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Abstract: The paper presents an economic theory of morality and, based on it, a
classification of social sciences and economic subdisciplines. Following the introduction,
sections 2 to 4 seek to internalise morality into economics, both from a decision-
theoretic and a game-theoretic point of view. In sections 5 and 6 moral principles are
reconstructed as institutions, and it is shown why and how moral principles turn
mixed-motive games into coordination games (along a hierarchy of moral stages and the
respective games). This reveals the immense importance of morality not only in real life
but also with respect to theoretical and empirical work in economics. Further, it may be
asked whether there remains a proper realm for morality (or ethics) above and beyond
the economic frame of reference. This issue is addressed in section 7, where the
structural differences and the systematic relations between economic and neighbouring
disciplines are discussed. Section 8 concludes and discusses important ramifications.
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1. Introduction: The quest for morality from the
economic point of view

Morality seems to be multifaceted and elusive. We think of it in terms of internalised
values and principles, i. e., the “moral point of view”, but also in terms of rules that
govern social life and enable human cooperation. Some think morality consists mainly
in reasoned judgements (Kohlberg 1981; Gert 2005; Scanlon 2014); others hold that moral
reasoning is mostly an ex post rationalisation of what has already been decided
emotionally or intuitively in “system 1”mode (Haidt 2007; Greene 2013).1

While the message before and after the turn of the century was that real humans
had “social preferences” that had to be built into economic models (Fehr & Schmidt,
2006), views have somewhat changed, after it had become clear that those preferences
are mostly crowded out by anonymity or moral wiggle room (Hoffman, McCabe & Smith
1996; Dana, Weber & Kuang 2007; Andreoni & Bernheim, 2009) as well as by changes in
choice sets (List 2007; Bardsley 2008). Dana, Weber and Kuang got to the heart of the
ensuing change of mind when they stated that “(r)ather than having a preference for a
fair outcome, people may conform to situational pressures to give in certain contexts,
but may also try to exploit situational justifications for behaving selfishly” (2007, 69).
More such results and interpretations have been published under the label of “moral
hypocrisy” (Batson et al. 1999; Lönnqvist, Irlenbusch & Walkowitz 2014; Rustichini &

1 What’s more, when people decide spontaneously, they usually take the moral course of action;
however, when they reason deeply, they tend to take self-interested decisions (Cappelletti, Goth & Ploner
2011; Rand, Greene & Nowak 2012; Greene, 2013, 62–63).
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Villeval 2014). However, if this were true, one might wonder why moral rules exist at all
and why, as it seems, many “good people” fail miserably at the simplest moral tasks.

Contrary to the pessimistic interpretation just mentioned, there has also been a long
history of research in economics and the related field of ethics – mainly within the
German-speaking context – which points to situational constraints as the root causes of
moral failure (e. g., Brennan & Buchanan 1985; Buchanan 1977; Binmore 1994; Homann &
Bloome-Drees 1992; Homann & Pies 1994; Homann & Suchanek 2005; Lütge 2005; 2012;
Lütge & Mukerji 2016; Lütge & Uhl 2018; Minnameier 2012; 2013 a, b; 2020; Pies 2009). To
be sure, however, these authors claim that there is no real moral failure, since it is the
institutional framework that is to blame, not individual agents.

Questions about moral functioning are of interest not only to those working in the
field of social preferences but also in the wider economic perspective. Ever since James
Buchanan asked “What should economists do?” (1964) has it been clear that (modern)
economics is basically a science concerned with human cooperation, broadly consid-
ered. From this viewpoint, morality in all its various forms seems to be an important
and powerful economic tool. The present paper tries to reveal just how it works, both in
principle and in systematically different contexts.

The first part seeks to internalise morality into economics, first from a decision-
theoretic point of view (section 2), then from a game-theoretic point of view (section 3).
The second part discusses moral principles as institutions and explains how moral
principles turn mixed-motive games into coordination games (section 4) and how a
hierarchical order of such games gives rise to a hierarchy of moral principles as solution
concepts (section 5). This internalisation of morality into economics motivates the ques-
tion about what remains for other disciplines, ethics in particular, and how to map the
transdisciplinary field in terms of different kinds of approaches to one and the same
issue, which is addressed in the third part (section 6), where the structural differences
and systematic relations between economic subdisciplines and neighbouring disciplines
are discussed. The final section concludes and discusses important ramifications.

2. Morality in terms of social preferences

If we want to understand morality in terms of social preferences, we typically take on a
decision-theoretic perspective, from which other individuals are conceived of as parts of
the agent’s environment. Their preferences and beliefs belong to the overall set of
restrictions, under which the agent forms an intention. These restrictions can be
positive (i. e., affordances) or negative (i. e., constraints), and intentions can be formed
deliberately or intuitively. A rational moral choice would then be utility-maximising
regarding the agent’s (social) preferences and the restrictions under which she chooses.

