
Introduction: two banks of the river –
a metaphor

The economy is embedded in society, and how it is embedded determines
its nature. The economic philosophy I advocate can be depicted metaphor-
ically. Let us suppose that the economy is a river and the two main con-
straints of that economy are the two banks of the river. A river is controlled
and conserved by two banks. In our image, one bank of the river consti-
tutes institutional conditions representing the foundation of an economic
system, and the opposite bank consists of a society’s cultural achievements
that extend beyond economic activity. The two riverbanks may be identi-
fied simply as ‘institution’ and ‘culture’ respectively, and the solid stratum
underlying the two banks and the river may be represented by ‘value.’ It is
the task of economic philosophy to investigate the three social categories
(that is, institution, culture, and value) in which the economy is embedded,
beyond an enquiry of the economic mechanism that is empirically con-
cerned with the flow of the river, so to speak.

WHAT UNDERLIES THE ECONOMY?

As illustrated by Mesopotamia between the Tigris and the Euphrates,
Egypt along the Nile, and China along the Yellow River, the inhabitants of
the birthplace of the ancient civilization benefited from the rivers in having
fertile land, in forming settlements, and in widening transport and trade.
Furthermore, the rivers supported the richness of animal and plant life.
In such communities, irrigation and flood control were always the major
tasks of rulers. Just as it is necessary to control, utilize, and conserve rivers
by constructing banks, so is it essential to make arrangements for control-
ling an economy, which is liable to overflow and cause damage despite its
potential benefits to humankind.

Generally speaking, economic activity means the allocation of resources
to provide goods and services to satisfy human desires. A primitive life in
ancient times did not differ from a technologically developed life in modern
times with respect to the formal structure of such resource allocation. The
first economic principle is always ‘efficiency,’ which means rationality in
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the choice of behavior that will maximize consumer satisfaction within
resource and technological constraints. Efficiency, a key word in econom-
ics, means prudence to use the terminology of moral philosophy. Both
efficiency and prudence belong to an adaptive type of human behavior, one
that can accommodate a society’s various constraints. To realize an efficient
economy, the society needs institutional arrangements that promote and
maintain fair competition among economic agents.

In the long history of humankind, it has not been more than two and
a half centuries since human beings freed themselves from economic
constraints by introducing innovations in the form of new commodities,
new technology and new institutions. This is the phenomenon of modern
economic growth that surfaced after the Industrial Revolution, from
which emerged the new principle of ‘growth through innovation’ in con-
trast to ‘efficiency through adaptation.’ Economic growth was made pos-
sible by the institutions of capitalism that work to encourage abstinence
from current desires in favor of future desires and to transform the saved
surplus into capital accumulation. Capitalism is an economic system
that carries out a capitalistic mode of production motivated by secular
abstinence and profit maximization under private ownership and market
mechanisms.

Social security is another basic institution characteristic of the contem-
porary economy. It is the means by which the government allocates
resources in order to correct various kinds of unfairness and injustice in a
capitalist market economy; the government provides social services such as
health care, pensions, and welfare based on a certain definition of basic
human needs. The leading construct of social security is ‘justice,’ however
defined, which is often regarded as the countervailing value of ‘efficiency’
and ‘growth.’ The behavior intended to implement the idea of justice is
social solidarity based on citizens’ participation in public decision-making,
in contrast to behaviour based on private decision-making in market
exchange. Thus we have the third organizing principle of a society: ‘justice
through solidarity.’ If a capitalist system is involved with the intertemporal
allocation of private desires, a social security system is concerned with
the interpersonal allocation of private desires; it assumes the principles
of communities such as families and local associations that historically
preceded the market economy.

The question ‘What underlies an economic system?’ relates to the identi-
fication of institutions that lay the foundation for an economic system.
Although the foremost values of an economic society have been developed
historically in a sequence of ‘efficiency through adaptation,’ ‘growth
through innovation,’ and ‘justice through solidarity,’ the basic philosoph-
ical task is to examine the internal consistency of these three principles that
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emerged historically. Moreover, although the social security system in a
contemporary welfare state was maintained primarily by virtue of rapid
economic growth and a young population structure during the several
decades after World War II, it is now subjected to the criticism that its man-
agement contradicts economic efficiency and hinders economic growth; it
is also confronted with a financial crisis in meeting the increasing demand
for social services during a period of stagnant economic growth and ageing
of population.

WHAT EXISTS BEYOND THE ECONOMY?

