
Philosophy, Politics, and Economics 

Section 1: Political Legitimacy 

1.1 Origin and Legitimacy of Government 

Locke’s Theory of Property 

 The Earth was originally created in a state of commons, whereby no man had any greater 

claim upon anything than anyone else 

 However, for resources of any sort to be useful, labour must be applied to them 

 As a man can be said to possess himself, he also had a right to possess the ‘labour of his 

body and fruit of his hands’ 

 After this labour has been applied, the good or animal is removed from the state of 

commons in which it began, and becomes private property 

 A man does not need permission from every single other living person to appropriate 

something from nature, as without the application of work, goods in nature are worthless, 

and because he owns the labour, he owns the good 

 Areas of land or resources held in ‘common’ by smaller communities are exempted from 

this, as in this case they had been held in common by the agreement of a few, and the 

collective application of the labour of those few establishes their collective rights 

 It is not true that under this system anyone could take as much as they like, as there is only a 

limited amount of labour one can perform, and a limited number of anything one can obtain 

before they spoil or are lost, etc 

 A man would have no reason to take more than he and his family could consume unless he 

had a means of trading it with others 

 Thus, if he takes more than he can consume to sell to others and profit himself, he is only 

benefitting everyone, as otherwise the resources would have been wasted 

Locke’s Theory of Governments 

 Insomuch as free individuals agree to join a society or government for their own advantage 

(‘for comfortable, safe and peaceable living’), they must agree to submit to the decisions of 

the majority of its members, as otherwise the whole idea of forming a community or unified 

body would be meaningless, as everyone could still do what they liked 

 “For that which acts any community, being only the consent of the individuals of it, and it 

being one body, must move one way, it is necessary the body should move that way whither 

the greater force carries it, which is the consent of the majority, or else it is impossible it 

should act or continue one body” 

 Any buyer or inheritor of property, in the act of taking possession of the property, agrees to 

be subject to whatever society or government the property became subject to upon 

voluntary entry into said society of its original owner 



 Of course, a man is still free to leave any government or society he wishes – all he has to do 

is sell his property or dispose of it in some way, and then he can depart 

 The reason men join into states is to safeguard their lives and property under a common 

system of law, with an unbiased judge, and a means of enforcement 

 In joining such a community, men give up both the power to do whatever they like, and the 

power to use force to protect their own interests, or the interests of others 

 Those who now monopolise such powers – the rulers of the state – have no justifiable basis 

for issuing arbitrary decrees, or by subverting the judicial process so that men are not judged 

fairly and unbiasedly according to the law, or make laws without the consent of the people 

Machiavelli’s Realist Politics 
 Imagined regimes based upon religious or moral views do not make for good politics 

 Because humans can be selfish, self-seeking and immoral; ie they are not naturally or 

necessarily good, virtuous and public spirited 

 It all depends on the circumstances: whether the people of a particular empire, country or 

principality are virtuous or corrupt 

 A successful ruler has to know the character of the people, and how to win and retain power 

among such people 

 Success or failure are the real tests 

 Good or bad deeds might be required, depending on the character of the people and the 

circumstances of politics 

Machiavelli’s Advice to Princes  
 Justice: ‘When on the decision to be taken wholly depends the safety of one’s country, no 

attention should be paid either to justice or injustice, to kindness or cruelty, or to its being 

praiseworthy or ignominious. On the contrary, every other consideration being set aside, that 

alternative should be wholeheartedly adopted which will save the life and preserve the 

freedom of one’s country.’ (Discourses, III, 41, 2) 

 Human nature: ‘It may be said of men in general that they are ungrateful, voluble, 

dissemblers, anxious to avoid danger, and covetous of gain; as long as you benefit them, they 

are entirely yours; they offer you their blood, their goods, their life, and their children … 

when necessity is remote; but when it approaches they revolt.’ (Prince, Ch 17) 

 Morality: ‘A man who wishes to make a profession of goodness in everything mush 

necessarily come to grief among so many who are not good. Therefore, it is necessary… to 

learn how not to be good, and to use this knowledge and not to use it, according to the 

necessity of the case.’ (Prince, Ch. 23) 

 Vice and virtue: ‘If one considers it well, it will be found that some things which seem virtues 

would  if followed, lead to one’s ruin, and some others which appear to be  vices result in 

one’s greater security and well being.’ (Prince, Ch. 15) 

 Dealing with rivals: ‘Men must be either caressed or else annihilated; they will revenge 

themselves for small injuries, but cannot do so for great ones; the injury therefore what we do 

a man must be such that we need not fear his vengeance.’ (Prince, Ch. 3) 

 Cruelty: ‘In taking a state the conqueror must arrange to commit all his cruelties at once so as 

not to have to recur them everyday… For injuries should be done all together, so that being 

less tasted they will give less offence. Benefits should be granted little by little, so that they 

may be better enjoyed.’ (Prince, Ch. 15) 

 Honesty: ‘A wise ruler, therefore , cannot and should not keep his word when such an 

observance of faith would be to his disadvantage..’ (Prince, Ch. 18) 



 Popularity: It depends on the times and the character of the people. Sometimes good rulers 

fail; bad ones succeed. (Prince, Ch. 19) 

1.2 The Institutional Architecture of Government 

Governmental Challenges 

 Men are self-seeking and ambitious 

 Must protect individual liberty and property rights 

 If men were angels, no government would be necessary 

 It is of great importance in a republic not only to guard the society against the oppression of 

its rulers, but to guard one part of the society against the injustice of the other part. 

 ‘You must first enable the government to control the governed; and in the next place oblige 

it to control itself’ 

 Pure democracies are unstable, require small populations, and tend to suppress minorities 

Assumptions of the American Founding Fathers 
 Natural liberty & equality of humans is fundamental  

 Government must be based upon consent (see Thomas Jefferson, Declaration of 

Independence, 1776) 

 Individuals are not naturally good and public spirited, but self-interested 

 Democracy throughout history has been mainly a failure, mostly found in small states that 

were unstable & short lived 

Rousseau on Democracy 
 Demanding preconditions for success: 

o 1) A very small state where it is easy for the people to gather together and know one 

another 

o 2) A great simplicity of mores, so that public business remains simple 

o 3) A high degree of equality in rank and fortune, ‘without which equality of rights and 

authority cannot subsist for long’ 

o 4) Little or no luxury 

 Corrupts both rich and poor 

 Makes them slaves on one another 

 Exceptional & Not for all countries 

o ‘Were there a people of gods, it would govern itself democratically. So perfect a 

government is not suited for men.’ (Social Contract, Bk.2, Ch.4, ‘On Democracy’) 

o ‘Since liberty is not a fruit of every climate, it is not within the reach of all peoples.’ 

