or close-to-zero costs; (3) a natural resource is usu-
ally “produced” by nature and cannot be easily reproduced; and (4) a 
public good is produced at fixed cost but can be consumed for free by 
everyone (cannot be owned). It is reasonable to expect that these four 
types of situations should be analyzed separately in normative business 
ethics with the application of various economic theory models, and for 
every type, we may expect different ethical implications.

The externalities branch covers all situations where one person’s actions 
create an unintended effect on the assets, income, or health of other peo-
ple. For example, a factory dumps waste water into a river used by a local 
community as a source for drink water or for swimming. The criterion for 
classification is the nature of the external effect. The first type supposes a 
physical effect, e.g. the factory dumping waste into the river (E-1). The 
second type supposes not a physical but an economic effect, e.g. a company 
invents a new technology that drives another company out of business 
(E-2). The third type involves an ethical effect: having some relationships 
with a partner who conducts some unethical activity, e.g. selling transport 
services to a weapons dealer, who then sells weapon to some odious fig-
ures (E-3). The ethical effect is also a sort of external effect because 
although the action in question does not bring any harm as such, a chain 
of events may lead to some bad consequences to other people afterwards. 
All three types of external effects are unintended in the sense that they are 
not the primary purposes of actions that cause them, but they arise as col-
lateral consequences. Again, all three types constitute different moral 
issues that require separate normative analysis and may lead to different 
normative implications.

The contracts branch covers all moral issues that may take place 
between two parties of a contract. These cases are classified by the types 
of actions that cause redistribution. These actions are: (C-1) changing 
price, which leads to expropriation of some part of the partner’s benefits; 
(C-2) changing quality, which also leads to changing the partner’s ben-
efits; (C-A) hiding information to expropriate some part of the partner’s 
benefits; (C-3) refusal to make a contract, which leads to the loss of util-
ity of the potential partner, (C-4) termination of contract, which hap-
pens when one party finds more profitable to stop contract relationships, 
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(C-5) contract breach, where one party does not fulfill its contract obli-
gations. The hiding information (C-A) type includes many situations 
that can be further subdivided into several subtypes depending on what 
information is being hoarded. This could be: (C-A1) information on 
quality, when the seller does not divulge the full information about the 
quality of a product to the buyer; (C-A2) information on costs, when the 
seller does not divulge the full information about the cost of production 
of a product to the buyer or presents information on the price in a decep-
tive way; (C-A3) information on external events, where one party does 
not divulge important information about the business environment to 
the other party; (C-A4) information on the best option for the principal, 
such as when a seller knows the actual interests of the buyer’s demands 
for another service but hides this information to increase its benefits 
from the deal; and (C-A5) information on the side-benefits of the agent, 
conflict of interests (C-A51) or corruption (C-A52) where one party to 
a contract executes the deal in the interests of a third party with whom it 
has some secret relationship.

We suggest that this typology covers all types of moral issues in business 
and may be used as a useful framework for structuring normative analysis 
in business ethics. A test for its completeness and its possible applications 
in business ethics will be discussed later in this chapter. Now we are going 
to make a next step in our framework development and try to build a 
typology of moral dilemmas.

vulneRAbility fActoRs

If we follow the common definition of a moral dilemma as a contradic-
tion between moral norms, existing in moral philosophy (Lemmons and 
others) or in business ethics (Toffler 1986; Jackson 1996), the logical 
method for deriving moral dilemmas should be the following. First, we 
need to build a list of moral norms for a given typology of moral issues, 
and then look at which of them may contradict each other in a real-life 
choice. A reminder is necessary here that we are building moral dilem-
mas for the scientific moral theory and not considering “dilemmas” that 
real people face in their behavior. Real dilemmas may be inappropriately 
understood and shaped and this is the object of behavioral ethics 
research (e.g. models of sense-making, etc.). For normative analysis, we 
should detect situations that should be recognized as moral dilemmas 
by normative theory.
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The only correct way to build this list of moral norms is to conduct 
normative analysis of all moral issues from our typology and derive norms 
for every issue. After this, we could try to figure out what typical contra-
dictions between these norms may take place in real business and finally 
build a typology of moral dilemmas. However, when we start deriving 
norms for moral issues in our typology, we soon find that it is impossible 
to conduct normative analysis of any moral issue without additional 
description of structural conditions determining the distribution of power 
and the capabilities of the actors. This is what is called “structure” in the 
structure–conduct–performance paradigm in industrial organization the-
ory, where you need first to describe the structure of the market (number 
and size of buyers and sellers, quality differentiation, allocation of infor-
mation, etc.), and only then can you predict the conduct of actors in that 
structure and after this evaluate their performance—the welfare outcomes 
of their conduct.