Problems, however, are not limited to the plausibility and sustainability
of the welfare state. We must raise a further question, ‘What do people
want to achieve through economic activity?’ In other words, what is the
ultimate goal of an economy? Humankind in the past, although at a lower
standard of living than we presently enjoy, sometimes developed remark-
able spiritual and material cultures and contributed to the accumulation
of a valuable human legacy. Having attained an unprecedented economic
abundance, what should we do for the future?

Unfortunately, humankind has continued to repeat its history of insan-
ity and devastation. In particular, the twentieth century was characterized
by a series of wars on a worldwide scale employing high-technology
destruction. Whereas the world of the economy and commerce presup-
poses peace and prudence as a model of man and society, political attempts
to attain world hegemony evoke dangerous emotions that caused nations
to deviate from their framework of peace and prudence in order to elim-
inate economic constraints at one fell swoop. In the last century these
attempts repressed individual liberties and resulted in the dominance of a
detested totalitarian ideology. The minimum significance of democracy is
to be found in refuting the ideology of madness, destruction, and oppres-
sion by citizens’ participation in the governance of their society.

The term ‘welfare state,’ coined in contrast with the ‘warfare state’
during World War II, refers to an institution of social security that miti-
gates the harshness of a market economy, on the one hand, and demands
close cooperation with democracy as the civic foundation of welfare, on
the other. The welfare state thus thrives for solidarity and security and
peace and prudence by controlling market power and political power,
both of which are liable to be out of control. Given this relationship,
the contemporary economic, political, and social system consists of ‘cap-
italism, democracy, and social security,’ the totality of which I call the
welfare state.
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Then, our question about the goal of economic activity now reads:
‘What values does the welfare state intend to realize using this apparatus?’
Suppose that a rich and secure society whose inhabitants enjoy longevity
is achieved through the welfare state. In what sense are we proud of it? The
values of efficiency, growth, and justice will have no meaning unless they
are combined with far-reaching ideals and virtuous lives. It is incumbent on
us to pay attention to the concept of being and to examine the relationship
between individual liberty and social institutions from the viewpoint of
promoting a flourishing of population.

There is no question that only when a free market system, which permits
the pursuit of private desires, is supplemented by a secure system of justice
and a democratic system of political equality, will individual autonomy
be substantially guaranteed and an opportunity to develop individual
capabilities afforded. In economic theory, individual liberty as the presup-
position of market activity is merely a means to maximize satisfaction of
given preferences. True individual liberty offers two more things. First,
autonomous individuals are free critically to examine individual pref-
erences, to cultivate skills, to achieve a standard of excellence, and to trans-
form themselves positively and rationally in various fields of social practice.
Second, they can participate directly or indirectly in the formation of public
policy and its institutional framework, and contribute to public decision-
making through the understanding and discussion of civic issues. While the
former is concerned with the private sphere and the latter with the public
sphere, both will change the status quo in the private and public spheres.

In short, under the tripartite institutional apparatus of guaranteeing
market liberty, social justice, and political equality true individual liberty
helps people to accomplish what is beyond these values if and only if they
act to transform themselves and society. Thus liberty becomes a bridge
between the two banks of an economy. For this purpose, the liberty of
choice, of exchange, and of competition in the system of markets is not
enough, nor is liberty based on justice and equality in the systems of social
security and political democracy. What are required of individuals are the
pursuit of voluntariness and pluralism, the cultivation of moral faculties,
the promotion of public spirit, the effort to gain self-realization, the exer-
tion of creativity, and the elevation of human dignity. From true individual
liberty emerge outstanding achievements in science, the arts, thought,
culture, lifestyles, and identity. Although these endeavors need economic
resources, they are beyond economic valuation and are conceived as the
ultimate human ends of economic activity. If these values can be called per-
fection or excellence, we have the fourth normative principle: ‘excellence
through liberty.’ This ideal is interpreted as the ‘cultural value’ that holds
true in all areas of social activity.
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COORDINATION OF VALUES BY
THE WELFARE STATE

I argue that excellence is the goal of a society after it has achieved
economic affluence and social justice. The ethics of excellence has been a
distinctive position of moral philosophy since Aristotle; it emphasizes
virtue over happiness and justice. Reconstruction of the welfare state
does not result from economic and technical considerations alone. Its
three components – capitalism, democracy, and social security – comprise
the apparatus set up on this side of the river, and should be oriented to the
opposite bank.

