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One Meaning of Success: A Marriage of Economics and Ethics ~

(RBELZFHEENES)

Donald J. Munro ( & H)™

Foreword

In part, these pages are for a philosophical audience. But the approach in
them is not common in that field’s professional publications. For one thing ,
the paper draws information about current economic policies, and events
that followed from them, from newspapers and magazines, speeches and in-
terviews. My first reason for taking this approach is to describe how an
awareness of certain positive ethical values is likely to arise when an urgent
social problem is present, and that conditions may then be favorable for the
promotion and practice of those values. As a concrete example, the paper
Jocuses on the fiscal crisis that emerged in the fall of 2008. My second rea-
son is to point to opportunities thereby open to philosophers for their own
uncommon but still professional actions. During such times, philosophers
have unique talents for identifying ethical issues embodied in economic and
political policies and behaviors, even though for a time most of the princi-
pal players may be unaware of those issues. Reading the signals of a crisis
and opinions about it in public sources, philosophers can gain a perspective
that may differ from that in official pronouncements about the crisis. That
perspective in turn may reveal to them a service they can provide to the
public (voters, investors, stakeholders). Philosophers can show those citi-

zens how less familiar values at play in the crisis actually have a crucial

* This paper was first presented as a keynote speech at the “New Directions in Chinese Philoso-
phy: International Conference Celebrating the 60" Anniversary of the Department of Philosophy ,
CUHK, the Centenary of Tang Chun-I and the 60" Anniversary of New Asia College” , The Chinese
University of Hong Kong, 18-21 May 2009. Special thanks for comments on and suggestions for this
paper by Professor William W. Sihler of the Darden Schools of Business at the University of Virgini-
a; T. Douglas Hollowell, Executive Vice-President and General Counsel, TYGRIS Commercial
Finance Group, Inc. ; Professor Carl Cohen, Professor Emeritus of Philosophy, University of Michi-
gan; Edward Sihler; Ann P. Munro; Cathy Bowerman; and Nancy Hollowell.

+* Professor Emeritus of Philosophy and Chinese, University of Michigan, U. S. A. ( E-mail.
dmunro@ umich. edu)
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role in fostering or damaging values that people already know and cherish,
and that they may wish to defend. As someone interested in workable eth-
ics, I think there is a legitimate place for some philosophers publicly to
identify and explain the ethical matters raised by such a crisis. 1 will de-
scribe below the other aspect of my approach. drawing information from

some of the new sciences.

Introduction

During her campaign for the U. S. presidential nomination, Hillary Clinton
said that, “There is a moral imperative to ensure that quality affordable
health care is available to all Americans. ” President Obama’s economic ad-
viser, Lawrence Summers, also said that such care is “a moral impera-
tive. " In the winter of 2008, months into the crisis caused by the burst of
the U. S. home ownership bubble and the failure of many financial services
companies, the columnist Thomas Friedman wrote ,

The Madoff affair [ a pyramid fraud of over $ 50 billion dollars ]
is the cherry on top of a national breakdown in financial proprie-
ty, regulations and common sense. Which is why we don’t just
need a financial bailout; we need an ethical bailout. We need to
re-establish the core balance between our markets, ethics, and
regulations. @

The previous month, in criticizing the conservative view that private greed
has good public consequences, the Nobel-prize economist Paul Krugman
had cited Franklin Roosevelt’s second inaugural address, “We have always
known that heedless self-interest was bad morals; we know now that it is
bad economics. 7 Krugman continued,

And right now happens to be one of those times when the con-

@ Lawrence H. Summers, “The Economic Agenda: Challenges Facing the Next President,”
Harvard Magazine, September-October 2008, http://harvardmagazine. com/2008/09/the-econom-
ic-agenda. htm!