Therefore, we need first to describe typical conditions or factors that 
should be used in normative analysis of every type of moral issue. We sug-
gest using the methodology of moving from the simple to the complex. First, 
we define the easiest case where it is relatively easy to derive moral norms 
that should govern ethical behavior in all types of moral issues—perfect 
competition. Then, we discuss four universal factors that can make every 
moral issue a more difficult normative problem—market power, personal 
differences, non-neutrality, and unethical environment. It will be seen later 
that it is these factors that can make every moral issue an easy or hard 
choice, and the simple dichotomy between moral issues and moral dilem-
mas is not enough to reflect the real landscape of normative analysis in 
business ethics.

1. Perfect competition. An ideal situation that can be used as a starting 
point in normative analysis may be called perfect competition and should 
include six main characteristics: (1) many small buyers and sellers; (2) per-
fect mobility of all people, products, and resources; (3) perfect divisibility 
of all products and resources; (4) all people have equal capabilities; (5) all 
people are neutral to each other; and (6) all people are fully rational and 
not bound by any cultural or social norms. Perfect competition is often 
used as a starting point of analysis in economic theory, and it makes sense 
to borrow the same approach for business ethics. Then we need to apply 
our scientific approach to normative analysis, which assumes finding con-
sent of self-interested actors devising moral norms for the society in which 
they would like to live. Under this approach, we can relatively easily define 
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simple moral norms for behavior under perfect competition, because these 
norms successfully resolve the majority of moral issues.

For example, the best moral norm for C-1 (price change) is free pricing, 
which gives the company unlimited rights to determine its price, because 
free competition in the markets will lead all of them to the best possible 
result. A particular act of increasing a price may have direct negative con-
sequences for customers of that product, but in the long run, a system 
with free pricing will create higher economic welfare for all participants. 
This thesis may be proved in various ways. There is a logical explanation 
coming from the Invisible Hand metaphor by Adam Smith to the Austrian 
school of the twentieth century which states that price signals serve as an 
excellent mechanism for directing resources to the best possible use. 
Under perfect competition, it is usually assumed that adjustment happens 
rather fast and the suffering of customers who have to pay more for some 
more expensive goods actually is minimal. Another proof of this thesis 
may be provided by the First Theorem of Welfare Economics, which states 
that under perfect competition, allocation of resources is Pareto-efficient, 
i.e. it is impossible to increase the total product by reallocation of any 
resource. Finally, it may be argued that under perfect competition, every-
one earns the same reward for the same type of contribution, i.e. unfair 
compensation will be quickly ruled out by movement of resources.

If we consider another issue, C-4 (contract termination), the best moral 
norm again will be freedom of contract termination, giving unlimited rights 
to the company to terminate any contract with its suppliers, customers, or 
employees at any moment with one reservation—the company should 
compensate investments made by the partner who was relying on that 
contract. Without this compensation, any company will be afraid to make 
relation-specific investments, and this lack of trust will limit efficient 
investments and economic growth. This fact is demonstrated by new insti-
tutional economics (contract theory), as well as economics of law.

In a similar manner, we may conduct normative analysis of all other 
moral issues under perfect competition and derive moral norms for all of 
them. This full normative analysis is beyond the scope of the present chap-
ter, which is focused only on discussion of the methodology of normative 
business ethics.