The relationship between the set of values and the set of institutions can
be summarized as follows. First, the market mechanism of capitalism pre-
pares the economic foundation for a free society on the basis of economic
principles, that is, ‘efficiency through adaptation’ and ‘growth through
innovation.’ Second, social security corrects and complements the market
system and is based on the ethical principle of ‘justice through solidarity.’
Third, democracy as a political system aims to control the economy and
society by means of the equal participation of citizens in order to achieve
self-governance of the public sphere. Seen from a different angle, democ-
racy is a political process that is indispensable to the construction of a just
ethical system within the economy and society. The three components of
the welfare state on this side of the river are expected to contribute to the
ultimate goal on the other side of the river through the guidance of the
ethical principle, ‘excellence through liberty.’

Socialist and communist regimes, although they once seized the minds of
people using the ideology of justice, were unable to produce an economic
system amenable to efficiency and growth, because they rejected market
institutions, believing that the human nature of self-interest could be
abandoned. No economic system is sustainable without efficiency and
growth. Moreover, these regimes denied individual liberty and established
a dictatorship involving horrendous political struggles; eventually they
collapsed. Whatever the economic performance of a society may be, it is
impossible for a society without liberty to consider the prospects for the
ultimate human goal.

This is not an old story. Excessive economic and social regulation in
capitalist countries involves the same danger as in socialist countries with
regard to control of the private sector by the government. It is reasonable
that the worldwide trend of deregulation and privatization should promote
a shift from the government to the private sector. Just for this reason,
however, the more persistent and pervasive this trend is, the more effective
management of social security and democracy is needed as a bulwark
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against markets, and the more crucial individual participation in public
decision-making becomes. It follows that a shift ‘from the private to the
public sphere’ is required along with a shift ‘from the government to the
private sphere.’

The contemporary welfare state faces the challenge of constructing an
institutional framework that embodies the values of liberty, efficiency, and
growth, while keeping the value of justice in view of the tragic experience
of humankind. The welfare state encounters not only a financial crisis but
also a moral crisis of individual liberty given the easygoing and irrespon-
sible supply and demand systems of social services. Moreover, democracy
as public decision-making machinery has sometimes become a dead letter;
politics has also become a field for pursuing self-interests, which constitutes
the so-called iron triangle of Bureaucracy, Industry, and Politics. This is
the crisis of political democracy. The most fundamental task of the social
sciences today is to develop a comprehensive perspective in order to coord-
inate the foremost values mentioned above through an investigation of the
practical operation of the welfare state consisting of capitalism, democ-
racy, and social security. To put it another way, the task is to coordinate the
values and institutions of contemporary human society.

The objective of this book is to elucidate the norms and systems of the
welfare state within the scope of the two great disciplines, economics and
ethics. The world of economics is dominated by the values of ‘efficiency
through adaptation’ and ‘growth through innovation,’ while the world of
ethics is dominated by the values of ‘justice through solidarity’ and ‘excel-
lence through liberty.’ Economic ethics consists of these normative ideas
that should govern an economy to enhance the well-being of the citizenry
based on true individual liberty. These values do not remain mere ideas, but
are embodied sometimes in positive laws and sometimes in the individual
consciousness and social conventions. Thus values and institutions are
not independent of each other; it is reasonable to recognize their close
relationship from the start. Thus we define ‘law, morality, and custom’ as
the institutions as social norms, on the one hand, and define ‘capitalism,
democracy, and social security’ as the institutions as social systems, on the
other. This book attempts to develop a philosophy of the welfare state in
the context of the interrelationship between values and institutions. In view
of the two meanings of ‘institution,’ this attempt represents an enquiry into
two aspects of institution (social norm and social system), the welfare state
being the institution addressed.

One qualification is needed here. The traditional concept of philosophy
consists of three major areas: epistemology (methodology), ontology
(metaphysics), and axiology (ethics). The philosophy of the welfare state,
the subject matter of this book, concerns the ethics of the welfare state.
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THE PLAN OF THE BOOK

This book is divided into two parts. Part I, on values, has three chapters.
Chapter 1 defines the economy and morality and explains the conceptual
framework of this book. While economics and ethics have been recog-
nized as separate disciplines, little effort has been made to unify the worlds
of the economy and morality since the independence of economics from
moral philosophy. I argue that the economic world and the ethical world
are two schemes of social integration with remarkable universalizing
capacities and that the concept of the ‘good’ constitutes an interface of
the two worlds. In both economics and ethics, the concept of the good is
widely used – explicitly or implicitly; it is an inclusive notion implying
utility, welfare, well-being, happiness, and the like, based on interests,
wants, desires, and preferences. In ethics, the good is defined in diverse
ways; how the good is defined signifies the different positions of ethical
theories. In economics, by contrast, the concept of goods (in the sense of
commodities) in the plural form is defined as a means to bring about the
good (in the sense of goodness) as an end, however differently the latter
is defined. Economics is not concerned with the content of the good at all.
Even the word ‘good’ does not appear in economics; the word ‘utility’ is
enough to indicate the goal of economic activity. Starting from the
concept of the good as the interface of the economy and morality, I will
develop the systematic framework that is used throughout this book to
explore the relationship between the two worlds.