@ Thomas Friedman, “The Great Unraveling,” The New York Times ( hereafter NYT) , 17
December 2008, p. 29.
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verse is also true, and good morals are good economics. Helping
the neediest in a time of crisis, through expanded health and un-
employment benefits, is the morally right thing to do; it’s also a
far more effective form of economic stimulus than cutting the cap-

ital gains tax. @

All of these are powerful words, but none of those who now advocate this
marriage of economics and ethics have given us much help in knowing what
is the content of the moral imperatives that should be bound up with eco-
nomics. To correct this deficiency and provide some of the content for what
is desirable and necessary in cthics, to combine with economics, is the
point of this talk. Unavoidably, and with apologies to a philosophical audi-
ence, I must spend some time on the core features of the financial crisis.
But then I will turn to what philosophers East and West can contribute to
its correction. In so doing, I will use an approach that also constitutes one
new direction in philosophy. Thus Chinese philosophy may consider as one
of the new global directions, the healthy movement that draws information
from evolutionary psychology and those cognitive neurosciences that are rel-
evant to ethics. Beside my own work, some other scholars associated with
this movement as it applies to Chinese philosophy are David Wong of Duke
University , Edward Slingerland of the University of British Columbia, and
Hagop Sarkissian of the City University of New York. I do not mean to im-

<

ply that an approach must be “new” to have great significance. Philosophy
is not like a commercial product such as soap that must be new and im-
proved in order to have an audience. There is much wisdom also in earlier

directions in philosophy.

The Economic Model

The popular operational economic principles found in the United States at
the time of the collapse of 2008 included these items. First, short-term ma-
terial profit was the operational standard of success for most corporations
and many other organizations, when the executives did their periodic P and

@ Paul Krugman, “The Obama Agenda,” NYT, 7 October 2008, http://www. nytimes,
com/2008/11/07/opinion/07iht-edkrugman. 1. 17624497. html? _r = 1&scp = 3&sq = % 22The%
200bama% 20Agenda% 22 &st = cse
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L ( profit and loss) examinations. 1 emphasize “short-term.” When I was
here at the Chinese University of Hong Kong in 2006 as a Tang Junyi Visit-
ing Professor, I criticized this practice, saying, “While deserving of atten-
tion, this standard [ the popular economic standard of success ] alone
ignores whether a policy, idea, or product is beneficial or not to the public,
particularly taking a long-term perspective. ” The corporate ritual of a quar-
terly performance review of everyone from managers to CEOs also rein-
forces the short-term view. Those employees with below average earning
results for the company in the guarter under review may be fired. There are
also short-term attempts to cause a rise in a stock’s prices.

Another factor promoting short-term interest at the popular level was the
retail distribution and ownership of equities among ordinary Americans,
culturally manifest in the growth in the 1990s of “24 Hour Financial News”
in outlets such as CNBC and Bloomberg. As a historical matter, from 1860
to 1930, the state laws that authorized people to conduct business as a *“cor-
poration” actually prohibited such businesses from considering matters other
than the legality and profitability of their corporation. Then corporations
were small and had few shareholders. Such a position was not appropriate
for the evolving large multi-state or multi-national conglomerates with thou-
sands of shareholders that we know today. Gradually, after the U. S. de-
pression and World War 11, the doctrine softened. The watershed 1953 case
was A. P. Smith Manufacturing Co. vs. Barlow. The New Jersey Su-
preme Court upheld a gift by the company to Princeton University, arguing
that shareholders would benefit because it would bring goodwill to the com-
pany. By the beginning of the 21st century, the profit maximization norm
had been relaxed, and, as some changes in corporate governance took

place, the serious discussion of long-term social benefits began to occur. @

@ Donald J. Munro, Ethics in Action ( Hong Kong: The Chinese University Press, 2008 ),
p. 4. 1 am grateful to Professor Wiliam W. Sihler of The Darden School | of Business ], The Uni-
versity of Virginia, for information about the quarterly performance review. Sihler also discusses the
origin of asset-backed securities, later called derivatives, in Richard D. Crawford and William W.
Sihler, The Troubled Money Business: The Death of an Old Order and the Rise of a New Order
(New York: HarperBusiness, 1992), p. 167. | am especially grateful to Douglas Hollowell for ex-
plaining to me the evolution of and eventual softening of the early state focus on profitability. On the
more recent relaxation of the norm of profit maximization and opening of a place for social benefits,
due to changes in corporate governance, see Kent Greenfield, “Using Behavioral Economics to Show
the Power and Efficiency of Corporate Law as Regulatory Tool,” 8 July 2001, Boston College Law
School Research Paper No. 200106, http://ssm. com/abstract =276168. Long before (4 F 1)
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Today, many believe that social goals enhance profitability in the long run.
Those in charge of marketing and branding believe so. The short-term per-
spective plays into our human weakness of will or motivational preference
for short-term benefits that may end up being harmful, rather than long-
term results that are more difficult to calculate.