However, when at least one of the six conditions of perfect competition is 
not held, the moral norms derived for perfect competition may lead to 
unethical outcomes. In this case, we need to continue normative analysis and, 
as we will see below, there might be moral issues that are difficult to solve.
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2. Market power. When one of conditions 1–3 is not valid (i.e. if there 
are few buyers or sellers, imperfect mobility, or imperfect divisibility of 
resources), there will be market power at least on the one side of the mar-
ket. In this situation, the moral norms developed for perfect competition 
may lead to bad outcome. For example, a seller with market power may 
raise its price and this will not lead to higher economic welfare in the long 
run (contrasting to free pricing under perfect competition, which creates 
incentives for other producers to move resources to more profitable indus-
tries). Therefore, a rational individual may prefer to choose a different 
moral norm for C-1 under this market structure, e.g. some principle of 
price regulation. Similarly, we may need another norm for the moral issue 
of C-4 with market power, because if the only employer in a small town 
starts firing its employees who cannot find easily another place of employ-
ment, the moral norm of free contract termination will again lead to a bad 
outcome. Similarly, the norm for any moral issue derived for perfect competi-
tion may fail to lead to an ethical outcome if it is applied to the same moral 
issue with market power. Deriving moral norms for moral issues with mar-
ket power is a much more difficult task because here we face two method-
ological challenges: (1) how to measure the degree of market power; and 
(2) what principle should be used to derive a new moral norm. For exam-
ple, for moral issue C-1, we need to define a measure of market power 
which will be used for regulation and define a rule of limitation, i.e. “if the 
market share of the company is larger than 50%, then it is immoral to set 
up a profit margin higher than 25%”. The principles of derivation of these 
particular rules and numbers should be the subject of special normative 
analysis where normative business ethics should work along with the eco-
nomic theory and where we inevitably will need to come to various com-
promises and rules of thumb.2

3. Personal differences. Moral norms for perfect competition may also 
lead to bad outcomes in the case of personal differences which may create 
significant advantages as well as disadvantages for some market actors. If 
some people are much smarter or faster than others, they may enjoy higher 
gains in a competitive economy, and this may be seen as unfair under the 
veil of ignorance logic because these advantages are not the result of their 
efforts. The opposite situation takes place when some people have signifi-
cantly limited capabilities because of disability, age, or some other reason. 
These people may enjoy smaller than average rewards, if any at all, which 
may also seem unfair for the very same reason. For example, does a com-
pany have the moral right to pay the very able worker and a disabled 
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worker exactly according to their productivity, if their capabilities are 
beyond their control? Therefore, in this case we need to conduct norma-
tive analysis once more, and now the two challenging questions will be: 
(1) how to measure the degree of differentiation; and (2) how to adjust 
the moral norms for perfect competition to achieve an ethical outcome in 
the new conditions. Similarly, under rather small degrees of differentiation 
which often take place in the real world where all workers have only slightly 
different capabilities, the correct moral norms should be freedom of pric-
ing or freedom of contract termination, because the costs of measuring 
and adjustment for inequalities (including inevitable mistakes) would be 
much higher than benefits from this regulation. However, when the 
degree of personal differences becomes stronger, we really may need to 
derive other norms which will compensate these inequalities.

It is interesting to note that not only may different capabilities modify 
moral issues, but differences in tastes might as well. People who belong to 
the majority win more than people with specific tastes in every market 
economy because of scale effects. For example, if there is low demand for 
classical music, there will be much smaller opportunities for its fans to 
consume this good because it will be more expensive and rare than if the 
demand for this product was massive.