Chapters 2 and 3 characterize the basic values that apply to both the
economic and ethical worlds, such as efficiency, justice, liberty, and excel-
lence. While Chapter 2 concerns the familiar antithesis between ‘efficiency
and justice,’ Chapter 3 proposes a new antithesis between ‘liberty and excel-
lence.’ Discussions of these values are based on the recent development
of normative ethics after John Rawls, including utilitarianism, contractar-
ianism, libertarianism, and communitarianism. These discussions, which
describe various controversies, are concerned with the basic structure of
society from a normative point of view; contemporary economic, political,
and social issues cannot be dealt with apart from these discussions on a
theoretical level. As a result of academic specialization, however, serious
philosophical thinking has scarcely been undertaken in economics, even
with regard to the ethical basis of the welfare state.

Part II, on institutions, investigates the ethical principles that are
embodied in contemporary institutions with a focus on interrelated insti-
tutional structures. I define the contemporary welfare state as a compilation
of ‘capitalism, democracy, and social security,’ in contrast to current usage,
which narrowly identified the term ‘welfare state’ with social security.
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Chapters 4, 5, and 6 respectively consider the three components of the
welfare state thus defined.

The relationship between Part I and Part II is depicted in Table 0.1. The
horizontal axis of the image gives three representations of value (that is,
efficiency, justice, and excellence); the vertical axis shows the three insti-
tutions comprising the contemporary welfare state (that is, capitalism,
democracy, and social security). This image will be completed to ascertain
the relationship between values and institutions. Not only is each institu-
tion linked to values, but also the interrelationship between institutions is
examined in terms of the overall coordination of values and institutions.

There are two practical complications, however. First, since there are
different schools of thought in moral and political philosophy (such as
utilitarianism, contractarianism, libertarianism, and communitarianism),
entries added to the image will differ accordingly. Ordinarily, a school of
thought will construct a system that emphasizes specific concepts of value
and advocates particular programs as a way of coordinating institutions.
Therefore, different schools will add different entries to the image. Second,
as international comparative studies of the welfare state indicate, different
countries show different patterns of the welfare regime as a result of
different ideologies and different institutional arrangements. Although
countries do not necessarily hold consistent values and change them as a
political office changes, it is possible to identify some correlations between
values and institutions on the basis of empirical studies (for example,
liberal welfare regime, social-democratic welfare regime, and conservative
welfare regime à la Esping-Andersen, 1990). This is the typology of welfare
state regimes.

To sum up, the framework for understanding the interrelationship
between values and institutions is shown in Figure 0.1. A plane, consisting
of an X axis (value) and a Z axis (institution), is the same as given in
Table 0.1. Now, another axis Y is introduced to represent the problems of
schools of thought and regimes; there are two alternative interpretations of
the Y axis. On the plane composed of axes Y and X, we can see how
different schools of thought or different welfare regimes accommodate
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Value
Institution

Efficiency Justice Excellence

Capitalism
Democracy
Social security
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values (that is, efficiency, justice, and excellence). On the plane with axes Y
and Z, we can see how they coordinate institutional elements (that is,
capitalism, democracy, and social security).

Finally, Chapter 7 provides insights on welfare reform. With regard to
the specific areas of social security, including health care, pensions, welfare,
and so forth, the need for their reconstruction in developed countries is
imminent. But in view of the conflicting vested interests within a society, it
is doubtful that political discussions starting from actual institutional con-
ditions will be reasonable. Insofar as social institutions in general and the
social security system in particular embody ethical values, the desirable
reform of social security must be based on a comprehensive examination
of the leading ethical values and the dominant institutional framework.

The Conclusions following Chapter 7 form a counterpart to the
Introduction and give a summary of the book. The Introduction raises ques-
tions about how an economy should be constructed using the metaphorical
two banks of a river. The Conclusions call for the pursuit of a just and
excellent society.
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Figure 0.1 The three-dimensional interrelationship between values and
institutions
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