However, we have to distinguish between two completely different notions of
“preference”. The first is the concept of “revealed preference” which pertains to con-
sequences of choices (Samuelson, 1948). The second is the concept of underlying funda-
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mental preferences that motivate concrete preferences (over consumption bundles). For
instance, a preference for a small car – if a larger one were affordable – might be
motivated either by thriftiness or by a concern for the environment (Dietrich & List
2013 a, b). In the moral domain, principles like the “Golden Rule” might be motivating
reasons for the proposer in the dictator game to prefer a fair outcome or for the trustee
in a trust game to transfer a fair share back to the investor.

It is important to note that these fundamental preferences are out of reach for the
strictly behaviouristic concept of revealed preferences, which typically relates to obser-
vable outcomes of choices. In this sense, rational choice theory based on “revealed
preferences” has been criticised for depriving utility of all content (Hollis & Sugden
1993; Bruni & Sugden 2007; Hausman 2012). Conversely, the idea of fundamental prefer-
ences (re-)endows utility with content. It brings the central drivers of choices to the fore,
among them also the ones that we generally conceive of as “social preferences”.

While this approachhasmuch in commonwith the psychological approach originally
set forth by Becker (1976), it also differs importantly from it. Becker’s notion of “basic
preferences” refers to motivators common to all humans, much like the basic needs
assumed by Deci and Ryan in their self-determination theory (2017). In contrast to this,
fundamental preferences as understood here may vary inter-individually (see also Die-
trich & List 2017). Vanberg has discussed Becker’s approach extensively and argued that
the economists’ reluctance to introduce such fundamental preferences is unjustified
(1988/1944, 42–50). Moral preferences also differ from social preferences. The latter are
modelled as preferences over outcomes or, in a more elaborated version, about the
intentions interaction partners (see e. g. Meier 2007 for an overview). However, Vanberg
(2008) argues that they ought to be understood as preferences over actions, which are
characteristically different in that morality is about doing the right thing rather than
bringing about a certain outcome (although both aspects are clearly related to each other)
(see also Hodgson, 2019, 118–123). Accordingly, we can analyse moral agency in a choice-
theoretic frameof reference,where amoral personhas fundamental preferences in terms
of her deep moral convictions but faces certain restrictions in a specific situation. And a
morally rational choice can be determined for agents with clearly defined moral prefer-
ences (e. g.,Minnameier 2016).

It can also be shown that different sorts of moral preferences – in terms of moral
stages – are activated in response to specific situational constraints. For instance, a
person who tries to follow the Golden Rule (“Do unto others what you would have others
do unto you”) might be motivated to cooperate in a one-shot prisoner’s dilemma (PD),
since she would not wish her partner to defect. However, given the risk of defection, this
strategy is self-defeating, which explains why not only self-interested but also morally
motivated people learn to defect (see Ledyard, 1995). Hence, the one-shot PD is a
situation that requires another kind of morality, which is “Every man for himself”
(Minnameier 2013b).

In moral psychology it has long been clear that people follow different moral
guidelines in different situations (e.  g., Beck, Dransfeld, Minnameier & Wuttke 2002;
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Krebs & Denton, 2005; Minnameier, Beck, Heinrichs & Parche-Kawik 1999; Rai & Fiske,
2011), because different situations call for different kinds of morality. Thus, the crucial
question is not: “Which model of other-regarding preferences does best in the light of
the data ...?” (Fehr & Schmidt, 2006, p. 668) but how to distinguish different types of
fundamental moral preferences and the conditions of their proper use in terms of a
rational choice accounting for situational constraints. Hence, reconceiving social prefer-
ences in the sense just described allows us to reconstruct moral agency in many
different situations and also to evaluate what morality commands or does not command
in order to prevent the exploitation of this very morality.

3. Morality in terms of “rules of the game”

However, reconceiving social preferences in terms of fundamental moral preferences
may still not tell the entire truth. As mentioned in the introduction, various experiments
have revealed that most participants (in general 70 per cent or more) fail to follow what
could be called the moral course of action (Andreoni & Bernheim 2009; Batson et al.
1999; Dana, Weber & Kuang 2007; Hoffman, McCabe & Smith 1996). They all concern
variations of the dictator game, in which the characteristic features are (1) that players
are anonymous or cannot be made accountable and (2) that the players making an
active choice (i. e., the dictators) face no restrictions that would rationally prevent them
from following the moral course of action. The latter is the key point: A dictator can
always determine a fair outcome without any self-harming consequences apart from
the foregone profit. Therefore, it seems hard to reconcile this with the idea that most
people actually do have (strong enough) moral preferences.