(Ch.8, ‘Not All Forms of Government are Suited to All Countries’) 

o ‘Monarchy, therefore, is suited only to wealthy nations; aristocracy to states of 

moderate wealth and size; democracy to states that are small and poor.’ (Ibid.) 

Governmental Solutions 

 Republicanism: Delegation of government to a small number of citizens elected by the rest; 

better qualified decision makers and allows specialization, suitable for large nations 

 Separation of powers: ‘the defect must be supplied, by so contriving the interior structure of 

the government as that its several constituent parts may, by their mutual relations, be the 

means of keeping each other in their proper places’ 



 Each arm of government must have a will of its own, and have as little influence as possible 

upon the election of the other arms. None of the sections of government must be 

dependent upon any other for their salary 

 Large, diverse nation: by expanding the size of the government to cover a wider population, 

the number of diverse interest groups and sects increases to the point where it is virtually 

impossible for anyone to command a majority, and hence suppress the minority 

 Federalist structure: power is divided between different governments, and then further 

divided within each of those governments 

 Bicameralism: The necessity of the predominance of the legislature requires that it be 

divided into two houses, each with different modes of election 

1.3 Liberalism and the Neutral State 

 The primary constitutive principle of liberalism is to treat all citizens equally 

Constitutive and Derivative Values 

 Constitutive: Fundamental principle valuable for its own sake 

 Derivative: Something valuable because of some more fundamental value, e.g. tax 

Dworkin’s Definition of Liberalism 

 Liberals support moderate government intervention in the economy to promote economic 

stability and security, provide public goods, and control inflation and unemployment 

 They support active government efforts to reverse and eliminate discrimination 

 They support freedom of speech and oppose censorship 

 They support separation of church and state 

 They support less stringent criminal laws and the rights of prisoners and the accused 

 They do not believe that the government should take a role in deciding what the ‘good life’  

 Liberals favour a redistributive market economy so as to compensate for differences in 

upbringing, luck, inheritance, skills, etc 

 Liberals support democracy encouraging individual freedom, but will also support the 

restriction of the power of judges, parliaments or majorities through a Bill of Rights 

Other Definitions of Liberalism 
 Robert Frost ‘A liberal is a man too broadminded to take his own side in a quarrel.’ 

 Fredrich Hayak,   ‘The [classical] liberal, of course, does not deny that there are some 

superior people -- he is not an egalitarian -- but he denies that anyone has authority to decide 

who these superior people are.’ 

 Thomas Wolff, “If a conservative is a liberal who's been mugged, a liberal is a conservative 

who's been arrested” 

 George Orwell, ‘Liberal: a power worshipper without power.’  

 The West Wing, ‘Somebody came along and said liberal means “soft on crime, soft on drugs, 

soft on Communism, soft on defence, and we're gonna tax you back to the Stone Age because 

people shouldn't have to go to work if they don't want to.” And instead of saying, “Well, 

excuse me, you right-wing, reactionary, xenophobic, homophobic, anti-education, anti-choice, 



pro-gun, Leave it to Beaver trip back to the '50s”, we cowered in the corner and said, “Please 

don't hurt me.”’ 

The Neutral State 

 Government must not promote one lifestyle or choice as being better than any other; this 

would favour one conception of the good over another 

 State neutrality means that governments should be neutral when they are justifying policy 

 The arguments they use should not rely on any one conception of the good life 

 Respects autonomy and free will 

 Recognizes that defining what is good is highly complex, controversial, and outside the 

expertise of the state 

 Perfectionism: If it is possible to identify that some values or lifestyles are better than 

others, then it should intervene to promote such things 

Problems with the Neutral State 

 Does state neutrality rule out too much? 

 It is not possible for the state to be truly neutral – this would require it to do nothing at all 

 In fact, the neutral need only be neutral on controversial topics – e.g. religion 

 Many important debates concern the role of the state, and what it means to ‘treat people 

equally’ – clearly the state cannot be neutral on these questions; it must pick a side 

 State neutrality would be unnecessary under the contractualist theory of governments, as 

people agree to it 

Section 2: The Market System 

2.1 Consumer Sovereignty and the Market 

Benefits of the Market 

 Maximises consumer and producer surplus 

 Distributes goods to those who value the most 

 Rewards efficient production and punishes inefficiency 

 Profit mechanism encourages innovation and invention 

 Prices ensure that production matches consumer desires 

 Based on the principle of consumer sovereignty – they decide what to consume 

Problems with the Market 

 Consumers may have poor information about products and prices 

 Consumers may lack knowledge that is necessary to make realistic decisions about demands 

(e.g. medical care) 

 Consumers may only demand something because of advertising or conspicuous 

consumption 

 Some firms have market power 



 Market failure can weaken outcomes 

 Does not distribute goods according to merit or need 

2.2 Market Failure 

The Coase Theorem 

 Assign property right to either of the parties 

 They will then solve the problem by themselves via trade 

 If the ‘doer’ is granted property rights, the other party will compensate them not to do it 

 If the other party gets property rights, then they will receive compensation from the ‘doer’ 

so as to be able to do the action 

 But: may not work owing to large numbers of parties or high transaction costs 

 But: could generate ‘protection rackets’ 

Pigovian Taxes 

 Introduce a tax on the externality-producing activity to raise PMC to SMC, and thus produce 

efficient market outcome 

 Provides incentives to reduce the production of negative externalities as low as possible 

 Generate revenue for the government without distorting market efficiency 

 Allocates the task of reducing the negative externality to those corporations, individuals or 

industries who can do so most effectively/cheaply 

 Does not require direct government intervention or regulation 

Public Goods 
 Non-rival: one person’s consumption does not reduce another person’s consumption 

 Non-excludable: people cannot be prevented from consuming it 

 Subject to the ‘free rider’ problem – people will tend to understate their willingness to pay 

and attempt to ‘free ride’ off others 

 Subject to positive externality – people tend to ignore the benefits others gain from their 

consumption of the good (as others can consume too, owing to non-rival status) 

 Government can overcome by taxing the population and providing the good itself 

 But: how do you know what the optimum level is without prices? 