4. Non-neutrality. Under perfect competition, we assume that people 
deal with each other only on the basis of mutual benefits, and do not have 
any personal sympathies or dislikes towards other people. If this is not 
true, we may again expect that many moral norms of free pricing, free 
contract termination, and others may lead to questionable outcomes. For 
example, a property for sale may be offered at a higher price to representa-
tives of some ethnic minorities whom the owner dislikes. The allocation of 
jobs inside a company or the termination of labor contracts may also be 
made under the influence of these factors. Therefore, non-neutrality is 
another factor that distorts perfect competition and requires the reassess-
ment of moral norms. In common language and business ethics, this prob-
lem is usually called discrimination, but it seems non-neutrality is a better 
term to denote this structure as such, because a non-neutral actor may 
eventually decide to refrain from discrimination. The opposite situation is 
when the actor has some positive feelings toward some other actors, she 
may prefer to deal with them and reject dealing with other potential part-
ners. It is important to note that this is not the same problem as conflict 
of interests, because non-neutrality means that both the principal and 
agents may “discriminate” against each other, but conflict of interest is a 
problem of agent behavior caused by some economic interests.
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5. Unethical environment. In the previous analysis we assumed that all 
actors in the economy are fully rational and not bound by any cultural and 
social norms. This means that everyone will agree about a common set of 
moral norms, and any ethical action of the firm will not be condemned by 
society. However, if an actor makes a decision in a society which follows a 
different set of moral principles (because it is bounded rational or locked 
into some traditions), then an actor’s genuine ethical choice may go 
against the will of the majority. This problem usually arises when Western 
corporations come to work in developing countries where different ethical 
regimes operate. For example, there might be wide use of corruption, or 
companies might not provide social security to employees, which is com-
mon in Western economies. In these circumstances, the Western firm may 
face high costs of moral behavior that follow from social disapproval of its 
actions or unfavorable competitive position. It may take the form of con-
tradiction to local laws or contradiction to local cultural norms, but in any 
case, the firm may incur financial losses or even lose the business. This is 
another example of high costs of applying moral norms derived for perfect 
competition, and we need to develop some other norms for moral issues 
in an unethical environment.

We may note two interesting features. First, perfect competition may be 
distorted by several vulnerability factors at the same time (e.g. market 
power and non-neutrality). Second, there is some asymmetry in this 
framework. Many moral issues with perfect competition are resolved with 
rather simple moral norms (such as C-1 with a free-pricing norm), but 
other moral issues require more complex solutions even with perfect com-
petition. For example, moral issue O-2 (non-material asset) requires estab-
lishing intellectual property rights, but this means we automatically jump 
into the “hard moral issue” of marker power and need to define the terms 
of patent protection, rules of patent licensing, and so on.

Further, sometimes personal differences or non-neutrality become 
important only together with the market power factor. For example, a 
company may face a choice about firing a disabled employee, but this 
moral issue could be resolved easily under perfect competition, where the 
employee would instantly find another employer. Only if the employer has 
market power does finding a new job take significant time, and in this case, 
firing a normal employee and firing a disabled employee may require dif-
ferent moral norms. A similar situation may occur with non-neutrality: if 
the employer rejects hiring an employee for some personal reason (e.g. 
ethical or gender bias), this employee can find another job easily under 
perfect competition, but cannot under market power. It would be inter-
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esting to conduct a thorough normative analysis of all cells in this matrix 
but this is a task for the future. Here, we are interested more in the general 
methodology of this analysis, and now it is time to discuss the next con-
ceptual problem.

Definition of MoRAl DileMMAs

Moral dilemma as a hard moral choice may be defined in several ways. If 
we want to preserve the common definition of a moral dilemma as a con-
tradiction of two norms, it is necessary to admit that moral issues with 
vulnerability factors do not represent contradictions between two moral 
norms valid without each other.

1. A moral dilemma as a moral issue with strong vulnerability factor. As 
we saw in the previous section, it is very difficult to make a choice under 
moral issues with vulnerability factors. There are not contradictions of two 
moral norms in that case. For example, in the situation of pricing under 
market power, we cannot apply the norm of freedom of pricing, not 
because it contradicts some other norm of perfect competition, but 
because of high costs for society represented by welfare losses for some 
people. These costs are zero in the case of perfect competition, where 
resources may instantly switch from market to market, or negligibly low in 
the case of workable competition where resources may switch compara-
tively easy, so the freedom of pricing norm is the best solution in both 
cases. However, when these costs become significant, we cannot simply 
apply the freedom of pricing norm anymore and need to define another 
norm. The same situation takes place with personal differences. For a small 
degree of personal differences, there is no need for modification of free 
pricing or freedom of contract termination, but when personal differences 
increase, the cost of applying these norms become very high and we need 
to derive another moral norm. Therefore, we should call these situations 
hard moral issues but not moral dilemmas, because there is no contradic-
tion between two moral norms.