Consider, e. g., the phenomenon of moral hypocrisy. In Batson et al.’s (1999) setting,
the active agents2 typically choose to flip a coin to determine how to assign different
tasks (one favourable, one unfavourable) to another person and to herself. They are not
observed when flipping the coin, and a moral agent can just follow the result of the coin
flip, yet 90 per cent of those flipping the coin report that the coin decided in their own
favour. It seems that people (mis)use moral wiggle room for downright selfish reasons.
However, it does not imply that those people act immorally, as I try to show in what
follows.

From a theoretical point of view, we have to recall the two different notions of
morality already discussed above. So far, we have considered moral principles in terms
of other-regarding preferences. Binmore has criticized this approach for “blurring the
distinction between a social norm and a social preference” (2010a, 141) and believes this

2 Other than in economic experiments there are no real passive players in this social-psychological
experiment, but the active participants belief that there is another real person who will have to actually
carry out the assigned job.
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“will turn out to be a bad mistake” (ibid.), because it treats a game-theoretic problem as
a decision-theoretic one.

However, if moral principles function as social norms, they are to be understood as
institutions. This is the view that Binmore (2010b) himself advocates. However, he also
raises the question ofwhether social norms (ormoral principles) can really be rules of the
game in the game-theoretic sense, because for this they would have to be unbreakable. If
rules were implemented by some powerful and incorruptible external ruler, they might
be unbreakable for the players as amatter of fact. However, ifmoral principles are simply
rules in terms of socially shared views about what one ought to do in certain situations,
agents could always violate them. And if they can be violated, they cannot possibly be
rules of the game in the game-theoretic sense. Binmore goes on to argue like this:

The game theory solution to the problem that arises when the rules of an institution are not
enforced by some incorruptible external agency is to move to a larger game—the game of life—in
which the institution is regarded as being embedded. This larger game must have rules that are
genuinely unbreakable, like the laws of physics, because if the players had strategies whose
implementation resulted in the rules being broken, then they would not be the genuine rules of the
game. The rules of the institution to be studied then have a lesser status. The players can break them
if they want to, but if the institution is stable, the rules will not be broken, because obeying them is
part of the behavior required by an equilibrium of the game. That is to say, an institution is not
treated as a game itself, but as part of the description of an equilibriumwithin a larger game of life“
(Binmore 2010 b, 246).

Hence, in the larger game of life, the players may discover an equilibrium in which they
can coordinate. If they succeed in doing so, they will implement the institution as a rule
for the (smaller) base game, where it will not be broken if the players are in their right
mind. (see also Greif & Kingston 2011) In equilibrium, they act as (collaborative)
“choreographers” who redesign the base game in which they act as ordinary agents (cf.
also Aoki 2011; Guala 2016; Guala & Hindriks 2015; Vanberg 1988/1994). This also allows
for developmental progress in terms of an emerging order of games, which extends and
complements Hayek’s notion of spontaneous order (Vanberg 1986/1994; Vanberg &
Buchanan 1988/1994).

Now, if moral principles function in this way, i. e., as institutions, they have to come
with sanctions to enforce them and to make cooperation the dominant strategy. Only
few have come to understand moral principles themselves as institutions or as social
norms in the economic sense. The first was probably Edna Ullmann-Margalit (1977), but
also authors like James Buchanan and Viktor Vanberg have been among the pioneers in
this respect. Both have identified social dilemmas as the underlying problem and
morality as the solution, also with respect to the sanctioning potential of reputational
information spread in response to moral behaviour or misbehaviour (see e.  g., Vanberg
1988/1994, 51–54; Vanberg & Buchanan 1988/1994). More recently, Cristina Bicchieri
(2006; 2017) has discussed norms as solutions to mixed-motive games in Schelling’s
(1960) sense. If she is right, morality has a proper place in economics, because moral
principles would belong to the toolbox we use to make cooperation possible (see also
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DeScioli & Kurzban 2013; Guala 2016; Sugden 2018, chap. 11). If Buchanan is right in
claiming that economic problems are typically problems of human cooperation, the
relevance of morality for economics can hardly be overestimated (see also Binmore,
2011, p. 171).

Let us return to the question of how moral rules can be institutions, and let us
consider the simple example of the Hawk-Dove Game. In Hawk-Dove, players compete
over a resource of value ν and can either play “hawk” (H), which means to fight until
one either wins the resource or is injured and has to retreat (with cost of injury c), or
“dove” (D), which is to display hostility but retreat before any kind of fighting would
actually ensue. Let ν = 20, c = 40, and let us further assume that both combatants have
equal strength, so that there is a 50 percent chance of winning for each of them. Fig. 1
shows the resulting strategy profiles and the payoffs.