Other Types of Goods 
 Private goods are rival and excludable, e.g. ice-cream, congested toll roads 

 Common resources are rival but not excludable, e.g. whales, the environment, congested 

non-toll roads  

 Natural monopoly is not rival but is excludable e.g. an uncongested suburban rail network, 

uncongested toll roads 

 Examples of government-provided private goods: 

o education 

o health 

o sports facilities 



o electricity generation 

 Examples of government-supplied public goods: 

o firework displays 

o legal system 

o defence 

o university research 

o ABC/SBS radio and television 

2.3 The Tragedy of the Commons 

Three Types of Institutions 

 Institutions are mechanisms designed both to enable and constrain actions (e.g. courts) 

 Institutions are also embedded solutions of past problems (e.g. Australian senate) 

 Three types of institutions to get things done: markets, hierarchies, communities 

 Market: Any natural social structure involving interaction to facilitate exchange based on 

mutual exchange of information, price and competition 

 Hierarchies: A social structure involving human interaction organised by officials organised 

into ranks, including obedience to rules, task specialisation and asymmetrical authority 

 Communities: Any social structure developed to facilitate mutual aid and solidarity based on 

shared experience, reciprocity (less direct than market exchange) and agreed values 

 Can also have hybrid systems, e.g. State-owned enterprises, community cooperatives, 

markets within communities, manager-class and principal-agent corporation problems, 

hierarchical communities, quasi-markets, corporations as hierarchies, political parties and 

interest groups 

Social Capital 

 ‘Social capital is anything that facilitates individual or collective action, generated by 

networks of relationships, reciprocity, trust, and social norms’ 

 Social closure is an important prerequisite for social capital, as it allows norms to be 

enforced, and trustworthiness and reputations to develop 

 Social capital allows individuals to access resources that help them achieve their ends 

o Allows individuals to use trust and reputation to call upon ‘favours’ from others in 

return for past services one has provided to them 

o Allows one to obtain information through social connections that would be difficult 

or costly to obtain otherwise 

o Enhances social norms that promote virtuous behaviour and a sense of community, 

which can be useful in overcoming externalities and public goods 

o Enables individuals who know each other in more than one context (e.g. work and 

religion) can call upon information, favours and support from the same people in 

different contexts 



 Most forms of social capital are public goods or positive externalities, in the sense that they 

are created and destroyed by the actions of individuals which are made without though as to 

the effect of their actions on social capital, as benefits are not internalised 

 For example, when a housewife thinks about getting a job, she does not consider the effect 

her removal from the school and neighbourhood community will have upon social capital 

embodied in these relationships 

 The same can be said about individuals deciding whether to keep their promises, and whether 

to solve a problem by calling upon others (and hence taking out a ‘favour debt’), or by calling 

upon the state, with no obligations attached 

2.4 The Morality of the Market 

 Markets valuable for derivative reasons – produce goods and services efficiently 

 Markets valuable for constitutive reasons – freedom to own and exchange goods 

Nozick’s Theory of justice 

 There is no central distribution of wealth; wealth moves around by voluntary exchanges 

 The resulting distribution is the ‘product of many individual decisions which the different 

individuals involved are entitled to make’ 

 ‘A distribution is just if it arises from another just distribution by legitimate means.’ 

 ‘A person who acquires a holding in accordance with the principle of justice in acquisition is 

entitled to that holding.’ 

 ‘A person who acquires a holding in accordance with the principle of justice in transfer, from 

someone else entitled to that holding, is entitled to that holding.’ 

 Thus, it does not matter what the final distribution is, it is just as long as it came about 

through just means 

 One consequence of this philosophy is that any structured patterns of distribution (e.g. 

equal access to health or equal minimum level of education) will generally be disrupted 

through liberty and freedom of exchange 

Problems with Nozick’s Theory 

 End state theories of justice ignore that individual actions can ‘create differential 

entitlements or differential deserts to things’, and as such do not lead to a just outcome 

 Inequalities caused by disabilities – do they deserve to get less? 

 Inequalities caused by inheritance, luck, actions of others – do they deserve to get more? 

 Unintended consequences – spectators consented to see Wilt play, but did not consent to 

the resulting inequality of wealth 

 Property may have been acquired by unjust means, e.g. theft, war 

 Implies the rich have no obligations based on justice to help the poor 

Desert and Legitimate Expectation 

 A person has a legitimate expectation to some reward or property when the relevant rules 

or social norms in society specify that in the given situation, the person would usually be 

allocated said property/rewards, because that is the  procedure which usually works best 



 A person deserves something if they make an effort and a contribution towards its 

achievement: A deserves x in virtue of y only if A is responsible for y 

 Thus, a person who unexpectedly finds money that no one claims has a legitimate 

expectation to that money, as society has decided that ‘finder’s keepers’ is generally an rule 

to abide by 

 However, this person does not deserve the money, as they made no effort towards finding it 

Rawls’ Theory of Justice 

 We only deserve those things that we are responsible for 

 We are not responsible for our talents and efforts (because they are a result of genetic luck, 

environment etc). 

 If no one is responsible for his/her talents, then there is no basis for moral desert 

 Therefore, no one deserves anything 

 Legal courts punish offenders for committing crimes – we say that each correct decision of 

the court is ‘just’ and ‘morally valuable’ 

 In contrast, we cannot say this about any market transaction – all we can say is that the 

market system as a whole is ‘just’ and ‘morally valuable’, for constitutive and derivative 

reasons 

 Would it really be desirable or even make sense to pay people to be moral? 

 What reason is there, or instance, to pay people to be good fathers? 

Dworkin’s Viewpoint 

 ‘Individuals should be relieved of consequential responsibility for those unfortunate features 

of their situation that are brute bad luck, but not from those that should be seen as flowing 

from their own choices’ 

 ‘Equality of welfare is an improper ideal. It fails to distinguish between expensive tastes that 

people are simply landed with and expensive tastes that they have deliberately cultivated.’ 

 It does not make sense to ‘compensate’ someone for having a preference that they enjoy 

 Thus, one should only be compensated for a preference that is not of one’s choosing if one 

would voluntarily give it up if possible 

Section 3: The Exercise of Power 

3.1 Making Public Policy 

Higher Education Reforms 
 Universities for a long time run by state governments 

 Huge influx of women wanting to go to University in 1980s put huge pressure on the system 

 Education minister of late 1980s (John Dawkins) reformed system to introduce HECS, 

allowed international students as full-fee payers, and rebranded AEIs as universities 

 Brendon Nelson became education minister in 2002 



 From 1996 to the present, Federal expenditure on schools increased, while funding for 

universities fell 

 This reflects community attitudes, where some 60% of people identify schools as most 

important education aspect, while only 15% identify universities 

 Large HECS increases in 1997 were politically unpopular; not adequate solution 

 After conducting many discussions and taking submissions, etc, Brendon Nelson’s reforms 

seem to have been watered down by cabinet 

 In the end little was delivered other than more regulations, higher HECS fees, and only 

minimal improvements 

 Most observers quite disappointed with the outcome 

Why did Nelson fail?  
 Ministers don’t stay very long - only 2 years on average, don’t know much about education 

upon taking the job 

 Too busy to keep an eye on all areas of reform 

 Not enough personal staff to do this 

 All Ministers and their staff are very busy; 