However, if one defines a moral dilemma as a contradiction between 
two values (instead of norms), this definition may be formally applied to 
moral issues with vulnerability factors. In this case, a correct definition of 
a moral dilemma could be a hard choice between two comparatively equally 
bad variants which take place inside one moral issue. For example, in the 
case of firing a disabled employee, we compare the losses for the company 
and the losses for the employee. It does not matter how exactly we resolve 
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this issue, whether through a utilitarian comparison of these utilities or 
through deontological derivation of a norm for this moral issue; this type 
of situation may be called a moral dilemma because we are comparing two 
bad things of similar size. In other words, a moral issue is an acontextual 
type of situation, and various particular, real examples of this situation may 
represent an easy moral choice where the right solution (individual decision 
or norm) is obvious or hard moral choices or moral dilemmas where the 
right solution (individual decision or norm) is not obvious because of 
comparatively equivalent variants.3 As was shown above, the latter situa-
tions are always generated by a combination of vulnerability factors.

2. A moral dilemma as two moral issues in one decision. Some managerial 
decisions that look like a moral dilemma may actually involve two or more 
moral dilemmas according to our framework. For example, sometimes 
you cannot avoid making two people worse off, but you must choose 
which of the two to make most worse off. For example, one needs to 
downsize the firm and fire two employees. One should be fired now and 
the other a month later. Firing makes them worse off because they need to 
spend some time finding another job. Being fired first is a worse option 
because there is less time to search for a new job. The moral dilemma is 
who should be fired first. How can we interpret this problem according to 
our framework? First, firing represents a moral issue C-4 (termination of 
contract). Second, we need to look at the structure of this labor market. If 
there are no vulnerability factors (market power, personal differences, 
etc.), this is an easy moral issue—firing both employees is ethical and it 
does not matter who should be fired first. Third, if there are vulnerability 
factors (e.g. both employees cannot easily find another job and have small 
kids), then we have two moral dilemmas (“is it ethical to fire employee 1?” 
and “is it ethical to fire employee 2?”). How we would analyze these 
dilemmas depends on the normative theory we use, but if we are able to 
resolve these moral dilemmas separately, then we can in the same way 
resolve a combination of moral issues about who should be fired first. So, 
choices like “who should be made most worse off” may be consistently 
analyzed with the suggested framework. Probably, we need to introduce 
an additional concept of “compound moral dilemma” to accurately denote 
these situations of choice.

What about the Prisoner’s Dilemma? How does it correspond with our 
framework? The Prisoner’s Dilemma is a general situation in game theory 
where the actors face a really hard choice between cooperation and cheat-
ing. It has many applications to business ethics but it is not a moral 
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dilemma in our framework. For example, two companies may pollute the 
environment and the moral solution is for both of them to limit emissions 
to a low level. However, every company has incentives to secretly increase 
emissions to a high level. This is a Prisoner’s Dilemma situation where the 
optimal rational choice for both players is to cheat. However, “to cheat or 
not to cheat” is not a moral dilemma, because we know that the moral 
choice is not to cheat and keep emissions low. This is a compliance problem 
that should be studied by behavioral ethics but not normative ethics.

It is interesting to note that cooperation in the Prisoner’s Dilemma is 
not always morally good. For example, if two competitors agree to keep 
their prices high, this is an example of unethical behavior in moral issue 
C-1 (changing price). However, each of them may decide to secretly break 
this price agreement and cut its price (a dominant strategy in this game)—
this would be a morally good outcome. Therefore, the Prisoner’s Dilemma 
is a positive model, which studies the rational choice between cooperation 
and defection but it is not a moral issue or a moral dilemma in our 
 framework. It may be applied to study the behavior of economic actors in 
various moral issues.

coMpleteness test

A key issue for any typology is its completeness. We should demonstrate 
the absence of observations that do not fit the typology. The proposed 
typology had been used as a basic framework for structuring normative 
analysis in business ethics classes for several years (2008–2016) and was 
elaborated on the basis of this experience. Besides this, we conducted sev-
eral additional tests to check if this classification of ethical issues was com-
plete. First, we examined all business cases mentioned in a popular 
textbook, “Business Ethics”, written by Crane and Matten (2007), and 
classified them according to our typology. The results demonstrated that 
all moral issues from that textbook fit our typology. Second, we took a 
random sample of papers from JBE, BEQ, and other journals that explic-
itly deal with moral dilemmas in business and checked if all dilemmas dis-
cussed in these papers fit our typology. The results demonstrate that the 
proposed typology covers all these cases.