Figure 1: The hawk-and-dove game with (a) the payoffs in general form and (b) the payoffs if ν = 20, c = 40

Unlike the PD, HD does not have a stable pure strategy Nash equilibrium. There are two
pure strategy Nash equilibria (H, D and D, H), which, however, are asymmetric. On top
of these, there is a symmetric equilibrium in mixed strategies, in which each player
chooses H and D with probability p = .5. In this case, each player earns an expected
payoff of 5. However, similar to the PD, this symmetric mixed strategy Nash equilibrium
is Pareto-inefficient, because both players end up with 5, when 10 would have been
possible (D, D).

Fortunately, there is a way out – not within the game, but by augmenting and
thereby changing it. This is done by introducing a new rule, the so-called “property rule”
(P), which turns HD into a new game (“Hawk-Dove-Property”, or HDP) (Sugden, 2005,
pp. 73–74; 2010, pp. 51–52; Gintis, 2014, pp. 145–146). The rule introduces a new strategy
P, namely, “When first at the resource, choose H, otherwise choose D.” This is a realistic
and common rule. Children learn it very early, e.  g., when they compete over toys at a
nursery school. Adults use it when competing over parking spaces or over seats on
trains, or in desk-sharing offices. What’s more, this is not just any rule, but clearly a
moral rule.
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Let us now look at this new game, HDP, and let us further assume equal chances to
be the first (or second) at the resource. Under these conditions, we obtain the following
payoff matrix (see Fig. 2). For reasons of simplicity, only the row-player’s payoffs are
shown.

Figure 2: The Hawk-Dove-Property game with the payoffs for the row-player: (a) in general form and (b) if
ν = 20, c = 40

If the column-player chooses P, the row-player’s best response is to choose P, too. Hence,
the payoffs (10, 10) are now attainable. Moreover, whereas HD has the structure of a
“mixed-motive game” according to Schelling (1960), the introduction of P has trans-
formed the game into a coordination game. Extending this basic insight, the central
claim of this paper is that moral principles generally function as solution concepts for
mixed-motive games that transform them into coordination games, where the Pareto-
superior strategy profile is a Nash equilibrium.

Not only must the moral rules be common knowledge, but the players also have to
be able to use the sanctioning mechanisms that are part of the game. To see this, let us
assume the column-player chooses strategy D because she has been educated to be kind
to others. In the case of HDP, this corrupts morality, because it amounts to an invitation
for the row-player to choose H. Hence, the important lesson from this is that if moral
principles are institutions, the respective sanctions have to be employed appropriately.

4. Correlated equilibria and a hierarchical order of
games

Correlated equilibria, originally a concept of cooperative game theory, were introduced
by Robert Aumann (1974) in the context of non-cooperative game theory. From the point
of view of cooperative game theory, they determine only what would be beneficial (the
“efficient” outcome) for a coalition of players, not how they might achieve it. However,
as Gintis stresses, “the correlated equilibrium is a much more natural equilibrium
criterion than the Nash equilibrium, because of a famous theorem of Aumann (1987),
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who showed that Bayesian rational agents in an epistemic game G with a common
subjective prior play a correlated equilibrium of G (Gintis 2014, 142; see also Vander-
schraaf, 1995; 2019, 60–62). This raises the question of how they manage to coordinate in
this way. Of course, the straightforward answer is that they must do something so that
the correlated equilibrium becomes also a Nash equilibrium, such as the move from HP
to HDP.

Such a move is not part of classical game theory, and it cannot even be part of game
theory in a narrow sense, because it pertains to transforming or inventing games.
Changing the (rules of the) game is never a strategy within the respective game; it would
only be one in the larger game of life. From the point of view of classical game theory,
this would require omniscient players. However, from the point of view of evolutionary
game theory, it does not, because players can find equilibrium paths intuitively (Bin-
more 2010 b; 2011). However, we can also imagine the players themselves establishing
new rules and subsequently following them (Fudenberg & Tirole, 1991, p. 53; Vanberg &
Buchanan 1988/1994; see also sec. 3).

In HDP, players can thus establish the “property” rule, which allows them to achieve
the correlated equilibrium, as it is now a Nash equilibrium. Of course, this does not
constitute property in a formal sense, but property in the sense of legitimate possession,
like the possession of an unreserved seat on a train that one has just occupied.

However, within this new game, new cooperation problems may arise. Once prop-
erty is established, it might happen that player A lacks what player B has and vice versa.
Sharing and turn-taking are the simple moral rules that solve such problems. Children
learn to share their property with their friends and take turns on playground equip-
ment. Office workers take turns using common resources such as specialised software
or office workplaces. Thus, the sharing norm is the moral principle for circumstances in
which not everyone has his or hers, i. e., where the property rule as such does not suffice
to solve the problem. Hence, we end up with a more complex game, because the sharing
norm implies the property rule but goes beyond it.