 Many other policy agendas in schools and vocational education 

 Public service not keen to give up its regulatory powers 

 Regional interests prevented market-based alternatives 

 Cabinet and senate were not keen on his proposals 

 Good policy requires both good policy skills and good political skills – they are never 

separated  

Rational Planning Model 
 Verify, define, and detail the problem 

 Generate all possible solutions: everything from the most radical on one side to the most 

radical on the other side 

 Generate objective assessment criteria: valuations of success or failure 

 Choose the best solution based on assessment criteria 

 Implement the preferred alternative 

 Monitor and evaluate the outcomes and results 

Problems with the Rational Model 
 It requires a great deal of time 

 It requires great deal of information 

 It assumes rational, measurable criteria are available and agreed upon 

 It assumes accurate, stable and complete knowledge of all the alternatives, preferences, goals 

and consequences 

 It assumes a rational, reasonable, non-political world 

 The rational model method is more commonly examined and taught, but in fact is too 

complex and unwieldy to actually use except for very small problems 

Successive Limited Comparisons Method 
 Selection of value goals is not separated from analysis of the specific action or policy to 

achieve the goals 

o People disagree about what values are important 



o It is impossible to quantify relative importance of different values 

o Importance of values varies according to circumstance 

o Only way to even approximate answers of the above questions is to choose between a 

small number of specific policies offering slightly different tradeoffs 

 Measure of a good policy is that it can be widely agreed on, not that its goals can be agreed on 

o People can almost never agree completely on goals 

o Agreement on a specific proposal is much easier, as it serves many ends 

o Policies are of no use at all until agreed upon and implemented 

o Hence a strategy that promotes agreement and action is desirable 

 Analysis is limited in scope 

o Many possible alternate policies are ignored 

o Undesirable or unforeseen consequences not considered 

o This is necessary because of limited human comprehension, time, computing power 

and resources – simply can’t investigate all aspects of any complex problem 

o Can make only small changes at the margin of a policy, as these involve little change 

and therefore less data to compute 

 Planning and implementation proceeds as a process of continual minor change 

o Problem will never solved entirely, as we don’t know enough 

o Solution never permanent, as circumstances change 

o This method makes it easier to ‘learn along the way’, makes fewer jumps into the 

unknown, and is more flexible to minor changes if things go wrong 

o This is how democracies really work; change never comes all at once 

3.2 The Redistribution of Income 

Complications of Redistribution 
 The Lorenz curve: perfect equality is a 45 degree line 

 Most people experience over their lives: 

o increasing incomes while working to about ages 40 to 50 

o increasing human capital, from zero years to ages 20 to 30 

o increasing non-human capital from ages 30 to 40 to retirement, from saving 

 So today’s poor Arts student may be tomorrow’s millionaire 

 The marginal utility of income decreases 

o contemplating the words “footfalls echo in the memory”  

o your team winning the grand final  

o the pleasure from your interactions with friends  

o All are just as enjoyable however rich you are 

 Factors affecting wealth divided between exogenous (beyond one’s control, e.g. inheritances 

and natural abilities), and endogenous (due to one’s choices, e.g. study time, past saving) 

 However, Rawls disputes the exogenous/endogenous distinction - a person born with a strong 

urge to achieve will study and work more 

 Churning in Australia (2003-2004 data): The fourth quintile gets in benefits almost what they 

pay in tax, all the redistribution comes from the top quintile 

 The life-cycle pattern complicates the pattern of redistribution, because most people move 

through the quintiles as they grow older 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

Attitudes toward Redistribution 
 People with high incomes or who say they ‘never worry about bills’ are less likely to support 

redistribution 

 However, while important, personal income levels do not fully explain the divergence of 

views about the proper place of the government in transferring income to the poor 

 Thus, even among the poor who do not expect their lives to improve, those who believe that 

lack of effort causes poverty oppose redistribution 

 Analogously, support for redistribution is high among those securely well-off respondents 

who believe that poverty is the result of back luck 

 Support for redistribution also cannot be explained by concerns about disincentive effects of 

taxation, as support for redistribution is negatively correlated with support for military 

expenditure 

 Twice as many agreed as disagreed that ‘it is the responsibility of the government to take care 

of people who can’t take care of themselves’. 

 However, Egalitarian policies that reward people independently of whether and how much 

they contribute to society are considered unfair and are not supported  

 When people blame the poor for their poverty, they support less redistribution than when they 

believe that the poor are poor through no fault of their own. 

 Such views vary dramatically across cultures: 60% of Americans say the poor are lazy, 

compared to just 27% of Europeans 

Determinants of Support for Redistribution 
 Factors that positively correlate with support for redistribution (ranked from most important): 

o Belief that one's gender is important in getting ahead in life 

o Belief that one's race is important in getting ahead in life 

o Belief that education matters in getting ahead in life 

o Belief that parents matter in getting ahead in life 

o Belief that connections matter in getting ahead in life 

o Belief that poverty is caused by bad luck 

o Belief that dishonesty matters in getting ahead in life 

o Belief that inheritance matters in getting ahead in life 

o Belief that risk-taking matters in getting ahead in life (strong negative correlation) 

o Belief that hard work matters in getting ahead in life (very strong negative correlation) 
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Other Attitudes toward Welfare 
 Only 3% of Americans approved the current welfare system 

 According to 65% of Americans, the worst aspect of welfare is that it ‘encourages people to 

adopt the wrong lifestyle’, e.g. stay on welfare, be lazy, have children out of wedlock 

 The high costs of welfare do not figure much at all in most people’s opposition to it 

 Reducing benefits is the least popular change to the current welfare system 

 People ask ‘who deserves what?’ rather than ‘who gets what?’ 

 Hence the lack of support for the current welfare system is due to a failure to tap into 

powerful commitments to fairness and generosity, not to selfishness 

 Policy that raises the returns for the poor to socially admired behaviours, such as education, 

training, working hard, taking risks, home-ownership would be popular with the tax-payers 

and help the poor 

3.3 Reciprocity 
 Positive reciprocity – a positive response to a friendly action with no expectation of further 

gain 

 Negative reciprocity – a negative response to a hostile action (even at personal cost) with no 

expectation of further action 

 Common focus in economics and politics is on a selfish behavior; assume people are selfish 

o design markets to maximise the benefits from selfishness by regulating market failures 

o design government to minimise the bad effect of selfishness 

 However, in reality people are not completely selfish 

The Ultimatum Game – Theory 
 A controlled laboratory experiment 

 Two people divide a pie between them 

 One is given the role of proposer, the other is the responder 

 Proposer chooses and offers part of the pie to the responder 

 Responder decides 

o Yes: responder gets the offered amount, proposer gets the balance of the pie 

o No: responder and proposer get nothing  

 A selfish responder will accept any positive amount; even five cents is better than nothing 

 A selfish proposer will expect the selfish responder to accept any positive amount and so will 

offer the minimum amount 

 Implication: selfishness will lead to the lowest possible positive offer being made every time 