Some cases that are often discussed in business ethics literature may be 
difficult to classify with this typology because the relationships between 
parties are somewhat tricky, or we may face several moral issues in one 
situation. For example, the famous case with the strike of air traffic control-
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lers may be classified as a combination of several moral issues: C-1 with 
market power (collective bargaining between controllers and their 
employer) + E-2 with market power (travelers have very limited alterna-
tives). Insider trading may be classified as a combination of O-2 (the man-
ager uses the information that belongs to the company) and C-A1 (the 
hidden quality of securities in the stock market prevents efficient market 
functioning).

Some cases may be difficult to classify because of their complicated or 
unusual appearance. For example, the problem of spam or unsolicited 
advertising looks at first glance to be something completely new, but 
essentially it is just a masked variant of the E-1 moral issue, because the 
unsolicited message for an uninterested recipient is simply a negative phys-
ical external effect. Whistle-blowing is just a strategy of coping with the 
moral issue E-3 (dealing with an unethical partner).

Another interesting issue is the problem of a small violation of the 
moral norm derived for a particular issue. For example, it is unethical to 
take bribes, but what about a small gift? How do we conceptualize the 
problem of small infractions? Logically, it seems that this problem is solved 
through with establishing thresholds. For example, a monopolist may be 
prohibited from increasing the price more than 5%, and the manager may 
be prohibited from accepting gifts worth more than five dollars. These 
problems do not constitute separate moral dilemmas but are only the ele-
ments of basic moral issues.

Finally, one more interesting situation arises when a person commits an 
unethical action towards some other person in response to the latter’s 
unethical action. For example, the customers of Microsoft got angry for 
the company for market power abuse, and in response started to use unli-
censed versions of MS software. The same situation takes place in the 
famous Heinz dilemma, where the husband steals a drug (O-1) as a 
response for the unethical pricing of the drug seller (C-1). How do we 
classify this unethical-for-unethical behavior? May this be a strategy of 
behavior in the moral issue of E-3 (dealing with “bad” partner)? Formally, 
it is not because this “bad” partner committed an unethical action against 
the actor and not some third party, so it is not an external effect. Maybe 
this is a vulnerability factor of an unethical environment. But the other 
people in the very same society may be quite ethical, so this is not an 
unethical environment. Probably, dealing with unethical partners who 
already committed some unethical actions against the actor should repre-
sent a special case in normative analysis which falls beyond the matrix of 
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moral issues with vulnerability factors and should be conceptualized as a 
special moral issue.

ApplicAbility

Any framework is useless if it does not help to improve theoretical analysis 
or practical decision making. We hope that our typology does have meth-
odological value and may enhance business ethics research and teaching. 
Generally, as was mentioned above, any typology is itself an important 
method of theory development because it structures our vision of the 
complex phenomena and helps make their analysis deeper and more sys-
tematic. We will show below how the suggested framework may serve this 
purpose in teaching business ethics (a fuller description may be found in 
Storchevoy 2015), but very same benefits may be gained by business eth-
ics as a science.

 1. A systematic view of the field. At the very beginning of a business eth-
ics course, our framework may help students understand the basic 
unit of analysis in this discipline and overview the landscape of moral 
issues with the help matrix of moral issues with vulnerability factors. 
This creates a systematic vision of the subject and facilitates any fur-
ther discussion of real business ethics issues.

 2. Application to stakeholder analysis. When we start discussing the 
relationships of the company and its stakeholders, it is a good idea 
to have an instrument that will help systematically reveal all potential 
ethical issues in relationships between the company and a particular 
stakeholder. The suggested universal typology of moral issues may 
serve this purpose quite well.