To the degree that a corporation is isolated from the community contai-
ning its offices or factories, it may get away with ignoring the long-term
outlook. That outlook usually includes impact on a community or communi-
ty social benefit. In the summer of 2002, the board of the Hershey Trust
that had a controliing interest in Hershey Foods acted on a decision about
which the community in Pennsylvania, where Hershey Foods is based, was
not consulted. The board had decided to sell the entire company to Wrig-
ley. This was contrary to the founding wishes of Milton S. Hershey, for his
wealth to be used “for a purpose of enduring good.” Among other things
besides jobs, the community depended on the company for funding a school
for the disadvantaged, and for the maintenance of the spa, hotel and gar-
dens that brought many tourists to the town. The reaction of the community
was so negative and widely publicized, that the board repudiated its own
plan. In the end, for many who follow news about the corporate world, the
case revealed how cooperation between community and company , including
a concern with long-term social benefits, can create a win-win situation for
all. Indeed, this happened. An evolutionary psychologist who had studied
chimpanzee behavior could have predicted this outcome for cooperation
among human mammals, having learned how it works for chimps.

Second, in private institutions or in government agencies, it was not one
of the priority responsibilities for the leaders to provide accessible factual
knowledge to stakeholders ( shareholders, employees, local community citi-
zens) about the financial instruments in which they or the company invests.
Nor did many large institutional investors, such as pension funds, demand
that factual information, as their fiduciary duties would have suggested.
They had far more ability to be informed than did individual investors.
Many ordinary people invest through a mutual fund and rely on the judg-
ment of fund managers, whose interests may be different from their own.
The phrase “factual knowledge” concerns magnitude of risk of the invest-

(4 _F 7 ) this, about half of 82 large corporations studied treated social responsibility as one of their
goals. See Y. K. Shelty, “A New Look at Corporate Goals,” California Management Review 16.
2 (1979): 71-79.
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ment paper sold by a company. Simply put, if the company was insuring an
activity or enterprise with risks that were known in some degree, it did not
clarify whether or not it had the money to sustain the value it assigned to the
risk, in bad times or good. “Risk” refers to the future value of the paper
being sold or insured and to the future well-being of the individuals who
buy it. In the long run, it also refers to the well-being of society and the
environment. Instead, if there were default positions, they were either tol-
eration of ignorance or policies of secrecy.

One institutional reason for public ignorance of risk was caused in 2004
by the federal agency in charge of regulating bank risk, the Securities and
Exchange Commission ( SEC). It permitted large investment banks to raise
by a huge amount the ratio of their debt to their equity (up to at least 30 to
1). The SEC did not publicize the enhanced risk to ordinary investors.

But there were several other reasons for the toleration of ignorance. One
was the generally obsessive love affair with debt that has characterized
American society over the past quarter century, which meant it was socially
acceptable to accumulate and then disregard debt. One causal factor was the
decline in the American industrial and manufacturing sectors beginning in
the 1960s and 1970s, resulting in a lower GDP. During the 1980s, the Re-
agan administration sought to make up the lost GDP by increasing consumer
spending on goods and services through easily accessible consumer credit.
The contrast between the negligible savings of individual American families
and East Asian families is striking. No wonder that in going into debt, the
U. S. government borrows primarily from Asians and the Middle East,
rather than from its own citizens. And the Bush administration’s own disin-
terest toward debt was known around the world. Another cause of the
American toleration of ignorance was the complexity of the investment in-
struments involved in the debt. In many cases, these were packages of
mortgages or of slices of mortgages ( “tranches” ) having varying degrees
of risk and bearing varying interests, which neither regulators nor rating
agencies understood. Yet another reason for tolerating ignorance was the
desire of professional financial people and regulators not to rock the boat of
Wall Street, thereby endangering their own career possibilities. In the fu-
ture, they might want to work there.