The Ultimatum Game – Practise 
 The average offer was 40% of the pie 

 Responders generally rejected offers of less than 20-30% 

 Implications for reciprocity 

o “excessive” average offer implies many people have positive reciprocity 

o rejections of small offers implies many people have negative reciprocity; rejectors 

punish the proposer for the low offer 

 Robust results e.g. Lisa Cameron’s experiments in Indonesia with large pies of real money 

 Average offer sizes and rejection rates vary widely between countries 

The Public Good Game – Theory 
 Four group members, each is given 20 tokens 

 All four decide simultaneously and secretly how much to give to (invest in) the common pool 



 Each token in the common pool earns/becomes 0.4 tokens (thus 10 tokens given to the 

common becomes 4 tokens)  

 Each person receives the amount he/she held back plus the amount in the pool 

 Socially optimal contribution is 20 tokens: maximises social output, as if all four give 20 

tokens then each person gets 32 tokens back 

 However, the private payoff from contributing is negative because one’s return from giving a 

token is only 0.4 tokens 

 Hence the privately optimal contribution is zero tokens – encourages free-riding   

 This represents ‘market failure’, as 32 tokens is better than the 20 tokens from not giving 

The Public Good Game – Practise 
 Partner treatment: group membership maintained over successive rounds 

 Perfect stranger treatment: group membership changed over successive rounds (no people 

stayed together) 

 Punishment option: 

o all members are informed of the contributions of each member 

o each member of the group can reduce the income of any other member by x units at a 

personal cost of 0.33x units 

o selfish people will never punish 

o negative reciprocators may punish  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Explaining Cross-Country Variation 
 Rank/order societies by: 

o payoffs to cooperation (PC): importance of cooperation in the society’s economy  

o low in family-based production 

o high in cooperative production, e.g. when large canoes are used 

o market integration (MI): importance of market transactions in the society’s economy 

 Results: mean ultimatum game offers are positively related to both PC and MI 

 Hence the greater is cooperation in economic production and the greater the importance of 

market transactions the greater the offers in the UG 

 For example, individual Acheans share anonymously their catch from hunting with their 

community and this practice induces them to make high offers in the UG 



 Conversely, the Machiguenga are family based and cooperate little in public goods games  

Wage Reductions in Recessions 
 A variety of studies have found that one major reason why managers are reluctant to cut 

wages in a recession is the fear that wage cuts may inhibit work performance.  

 Managers are afraid that pay cuts "express hostility to the work force" and will be "interpreted 

as an insult." 

 Studies have also shown that wages in nonunionised industries and corporations are higher 

than free-market levels would generate, indicating a willingness on behalf of employers to 

raise wages (and lower overall employment) in order to generate worker goodwill and 

positive reciprocity 

Section 4: Citizenship, Rights and Happiness 

4.1 Individual Rights and Constitutions 

Problems with Contractualism 

 Constitutions are very different from contracts, as they are enforceable by one of the parties 

(the state) rather than an outsider,  are not limited in time or scope (unlike usual contracts), 

and do not require full consent of both parties 

 Constitutions can never have unanimous support, whereas contracts must; hence 

‘contractarian constitutions must be imposed on a significant fraction of the populace’ 

 There is also the problem of the attitude of future generations to a Constitution they had no 

say in forming 

The Convention Theory 

 Government derives its power (not its right) to rule by convention and the populace 

acquiesces in that rule by its own convention 

 Once empowered by these conventions, the government has the capacity to do many things 

 We acquiesce to this convention because it would be very difficult to oppose or change it, 

and because on the whole it is more beneficial for us to have it than not to have it 

 Constitutions held to empower the government to do what we want it to, whilst preventing 

it from using this power to do things that we don’t want 

Limitations of Constitutions 
 What we ordinarily describe as democratic ‘politics’ is merely the chaff. It is the surface 

manifestation, representing superficial conflicts 

 These disputes over policy alternatives are nearly always disputes over a set of alternatives 

that have already been narrowed down to those within the broad area of basic agreement 

 Constitutional democracy can manage the chaff of political conflict but it cannot manage 

really deep conflict between large groups that are hostile adversaries 

Types of Rights 
 Chronological 



o Civil rights (18
th

 century), e.g. freedom of religion & speech  

o Political rights (19
th

 century), e.g. voting 

o Social rights (20
th

 century), e.g. education 

 Generational 

o First: civil and political 

o Second: economic, social, cultural 

o Third: solidarity rights, e.g. self determination; healthy & sustained environment  

 

4.2 Happiness Surveys 

The Mechanics of Happiness Surveys 

 Traditional economic theory focused on ‘objective utility’, as revealed through the 

consumption of goods and services and actual real-world decisions 

 Happiness surveys capture a broader measure of subjective utility, based on what 

individuals say 

 Question: ‘Taken all together, how would you say things are these days – would you say you 

are very happy, pretty happy or not happy?’ 

 Question: ‘On the whole, are you very satisfied, fairly satisfied, not very satisfied, or not at 

all satisfied with the life you lead?’ 

 Happiness serves as an objective goal or baseline – it ends the ‘why’ questions 

 Happiness surveys correlate well with other measures of happiness, such as brain scans, 

frequency of smiling, evaluation by friends and family, and probability of committing suicide 

 Reliability studies indicate that reported subjective wellbeing is moderately stable and 

sensitive to changing life circumstances 

 The order of questions, the wording of questions, actual mood, and other such influences are 

random, and hence should not bias results 

The Results of Happiness Surveys 

 Happiness increases with income (highest decile has mean happiness 23% higher than 

lowest) 

 Studies on recipients of lottery prizes and inheritances show that it is the higher income that 

leads to greater happiness, and not the other way round 

 The marginal increase in happiness cause by higher income declines as income increases 

 Only about 20% of the differences in happiness are explained by differences in income 

 Although at a given point in time rich people are happier than poor people, over time overall 

happiness does not increase as the nation becomes wealthier 

 Rich countries are happier than poor countries, but once again with diminishing returns 

 Between 1958 and 1991, per capita income in Japan increased sixfold, while measured 

happiness stayed constant 

 Unemployment produces depression and anxiety, and results in a loss of self-esteem and 

personal control in and of itself; with income and other effects controlled for, it depresses 

happiness by a huge amount – even more than divorce. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Explanation of the Results 

 Happiness determined by the gap between aspiration and achievement  

 As people’s incomes increase, so do their aspirations, and hence they require more income 

just to maintain the same level of happiness as before 

 People are never satisfied, their wants are insatiable 



 People’s happiness is influenced by comparing their income/consumption with other 

people’s consumption 

 Thus an increase in the income/consumption by everybody will make no-one happier 

 Implies a negative externality – an increase in your income/consumption makes other 

people less happy 

 Most people say they were less happy in the past, and expect to be happier in the future 

 This occurs because they fail to account for the ‘preference’ shift that accompanies changes 

in income, and instead judge happiness on current aspiration levels with different incomes 

 Factors such as life expectancy, culture, government, democratic and human rights, divorce, 

instability/change, mental illness and discrimination are far more important in determining 

happiness than income 

Sources of Happiness 
 Humans are deeply social beings. Most people prefer to be in company most of the time. 