Finally, yet another problem arises whenever the players are relevantly different
from each other. For instance, if one of the office workers has a very important job, she
might skip the queue, or when on a bus, tram or train, one might give one’s seat to an
elderly or disabled person. Other relevant differences concern effort and expertise.
Sales representatives and many other employees receive a basic remuneration plus a
premium depending on sales or other measures of success, so that the overall payment
to the employees is divided equitably rather than equally. In all such cases equal sharing
would be unfair. Principles of care and equity account for special needs and achieve-
ments and help us to establish equitable distributions.

If we extend these basic ideas and try to reframe them in the context of Binmore’s
notion of a “larger game of life”, institutions such as the ones that have been discussed
so far allow agents to solve mixed-motive games so that they manage to coordinate in
correlated equilibria in more and more complex social contexts. Moreover, these
correlated equilibria are indeed Nash equilibria in the larger game of life. Thus, one
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solution to a mixed-motive game may induce new kinds of such games at higher orders.
And all these solution concepts, taken together, may constitute a hierarchy of moral
principles that shape and govern a hierarchy of embedded games.3

In order to illustrate this idea, let us change the usual presentation of payoff
matrices in such a way that the Pareto-inferior Nash equilibrium appears in the south-
westerly cell and the correlated equilibrium in the north-east (see Fig. 3),4 and let us use
the PD as the paradigmatic example of mixed-motive games in general. If the prisoners
could talk to each other, they could solve the PD by agreeing on a mutual promise
together with suitable sanctions (any kind of credible threat to ward off defection). The
sanctioning mechanism discounts the value of unilateral defection by three points. This
move transforms the PD into a coordination game.

Figure 3: PD transformed into a coordination game by implementing a mutual promise with sanctions

If we construct games at different emergent orders, as suggested above, we obtain an
order of games at different (ordinal) welfare levels (see Fig. 4). With the move from one
game to another, a new problem in terms of a new mixed-motive game emerges, based
on the solution of the previous one.

3 The hierarchy of games discussed here and explained as well as exemplified in the sections 5 and 6
differ from the ordonomic three-stage model (see e.  g. Pies 2000, 189; 2022, 29). Other than Pies, I have
argued for reinterpreting the rationale of institutional change in the sense of the original two-stage logic
of playing by the rules a game and changing the rules of the game (Minnameier 2025). Another hierarchy
discussed by Pies in the appendix of his (2022, 219–221) does not concern a hierarchy of games in the sense
of moral stages because what he exemplifies and discusses is merely an escalation of sanctioning
mechanisms that do not change themoral framing.
4 This ingenious move to flip the payoff matrix so that it can be mapped onto a diagram to compare the
agents’ utilities was – as far as I know – introduced by Ingo Pies within his ordonomic framework (2000;
2009; 2016; 2022).
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Figure 4: A succession of three (successively transformed) PD-like games at different levels (as indicated by
the index numbers of the strategies). The ordinal numbers in the boxes signify that at each higher level
higher payoffs are possible for the players. So, once the first game is transformed, players will reach the
Pareto-superior combination (C1, C1) because it is a Nash equilibrium, but they also become aware of the
next-higher game and realise that (4,4) were possible. However, they can only attain this payoff combination
by transforming this second game, too, and so on.

5. Moral principles as institutions and the theory of
moral stages

For moral principles to function as institutions, they have to come with sanctions. What
kinds of sanctions might these be? Experimental economics usually operates with
monetary incentives (Croson 2005), which do the job in the laboratory but may be
counterproductive in real life (Bowles 2016; Gneezy & Rustichini 2000; Mulder et al.,
2005; 2006; Mulder, 2009)5 and obscure the functioning of subtle moral rewards and
punishments in many forms of human cooperation (see also Kamenica 2012).6 Generally,
we seem to be so habituated to playing moral games in everyday life that we play them

5 However, based on the moral theory presented here it seems that material incentives do not crowd out
morality altogether, but rather act as game changers in the sense of replacing one kind of morality for
another one. For instance, in the classic example, where parents pick up their children late from a
nursery school, an induced monetary punishment is (mis)understood as a price, which has led to more
late pickups rather than less (Gneezy & Rustichini 2000). That is, an appeal to decent behaviour (Stage 3B)
or the golden rule (Stage 2C) turns into kind of deal (Stage 2B) (see stage descriptions below).
6 Non-monetary payoffs have so far been analysed in terms of social preferences only, but not in terms of
incentives. Nonetheless, monetary incentives may convey non-monetary signals. In a public goods game,
e. g., they not only reduce the punished player’s payoff, but may also signal indignation or the like.
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as if they were downright coordination games (Bicchieri 2006, p. 41) and fail to notice
the underlying dilemmas. But when morality is crowded out, those dilemmas re-emerge
(see also Vanberg 1988/1994, 56–59).