A third economic principle operative before the collapse concerns as-
sumptions about human nature and human psychology. Executives claimed
to know (or assumed that they knew ) all that was necessary about human
nature and society, and in consequence supposed that there was no need for
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them to look for new facts or challenge their own assumptions. A principal
assumption was that private self-interest will automatically benefit society as
a whole. ® Adam Smith’s idea of an invisible hand that keeps a balance be-
tween self-interest and public good, is one source of this archaic idea.
Many high officials, including the former Federal Reserve Chairman
Greenspan, were influenced by the Ayn Rand position on the pervasive le-
gitimacy of self-interest. The other main assumption was that there are
mathematical rules that can always predict future human choices. “ Always”
means that the mathematicians or physicists ( called “quants™) did not be-
lieve they needed to change their formulae to account for new information
on risks and liquidity. In particular, heads of financial institutions assumed
that most buyers would continue to choose to pay top price for houses, the
expansion of the housing market would endure indefinitely, and that large
scale defaults were therefore not to be feared. But assumptions such as these
were not well warranted, not sound, and not universally applicable. One
core problem was that, as a statistical matter, mortgages usually have a 3%
default rate. The quants assumed that if a bank bought enough of even
“non-investment grade” bonds to have the statistically relevant size ( say,
25 ,000-30,000 individual mortgages) , then that bunch of bonds could have
a triple A rating. In the end, the former Goldman Sachs quant and cusrent
Columbia University professor Emanuel Derman, summed it up this way:
“Recent events have invalidated all of the models we had. " ©

Foreknowledge

By examining information gleaned from the new sciences, I will identify an
ethical value, “foreknowledge” ( gianjian ®{.). This is a knowledge of
risks and advantages that facilitates any good choices by individuals and
groups. It is knowledge based on factual information about the conse-
quences of choices (risks and benefits) for our core values. Among these

& Peter Steinfels, “ Economics; The Invisible Hand of the Market, " NYT, 25 November
2006, hitp://www. nytimes. com/2006/11/25/us/25betiefs. himl? scp = 1&sq =%
22 Economics : % 20The% 20Invisible % 20Hand % 200f% 20the % 20Market % 22 &st = cse

% Steve Lohr, “Modeling Risk, Financial Engineers Didn’t Account for Human Factor,”
NYT, 5 November 2008, pp. 1, 5. Emanuel Derman is quoted in the very informative article by
Dennis Overbye, entitled, “They Tried to Outsmart Wall Street,” in NYT, “Science Times,” 10
March 2009, pp. D1, D4.
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core values are health and psychological well-being. It is nor prognostica-
tion or fortune telling based on the finding of signs for fortune telling or
reading the future.

Foreknowledge is not as common to most people as the values they learn
early on in families, churches, or schools; the equal worth of all human
lives ( “all men are created equal” ), fairness, trust, care of kin, and re-
spect. But it is essential to realizing most of them. This is especially true of
an individual or group’s health and psychological well-being, on which
their lives depend. It is a requirement for truly wise choices about our
bodies and resources, and those of our families and communities. This role
of foreknowledge is the justification for governments’ duty to provide mus-
cle through laws to ensure that people have access to such factual informa-
tion in many aspects of their lives. The laws should be backed up by
criminal or civil sanctions. In the financial world, the laws may be embod-
ied in regulations about degree of permissible risk that institutions may un-
dertake for items they insure or sell, and requirements for that information
to be transparent.

Humans are universally capable of foreknowledge. When sought, it is a
value with evolutionary advantages for humans in a wide range of life cir-
cumstances. To call it an ethical value flags the fact that there is an impera-
tive on all parties to act and honor it. In the end, the cooperative behavior
on which society’s health depends is grounded upon foreknowledge because
only with such knowledge may a person exercise that foresight about which
choices lead to life benefits and which lead to dangers.

1 am a non-traditional utilitarian. T judge choices and acts by their conse-
quences, namely joy and suffering. These are the ways in which the body
manifests health and well-being. Unlike traditionalists, I do not advocate
quantitative calculation of joy and suffering; I am content with the informal
and probabilistic, educated choices available when information is accessi-
ble. To treat health and well-being as part of an ultimate standard for evalu-
ations has a distant cousin in the reference by some Confucians, including
Tang Junyi, to treat honoring the production and reproduction of life
( sheng sheng buyi F 4 A~ ) as a Heavenly goal.