Friendship and marriage make people happier. Unemployment causes misery that goes far 

beyond the effect of losing income, because it breaks a social tie 

 As social beings, we want to trust each other. The average happiness in one country compared 

with another can be largely explained by six key factors (and so can the suicide rate) 

o the proportion of people who say that other people can be trusted 

o the proportion who belong to social organisations 

o the divorce rate 

o the unemployment rate 

o the quality of government 

o religious belief 

 Over the last forty years levels of trust have fallen drastically in Britain and America: the 

percentage of adults who think that most people can be trusted is half that of the 1950s. 

 People are also deeply attached to the status quo. They hate loss of any kind, and they care 

less about gains than about losses. Researchers typically find that an income loss of £100 

hurts twice as much as an income gain of £I00 helps. 

 More generally, people like what is familiar to them. Crime and mental illness are higher in 

transient or mixed communities, other things being equal. This is an important cost of high 

mobility 

 Human beings are also status conscious. Natural selection has implanted us the desire to do 

better than other people, or at least to keep up with them. This is what causes the rat race. In 

any race there is a fixed number of winners: it is a zero-sum game 

 Human beings are also very adaptable. Like other animals, our feelings adapt to our 

experience, so that when things change, our initial reactions eventually diminish and we 

revert towards our initial state of feeling. If things get better, we after a while take them for 

granted. If they get worse, we also eventually largely accept them.  

 The number of people who are dissatisfied with their financial position is still as high as it 

was thirty years ago, although people are many times richer. 

 In this respect income is very different from, say, friendship, because if I make more friends 

this year, that has permanent effects on my happiness 

 In any case extra income increases happiness less and less as people get richer. This was the 

traditional argument for redistributive taxation, and modern happiness research confirms it. 

The argument applies both within countries and across countries. 



Potential Policy Implications 

 Monitor the development of happiness as we do income: GHL (Gross Happiness Level) 

 Reduce misery by helping the unemployed, very poor and mentally ill – these people are all 

particularly unhappy 

 For the same European countries, a move from the lowest to the highest income quartile 

would not be enough to offset the adverse happiness effect of unemployment 

 Reduce discrimination: In US studies, being black reduces happiness by a large amount 

(about half as much as being unemployed) 

 Be cautious about change, as stability is very important for happiness; an income loss of 

£100 hurts twice as much as an income gain of £100 helps 

 Economists should therefore reduce their enthusiasm for tariff reductions and increasing 

economic growth 

 Place a tax on consumption or income to discourage inequality and compensate for the 

‘negative externality’ caused by income inequality 

 Restrict advertising to limit escalation of wants 

 Protect and promote families and communities, as ‘we habituate more rapidly to things that 

money can buy than to things it cannot buy’ 

 Promote federalism and direct democracy: Studies of comparative happiness levels between 

different Swiss cantons show that more direct democracy is strongly correlated with greater 

happiness, tax morale also higher, government actions more in line with voter desires 

4.3 Is Happiness all that Matters? 

 Substantive theories of wellbeing say what is actually good for people – for example 

hedonism says that wellbeing is happiness or pleasure 

 Formal theories say how to find out if something is intrinsically good, but not what those 

intrinsically good things are – for example preference theory says that what is intrinsically 

good is whatever people prefer 

Happiness as Pleasure Satisfaction 

 Everyone likes pleasure and dislikes pain 

 Problem with this is that it ignores long-term fulfilment – e.g. television 

 We also have some desires that we don’t want to have – e.g. smoking 

 Nozik’s experience machine – he thinks that we actually want to do the actions that bring us 

pleasure, not just experience the pleasure itself 

Happiness as Preference Satisfaction 

 Preferences are whatever people want, be it pleasure, fulfilment, or desires about desires; 

thus if preferences are satisfied, people are happy 

 Preference satisfaction is measured by people’s choices 

 Choices do not always reveal how important a preference is to happiness, for example 

someone may choose street sweeping over unemployment, but still be unhappy because 

they really want to be an artists 



 This approach avoids paternalism about saying what is good for people 

Problems with this Approach 

 Some people may have preferences we deem to be inappropriate – e.g. the ‘temple to god 

paradox’ 

 Some people may have very expensive preferences – how do we treat this? 

 Some people may have offensive tastes – e.g. Tsujigiri 

 Preferences are adaptive to circumstances 

 What if preferences are based on false information, or strange psychological states, or if 

people just make poor choices about what will make them happy? 

 Happiness as preference satisfaction would also seem to support the idea that we should 

seek to change preferences to make them easier to satisfy 

 What about conflicting preferences – e.g. desire to smoke and desire to not smoke? 

 People’s preferences can also be altered by manipulation or maltreatment – for instance, 

women who have been systematically oppressed may not have strong preferences for 

individual liberties, the same wages as men, or even for protection from domestic violence 

Other Theories of Happiness 

 Could modify preference satisfaction theory to include only ‘rational’ and ‘well-informed’ 

preferences 

 Could make an objective list of things needed for happiness – but then, who is to decide 

what’s on the list? 

 Amartya Sen says we should seek to maximise ‘capabilities’ which enable people to achieve 

whatever ‘functionings’ they desire 

 Capabilities are things like literacy, mobility, shelter, etc – means to ends 

Section 5: Global Justice and Political Obligations 

5.1 Global Justice 

Differences between Charity and Justice 
 Charity is discretionary and not an obligation of the giver; justice is concerned with rights and 

obligations, no need for discretion, the poor have a ‘right’ to it 

 Humanitarian aid is also limited in duration and extent, and focused on personal interactions  

 Justice is not so limited, and focuses more broadly on institutions, structure and norms; it is 

also ongoing 

Millennium Development Goals 
 Reducing by half the proportion of the world’s people in extreme poverty (defined as living 

on less than the purchasing-power equivalent of one U.S. dollar per day) 

 Reducing by half the proportion of people who suffer from hunger 

 Ensuring that children everywhere are able to take a full course of primary schooling 

 Ending sex disparity in education 



 Reducing by two-thirds the mortality rate among children under 5 

 Reducing by three-quarters the rate of maternal mortality 

 Cost: $121 billion in 2006, rising to $189 billion by 2015 

Rawl’s Duty of Assistance 

 Advocated by Rawls; also called ‘theory of global ethics’ 

 Requires that rich countries help poor countries to overcome extreme poverty or disaster 

 ‘Once these basics are met and the poor are set on the patch to development, all obligation 

ceases, and no reason remains for further redistribution’ 

 Does not focus on the institutional environment in which different countries interact 