• Any stakeholder has its own profile of moral issues but there are 
some regularities between them.

• The majority of stakeholders are involved in contractual relation-
ships with the firm (consumers, suppliers, workers, owners, credi-
tors, and government), so most moral issues in their profiles 
belong to the “contract” branch of the typology.

• Even in contractual relationships we may find non-contractual 
moral issues like O-1 (e.g. employees use the company’s equip-
ment for private purposes) or O-2 (e.g. a company appropriates 
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the invention of an employee without sharing the intellectual 
property rights with the latter).

• The only two stakeholders not related to the firm by contractual 
relationships are competitors and the local community, who have 
different profiles of moral issues related mainly by ownership 
issues and externalities issues. However, in these relationships, we 
may also observe contractual moral issues (e.g. the competitors 
make an agreement about joint R&D but one of them does not 
comply with it).

• Any moral issue may originate in a company’s actions as well as in 
its stakeholders’ actions. For example, a company may abuse its 
market power in pricing decisions, but similarly, a talented 
employee may abuse her market power in the pricing of her ser-
vices for the company.

 3. Fundamental normative analysis of moral issues. Using this frame-
work, we may enhance the normative analysis of any moral issue by 
comparing its manifestations in relationships with various stakehold-
ers. For example, we may try first to outline universal moral norms 
for ethical contract termination (C-4) and then specify them for 
various cases: (1) the company stops supplying a product to con-
sumers (e.g. the decision of Microsoft to stop technical support for 
Windows XP); (2) the company stops buying a product from a sup-
plier; and (3) the company terminates a contract with an employee, 
and others. Should these different cases be governed by the same 
universal moral norm or it should be adjusted for every stakeholder? 
What criteria may be used for this adjustment? It seems that such an 
analysis can make our vision of real business ethics dilemmas much 
more systematic.

 4. Application to various industries (companies). The suggested frame-
work may be applied to reveal moral issues in any industry: educa-
tion, health care, gambling, tobacco products, consulting, and so 
on. This may be useful for teaching purposes, as well as in managing 
ethical behavior in real companies. For example, when we need to 
design a good code of conduct for the company, we need at first to 
reveal all potential ethical issues that may take place in this company, 
and this task becomes much easier with the help of our matrix of 
moral issues.
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conclusion

We proposed a new framework of moral issues and moral dilemmas in 
business ethics that may be used in theoretical and practical business eth-
ics. Although the framework is generally in line with existing concepts and 
approaches, it offers some new solutions and instruments that may increase 
effectiveness of normative analysis, as well as practical decision making. 
Further theoretical development of this framework requires normative 
analysis of every type of moral issue with various vulnerability factors. 
Besides this, we should compare and elaborate this approach with general 
moral philosophy theories of moral dilemmas, as well as moral dilemmas 
in other practical areas, such as legal ethics or medical ethics. This analysis 
is beyond the scope of this short book and will be pursued in the future.

notes

1. Interestingly, in moral philosophy literature, we may find an extensive dis-
pute over the possibility of such moral dilemmas in a consistent normative 
framework (Marcus 1980; Conee 1982; MacIntyre 1990; Donagan 1993). 
The dispute is based on a simple question: if there is a contradiction between 
moral principles, does this mean that the underlying normative theory used 
to derive these principles has some flaws? Without getting further into this 
dispute, we should note that the framework proposed in this chapter dem-
onstrates a variant of a negative answer to this question.

2. It is interesting to note that there are not many papers with explicit discus-
sion of market power in the business ethics literature. A rare exception is 
Sethi (1994), who claims just the opposite—perfect competition is bad for 
business ethics because the firm lacks the resources to promote ethical 
behavior. Although this idea is generally correct, the author does not to 
recognize that many moral issues do not arise under perfect competition. 
However, there are many papers devoted to various manifestations of mar-
ket power, such as market speculation, price gauging, or pricing during 
crises.

3. In moral philosophy, such situations are sometimes called genuine moral 
dilemmas (Sinnott-Armstrong 1988).
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