Although some have understood and highlighted the role of non-monetary and
specifically moral sanctions (Bicchieri 2006; Buchanan, 19947; 1988/1994; Vanberg/Bucha-
nan, 1988/1994), none of these authors has revealed how these sanctions work precisely;
see, e. g., Lütge’s (2012, 63–68) critique of Buchanan (1994) in this respect. Accordingly, it
has so far been an open and largely neglected question as to what different kinds of
moral sanctions would have to be distinguished and what different kinds of moralities,
in terms of moral stages or something similar, would have to be differentiated. In what
follows I will therefore try to reveal how moral sanctions actually function with respect
to specific moral principles. In particular, we can differentiate three characteristic
“moral currencies” that apply to three basic moral stages (see Tab. 1):
(1) Sympathy vs. antipathy,which operates where the involved agents have an intrinsic

interest in each other, enjoy or aim at social bonding and therefore have a direct
interest in the other’s well-being.

(2) Respect vs. contempt, which operates in cases of conflicts of interest, where agents
do not have an intrinsic interest in each other or where acting in the interest of the
other directly impedes one’s own.

(3) Repute vs. disrepute, which operates within a group or a community of different
groups and where cultural rules of decency and role responsibilities are relevant.8

The stages as such are the result of a post-Kohlbergian approach that tries to build on
the basic and still valid foundations of the well-known Kohlberg theory while it over-
comes its inherent problems and shortcomings (see Colby & Kohlberg 1987; Kohlberg
1984, for the original theory, and Minnameier 2000; 2001; 2014, for the critique and the
foundations for a revised theory of moral stages). The core of Kohlbergian theory is that
there is a hierarchy of stages (of successively higher complexity) as illustrated above,
where the higher stages integrate and extend the lower ones, and where a higher stage
emerges as a result of (new and inherent) problems incurred at the preceding one.

Kohlberg differentiated six stages at two main levels and later added sub-forms (A
and B) to each stage as well as transitional stages (especially 1/2, 2/3, 4/5). The post-
Kohlbergian taxonomy encompasses nine stages with three substages each (A, B, C).
However, only the first three stages are relevant here and will be described briefly
below. By and large the post-Kohlbergian stages correspond to the original Kohlberg
stages, although Stage 1 is conceived differently and the substages of Stage 2 and Stage 3

7 See also Carden, Caskey and Kessler (2022).
8 Reputation in the sense used here is narrower than the concept generally used in economics. Econo-
mists tend to call any belief one individual holds about another as a reputation of that individual.
However, here it refers to socially shared beliefs that are formed and communicated a group or
community by way of gossip or similarmeans.
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do not always match perfectly with Kohlberg’s stages: The Golden Rule, e.  g., is associated
with Kohlberg stage 3, whereas here it is classified as Stage 2C.

The sequence of substages A through C follows three basic justice operations9 that
recur at each stage (while each stage introduces a new relevant aspect that has to be
integrated into moral judgement). The first, equality, means that each of the concerned
persons’ (or groups’) individual perspectives are addressed and taken into account in the
same way. The second, reciprocity, links these perspectives in a strictly reciprocal way in
the sense of establishing an equal exchange balance between the respective agents.
However, since such an equalised transfer balance may be unfair if the agents are
characterized by relevant inequalities, the third justice operation, reciprocal equality,
has to take account of these inequalities. To put it differently: The first operation allows
us to address different individuals’ respective viewpoints from an intra-individual
perspective, the second allows us to relate them from an inter-individual perspective,
while the third allows us to integrate them from an overarching trans-individual per-
spective. Figure 5 illustrates the justice operations and their role in moral development,
in particular that with each stage a new aspect is introduced, under which perspectives
are first differentiated, then reciprocally related, and finally integrated. For examples
see section 6.

Figure 5: Illustration of the justice operations and their role in moral development