 While institutions may be used to discharge ethical duties, they are not themselves the 

primary focus of attention, or viewed as the cause of injustice 

 The duty to provide relief for persons imperilled by natural disasters or recent warfare would 

be a clear example of a duty of assistance 

Argument for Global Justice 
 All ordered societies possess a system of various structures and institutions 

 These institutions affect everyone’s life significantly, and hence people deserve to have a say 

about how they operate 

 Tan’s argument is that because third world poverty is caused/worsened by global trade and 

economic institutions/regulations, the poor people who are so affected have a right to a say in 

said institutions and aid from the first world, according to principles of justice 

 Possible examples – global warming, world trade rules, wars and humanitarian crises 

Tan’s Duty of Justice 

 Advocated by Tan; also called ‘theory of global justice’ 

 Tan draws a distinction between global ‘duties of assistance’ and ‘duties of justice’ 

 He also distinguishes ‘ethics’ from ‘justice’, as ‘ethics is concerned with personal conduct 

and interaction, whereas justice is concerned primarily with institutional arrangements’ 

 Global inequality is causes and perpetuated by unjust institutions, such as unfair trade 

agreements, patent laws, subsidies, monopolisation of resources by corporations and rich 

countries, and the western and anti-democratic biases of the WTO, World Bank, G8 and IMF 

 Thus, to get to the root cause of global inequality and poverty, we must change this 

institutional environment 

 Just as we consider it necessary to rectify the inequalities that occur in domestic society as a 

result of accidents of birth, it is also necessary to rectify global inequalities so caused 

 It is not even the existence of unfair institutions per se, but the fact that our actions have 

effects on people in other countries, that generates the need for global justice 

 Duties of justice are akin to a permanent taxation scheme whereby transfer payments of some 

form are continuously provided to poorer countries from richer ones. 



5.2 Global Justice and Human Rights 

Defining Human Rights 

 Human rights are distinct from legal rights which rest on legal statutes 

 Human rights address fundamental human interests, like security, food, shelter, etc 

 Human rights are ‘weighty’, in the sense that they trump other concerns 

 Human rights apply specifically to rights holders, usually individual human beings 

 Human rights have addresses, in that they assign duties or responsibilities to others 

 Human rights are unrestricted; they apply to everyone regardless of religion or culture 

 Human rights are broadly sharable, in that they can be understood by everyone without any 

special knowledge or mental faculties 

Pogge on Human Rights 

 ‘By postulating a human right to X, one is asserting that any society or other social system, 

insofar as this is reasonably possible, ought to be so (re)organized that all its members have 

secure access to X’ 

 Human rights are, then, moral claims on the organization of one's society 

 However, since citizens are collectively responsible for their society's organization and its 

resulting human-rights record, human rights ultimately make demands upon citizens 

 The remarkable feature of this institutional understanding is that it can go well beyond 

minimalist libertarianism without denying its central tenet: that human rights entail only 

negative duties 

 The normative force of others' human rights for me is that I must not help uphold and 

impose upon them coercive social institutions under which they do not have secure access 

to the objects of their human rights 

 I would be violating this duty if, through my participation, I helped sustain a social order in 

which such access is not secure, in which blacks are enslaved, women disenfranchised, or 

servants mistreated, for example 

 Even if I owned no slaves or employed no servants myself, I would still share responsibility: 

by contributing my labor to the society's economy, my taxes to its governments, and so forth 

 I might honor my negative duty by becoming a hermit or an emigrant, but even better, I 

could work with others toward shielding the victims of injustice from the harms I helped 

produce or, if this is possible, toward establishing secure access through institutional reform 

 Thus ‘positive rights’ like the right to food and shelter are conceived not as obligating any 

particular person to provide them 

 Rather, they merely require that no one support coercive institutions which operate in such 

a way as to deny certain individuals of these rights  

 A human right to basic necessities, as postulated, for instance, in Article 25 of the UDHR, 

becomes more plausible when construed along these lines 

 On my institutional understanding, it involves no duty on everyone to help supply such 

necessities to those who would otherwise be without them 



 It rather involves a duty on citizens to ensure that any coercive social order they collectively 

impose upon each of themselves is one under which, insofar as reasonably possible, each has 

secure access to these necessities 

 Surprisingly perhaps, this duty was well expressed by Charles Darwin more than a century 

ago: “If the misery of our poor be caused not by laws of nature, but by our own institutions, 

great is our sin.” 

The Problem of Manifesto Rights 
 A legal or postulated moral right is a manifesto right if and only if: 

 (l) it is not now the case that all supposed rightholders have secure access to the object of this 

right; and 

 (2a) it is left unspecified who is supposed to do what in order to bring it about that all 

supposed rightholders have secure access to the object of the right; or 

 (2b) the agents upon whom specific demands are made cannot reasonably meet these 

demands to the extent necessary to bring it about that all supposed rightholders have secure 

access to the object of the right 

 It can be demanded even of a very poor society that it reduce insecurity of access to basic 

necessities as far as reasonably possible toward a plausible security threshold 

 By understanding Article 25 as requiring this and nothing more we rescue it from the charge 

that the right it postulates satisfies (2b) and hence is a mere manifesto right 

 As to the problem of 2a, really all types of rights suffer from this problem to some extent 

 For example, it may seem that civil and political rights not to be killed or imprisoned unjustly 

impose very clear negative obligations on individuals and governments, but what obligations 

is one under if one’s government or neighbours violate these rights? 

 In fact, each member of society, according to his or her means, is to help create and sustain a 

social and political order under which all have secure access to the objects of their civil rights 

 This can apply equally well to negative and positive rights 

Pogge on Global Justice 

 Pogge argues that negative rights (not to be harmed), impose negative duties on others such 

that they cannot cause harm 

 He also argues that this criterion of ‘not causing harm’ also means that we have a duty not to 

uphold institutions that cause harm to people 

 There is a global institutional order 

 It has adverse affects on the poor 

 The society in which you live has a role in creating it 

 Therefore, you have violated your duties not to impose harmful or coercive institutions on 

other people 

 The society of which you are a part has some responsibility for the harm caused 

 Fundamental duty: “I must not help to enforce or uphold coercive social institutions under 

which they do not have access to the objects of their human rights” 



Problems with Pogge 

 Still very vague about exactly what obligations citizens have to work towards making their 

societies better at enforcing rights – who is supposed to do what? 