Foreknowledge comes about through the neural networks involved in
learning. At the cellular level, learning involves strengthening synapses.
Genes design the neurons, and each one has about 70 synapses connecting it
to other neurons. The brain causes dopamine neurons or cells to react to bad

predictions of the future with surprise and to flag positive outcomes. Learn-
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ing occurs here and is part of the process of making and revising choices.
Making choices is something our brains have evolved to do over a long
course of time. We can change beliefs and make new choices as a result of
what we learn, including information in our culture or social environment
that affects our foreknowledge. In a summary example of what is involved,
two evolutionary biologists say that learning influences evolution and evolu-

‘

tion influences learning. For instance, “...individuals that learn to predict
during life also improve their food-finding ability during life. ” @

One of the basic human desires rooted in biology is foresight about the
consequences of our acts. This is combined with a desire for some control
over our resulting choices. The source is the biological instinct to avoid in-
jury and achieve a positive result, achieved by being alert to good and bad
choices, such as which path in the forest leads to water and which leads to
predators. It also involves the ability to devise creative responses to danger.
All of these illuminate the fact that foreknowledge plays a role in human
self-preservation, a very great evolutionary advantage. In the words of the

brain scientist Antonio Damasio,

Eventually, in a fruitful combination with past memories, imagi-
nation, and reasoning, feelings led to the emergence of foresight
and possibility of creating novel, non-stereotypical responses. ®

Foresight about other people’s intentions involves mirror neurons. Mirror
neurons are subsets of neurons in the brains of humans and monkeys that
react when an individual does something, or when she looks at another indi-
vidual doing something. We see someone yawn, and we yawn. They facil-
itate imitation. Mirror neurons give the observer an immediate internal
comprehension of the other individual’s inner experience, including inten-
tion and emotion. The Italian neuroscientists who first discovered the
brain’s mirror neurons have discussed their probable role in our ability to
foresee the intentions of other people. By grasping the emotional content in
their choices, we can often predict their choices. Herein lies an evolution-

@ Stefano Nolfi and Jeffrey L. Elman, “Learning and Evolution in Neural Networks,” Adap-
tive Behavior 3.1 (1994) . 5-28.

Antonio Damasio, Looking for Spinoza. Joy, Sorrow, and the Feeling Brain ( New York ;
Harcourt, 2003), p. 80.
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ary advantage. As Giacomo Rizzolatti says,

Indeed, emotion is often a key contextual element that signals the
intent of an action. That is why we and other research groups
have also been exploring whether the mirror system allows us to
understand what others feel in addition to what they do. @

Or, as the biologist Marc Hauser puts it,

And in humans, at least, these social relations often depend upon
the development of a rich sense of self, empathic concern for oth-
ers, and the ability to generate predictions about others’ states of
mind without any direct experience of their behavior. ©

The ability and desire for foresight ultimately has come to be, as an evolu-
tionary outcome, part of our nature, hard wired in our brains, as revealed
in Steven Pinker’s words,

The faculties underlying empathy, foresight, and self-respect are
information-processing systems that accept input and commandeer
other parts of the brain and body. @

With the addition of what we learn from our environments, from culture,
and from other information sources, foresight can move from being only a
gut instinct to being an informed insight. Sometimes our foresight is mistak-
en. But with information and experience, it can have a rich cognitive con-
tent, or true beliefs, about what conditions are most likely to lead to risk
reduced, positive choices. For example, in the buying of financial deriva-
tives (see below) , our gut instinct is to rely on and accept the evaluations
of public authority figures, as a short cut to personal investigations. An ex-
ample would be relying on the credit rating of a derivative by a company

®;  Giacomo Rizzolatti, Leonardo Fogassi, and Vittorio Gallese, “ Mirrors in the Mind,” Sci-
entific American 295.5 (Nov. 2006) . 59-60.

@ Marc Hauser, Moral Minds. How Nature Designed Our Universal Sense of Right and
Wrong (New York: Ecco, 2006), pp. 214, 313,

@ Steven Pinker, The Blank Slate; The Modern Denial of Human Nature ( New York: Vi-
king, 2002), p. 166.