9 It should be noted that Kohlberg introduced the idea of justice operations (also relating to Piaget) in the
context of his stage theory. However, the operations he mentions, i. e. equality, equity, role-taking,
universalizability, sympathy and liberty) not only appear unsystematic in that it is unclear in what sense
they really are operations. He also holds that they apply to each stage, which blurs their proper role for
particular stages (see Colby & Kohlberg, 1987, 23–25; Kohlberg, Levine & Hewer, 1983).
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Tab. 1 presents the three stages together with the relevant rewards and punishments in
moral currency and the justice operations. Rewards for complying with morality
increase utility (e. g., signals of affection or gratitude in the case of Stage 1), whereas
punishments decrease utility (e. g., withdrawal of love in a partnership or family
relationship at Stage 1). On top of this, there exists an extended form of punishment in
case one’s opposite number fails to react in response to punishment in moral currency.
There is always the possibility of stopping to play this game altogether and moving to a
lower game. In the case of the sharing norm (1B), this means to revert to a game in
which nobody shares (anymore) but sticks to what they have (incorporating a moral
game according to Stage 1A). This extended form of punishment might function as an
incentive to get the other agent back on the path of virtue, so to speak. From the point of
view of the lower-level game of property, a similar strategy could be employed: If the
other player (continually) violates my property, I could first get angry and express my
indignation, but the ultimate move would be to start conquering back items, which
would be tantamount to reverting to a Hobbesian state of nature, in which, according to
the “law of Nature (...) every man has right to everything” (1651/2001, p. 65 [chap. 15,
§ 2]), but which results in a “war of every one against every one” (1651/2001, p. 59
[chap. 14, § 4]).

Table 1:Moral principles and sanctioning mechanisms

Stage Moral Principle Reward Punishm‘t Justice Op.

3C Legal norms (authority) Repute Disrepute Recipr. Equ.

3B Cultural norms (decency) Repute Disrepute Reciprocity

3A Group norms (role obligations) Repute Disrepute Equality

2C Golden rule (consideration) Respect Contempt Recipr. Equ.

2B Mutual promise (contract) Respect Contempt Reciprocity

2A Legitimate (competing) interests Respect Contempt Equality

1C Care (based on needs and merit) Sympathy Antipathy Recipr. Equ.

1B Sharing/turn-taking Sympathy Antipathy Reciprocity

1A Property (legitimate possession) Sympathy Antipathy Equality
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6. Description of the moral stages and substages

Moral Stage 1

The examples I have mentioned in sections 4 and 5 pertain to simple principles of
morality that typically apply to close relationships based on feelings of sympathy.10 In
such situations, the players do have an intrinsic interest in each other and in each other’s
well-being. Therefore, the moral currency of this stage consists in signals of “sympathy”
and “antipathy”, as explained already in the previous section.

It has long been known that the three moral principles of the substages to Stage 1
follow a developmental order. In particular, Damon (1977) found that early preschool
children behave selfishly in the sense of not sharing (strict property orientation; Stage
1A), that later preschool children share equally, and that at school age they share
equitably. There is also recent empirical evidence for this developmental order from
preschool children’s sharing behaviour (see e.  g., Paulus and Moore 2014; Killen, Elen-
baas & Rizzo 2018; Smith & Warneken 2016).11 However, for those moralities to be
upheld, they have to be Nash equilibria in the larger game of life. Their functioning
relies on (mutual) sympathy and a concern for the other’s well-being (see also Paulus &
Moore, 2017), and in that sense they create and promote friendship and affection.

Such a caring and sympathetic attitude may also explain why Casal, Fallucchi, and
Quercia (2019) find a high proportion of altruism towards the (passive) third party in a
three-player ultimatum game, where the third party is an NGO whose money can be
taken away and redistributed between the other players. This is true for proposers, of
whom one third refrain from taking money from the NGO (even where there is no risk
involved), and for responders, who punish proposers for taking from the NGO (ibid.,
p. 77).12

10 The property norm, however, can be interpreted also in terms of higher forms of morality. The full
notion of property in terms of permanent ownership and rules concerning its acquisition belongs to a
higher form of social rules that govern life in (large) communities (see Stage 3 below).
11 Hamann, Bender and Tomasello (2014) also found meritocratic sharing in preschool children that
preschool children, however only in a very limited form. First, it only occurred when children collabo-
rated, not when they worked in parallel. Second, themeritocratic sharing consisted in a tendency to share
equally, after rewards were given undeservingly unequally (a child who had to work more than the other
received one marble, while the other received three). Third, the induced difference that was thought to
bring about differential deservingness was only that one child had to work harder to complete a certain
task, but which was completed together (so that the advantaged child could actually not be more
productive than the other child). In my view, the result can be interpreted as a combination of claiming
one’s property (that has been allocated by the experimenter) and the equal sharing norm, but not a full
account equitable sharing.
12 Furthermore the authors suggest that there are two moral types, because apart from the altruism
which seems to motivate some players, other players are motivated by inequality aversion. While the
former is a case of Stage 1C, the latter can be understood as implementing a fair deal in the sense of Stage
2B (see below).
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Moral Stage 2