 Not clear weather citizens would be required to just not support bad institutions, or actively 

support good institutions 

 Rests on the principle that we, as participants in the institution, are responsible for its 

actions 

 Seems to make individuals responsible for the actions of others within their society 

5.3 Global Trade not Aid 

Trends in Global Trade 
 Since the 1970s, world trade has been growing far faster than the world economy 

 Since the GATT agreements after WWII, and also the improvements in transportation, there 

has been a trend towards lower tariffs and more trade 

 

 

 

 

 

 

 

 

 

 

 

 

 

The Benefits of Free Trade 

 If the world price of good x is higher than the price in a closed economy, than that country 

will export good x 

 Consumers will be worse off because they will have to pay a higher price and consume a 

lower quantity 

 Producers will be better off because they will sell a greater volume (owing to exports) at the 

higher world price 

 If the world price of good x is lower than the price in a closed economy, than that country 

will import good x 

 Consumers will be better off because they will be able to pay a lower price and consume a 

larger quantity 

 Producers will be worse off because they will sell a lower volume (owing to domestic 

production being displaced by cheaper imports) at the lower world price 



 Either way, because more mutually-beneficial trade has occurred, total surplus will always 

increase 

 Free trade allows all countries to specialise in their areas of comparative advantage, thus 

maximising total output 

 Free trade promotes the exchange of capital and technology, thus assisting economic 

growth 

The Costs of Free Trade 

 Adjustment costs of closing old industries and opening new ones may be high 

 Workers who lose jobs in protected industries will be hurt 

5.4 Global Politics and International Organisations  

Sovereignty and International Law 
 States are sovereign, which means they have authority of self-determination of domestic 

affairs, freedom from external interference or any higher authority 

 States are the primary international actors, as they have monopoly over the use of force 

 International laws and treaties are based on state consent, as there is no world government 

or world police to enforce treaties 

 International society is anarchic (meaning no authority beyond states) 

 States are the only actors that matter (they control the means of coercion) 

Challenges to State Sovereignty 
 Globalization is contributing to the decline in the political autonomy of states; division 

between domestic and international blurring 

 Regimes are both international and transnational 

 Regionalization (e.g. ‘pooled sovereignty’ in the EU) 

 Emergence of the idea of ‘conditional sovereignty’ with the rise of cosmopolitan norms (e.g. 

universal human rights; humanitarian intervention, International Criminal Court) 

Beliefs of Realists 

 Rules followed by states reflect state calculations of self-interest based primarily on the 

international distribution of power 

 International action and inaction (wars, treaties, agreements, etc) is fundamentally 

determined by the balance of power 

 Institutions are merely tools through which this power is wielded 

 Security the overriding imperative; self-help and the exercise of power 

 Insecurities lead to the formation of alliances (balancing and/or bandwagoning) 

 Gaining an advantage relative to other states more important than absolute gains 

 Morality has no place in relations among states; ‘might is right’  

 International law only effective when backed by the power of the hegemon; hegemon can 

veto institutions that they don’t like 



 All states are ‘unit like’ and behave in the same ways because of the anarchic structure of 

the state system, despite domestic differences 

 Defensive realists: states strive for ‘an appropriate amount’ of power to achieve an ‘offence-

defence balance’ (eg. Kenneth Waltz) 

 Offensive realists: It makes strategic sense for states to gain as much power as possible to 

pursue hegemony because of endemic mistrust (eg. John Mearsheimer)  

Problems with Realism 

 Cannot explain why most states observe most treaties most of the time  

 Cannot explain the growing recognition of universal values such as human rights  

 The interests and identities of states are treated as fixed and trans-historical (ignores culture 

and identity; states can have friends, rivals or enemies) 

 Cannot explain the zone of peace among liberal states  

 The peaceful collapse of Cold War was not predicted nor adequately explained by realism  

 The trading state is becoming increasingly important relative to the military state with 

economic globalization  

 Non-state actors (e.g. terrorist networks) now a major source of insecurity and their 

motivations are different to those of other states 

What are institutions? 
 Regimes are ‘institutions with explicit rules, agreed upon by governments, that pertain to 

particular sets of issues in international relations.’ 

 They prescribe acceptable and unacceptable forms of state behavior, as negotiated by states 

 These rules are typically formalized in international agreements, and are usually embodied in 

organizations with their own personnel and budgets 

 Institutions call for the "decentralized cooperation of individual sovereign states, without any 

effective mechanism of command." 

 Examples: 

o Security regimes (e.g. NATO) 

o Economic regimes (e.g. World Trade Organisation, IMF, World Bank) 

o Environmental regimes (e.g. Kyoto Protocol, Whaling Convention) 

o Humanitarian regimes (World Food Program, Refugee Convention) 

Why do institutions develop? 

 Liberals: Regimens may come into being because the hegemon may have sufficient 

resources and a large enough stake in the outcome to be willing to sustain the cost of 

enforcing regimes themselves (PB > SC, for example Britain and the slave trade) 

 Liberals: The international sphere represents a simultaneous game played over and over 

again, and as such it is in the self-interest of state actors to comply with regime 

requirements, as if they defect they would gain only a short-term advantage 

 Liberals: To strengthen this tendency we should seek to maximise the information available 

to state actors, as this makes it easier to ensure compliance and maintain reciprocity 



 Realists: While hegemons may be able to enforce global regimes, there is no way of 

necessarily knowing whether these regimes will benefit everyone, or purely be in the self-

interest of the hegemon. It is not the same as the state fixing a market failure.  

 Realists: Hegemons can likewise veto regime formation which may be against their interests. 

 Realists: States may adhere to regimes that they oppose because of the ‘battle of the sexes 

paradox’, which asserts that it is possible for one party to an agreement to be dissatisfied 

with it, because they could attain a abetter outcome under another arrangement, but 

nevertheless the arrangement they have is still better than no arrangement at all 

Beliefs of Liberal Institutionalists 

 Institutionalism developed out of realism and still shares many of its premises (anarchy, 

state-centric, state’s self-interested) 

 Differs from realism in arguing that ‘institutions matter’ (not just the balance of power) 

 Institutions (regimes) matter, as they change the incentive structure that states face, and 

can generate positive outcomes; induce states to cooperate 

 States will cooperate in situations of complex interdependence where there are absolute 

gains, rather than merely relative gains 

 Institutions can serve to get states to make the short-term sacrifices needed to escape the 

prisoner’s dilemma and achieve the best possible outcome. 

 Institutions increase the number of transactions between states, thus ensuring that cheating 

can be punished by retaliation, that cheating will cause huge losses in gains form future 

cooperation, and that states gain a bad reputation 

 Rules can also link otherwise unrelated issues together and hence make it more beneficial 

for states to cooperate, and less beneficial to cheat (as will be hurt in more than one area) 

 Institutions maximise information available to monitor compliance with agreements while 

reducing the transaction costs associated with arriving at and enforcing agreements. 

Problems with Institutionalism 

 Takes the interests and identities of states as fixed (rather than as possibly shaped by 

multilateral negotiation) 

 Ignores the empirical record that relative advantages often matter a lot, and that it is 

difficult to separate military and economic interests 

 Liberal institutionalism is of limited utility in the security realm, because fear of cheating is 

considered a much greater obstacle to cooperation when military issues are at stake.  There 

is the constant threat that betrayal will result in a devastating military defeat. 