While Stage 1 is based on sympathy and genuinely common interests, there are also true
conflicts of interest in which helping others may be fatal. Consider, for example, the
situation of a couple of graduates applying for jobs over which they (have to) compete.
They may feel a lot of sympathy for each other and might be friends, yet they clearly are
competitors because acting in the interest of the other would compromise their own
legitimate interest. In such a conflict of interest, the agents have to follow the rule that
everybody has interests to pursue, which constitutes Stage 2A (see Tab. 1). Or in a
proverb: “Near is my shirt, but nearer is my skin.” As a principle, this does not sanction
or even promote selfishness because it necessarily applies to all other agents as well and
therefore implies respect for their pursuing their interests.13

This kind of reasoning also extends the moral scope in that it covers interactions
with people to whom one might be indifferent or even opposed. Market interaction in
particular leads to respectful and fruitful interaction between strangers and also people
of different value systems. This applies especially to Stage 2B, where the agents coop-
erate in mutual exchange, while each of them seeks their own benefit.

Thus, Stage 2B relates to conflicts of interest that cannot be solved by just having
everybody pursue their interest on their own, as at Stage 2A. The classical one-shot PD is
another case in point. Of course, in a one-shot PD the social dilemma is irresolvable, and
therefore the only rational option is to follow the principle of Stage 2A, which forces
players to defect. However, as mentioned above, under more relaxed circumstances in
which communication is possible, the morality of contract in terms of a mutual promise
allows agents to solve the problem. To be sure, however, the sanction does not necessa-
rily have to take the form of a material threat but can consist of a loss of respect.

In orthodox game theory this would count as cheap talk. However, formoral persons
this talk is not cheap. Compare the situation of the strict PD with the one in which a
promise was given. In the first case, no one can reproach the other for defecting (since it
perfectly complies with the morality of Stage 2A). However, if a promise was first given
and then broken, the othermay rightfully hold the defector in contempt. And the defector
will know this and have a bad conscience (given the respective sense ofmorality).

Finally, Stage 2C pertains to the Golden Rule, which is required in conflicts of
interest in which the other party has nothing to offer in return for some service. In this
situation, one is unable to strike a deal but rather has to make a deal with oneself in
terms of what one would wish if one were in the other’s shoes. The rationale behind this
is that in some cases one is in a position to help; in other cases, one needs to be helped.
Knowing the latter may lead to the conviction that being helpful and thus respectful

13 The well-known “Battle of the Sexes”would also be a case in point, if going to the theatre with his wife
would not be better for the husband than going to the football match alone (and vice versa). In this
modified game everyone would have to respect the other’s interest, and everyone would have to go on
their own (with whoever), or else theymight either have to divorce, in the long run, or give in to the other.
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towards others is in everybody’s interest and should therefore be accepted as a general
moral duty (at least in relation to those who think and feel the same). The trust game
(see Johnson & Mislin, 2011), as well as a more sophisticated version of it (Hoffman, Yoeli
& Nowak 2015)14, both incorporate this very idea. Here, the investor must have reason to
believe that the proposer plays according to the Golden Rule. Only if this condition is
met can this moral game be played and can the players obtain a fair and efficient
payoff.

In an experiment based on an augmented trust game, we could show that the
possibility to exchange signals in moral currency increases both trust and trustworthi-
ness substantially (Bonowski & Minnameier 2022). In post-play communication players
could evaluate the other player’s choice of action (in particular whether it was fair or
unfair on a five-point Likert scale). Since it always happened after the player’s move and
players remained entirely anonymous, this kind of communication had no strategic
value for monetary payoffs, yet it stabilised both trust and trustworthiness even across
a succession of ten rounds (although pairs were matched anew after each round).

Moral Stage 3

Even when following the Golden Rule, you cannot always please everyone. For instance,
a sales representative might well understand and respect the customer’s concerns but
be unable to respond to them because they go against the company’s policy. In such
cases, a different morality is required, namely one that focuses on the duties and
constraints of a role occupant. The sales representative, as an employee of the company,
has to be loyal and comply with its policies and procedures. So, from this moral point of
view, the aim is not anymore to mediate between conflicting individual interests but to
meet the interest of a social entity, i. e., the group to which one belongs. On the one hand,
individual interests are merged into a group interest; on the other hand, this group
interest stands against the interests of outsiders. This explains why in a trust game with
in-group and out-group differentiation, trust towards members of the in-group is much
higher than towards those of the out-group and why a lack of identification with one’s
group creates suspicion and even harsh discrimination (see Fehrler & Kosfeld, 2013).

The moral currency of Stage 3 is “reputation”, which goes beyond inter-individual
relationships and spreads throughout the respective social units. An employee, a club
member, or a member of some other community may have a certain reputation as a role

14 In this “envelope game”, which is a repeated asymmetric game, player 1 receives an envelope in the
first stage of each round, containing information on the magnitude of an incentive to defect (high or low).
In the second stage, player 2 can decide to continue or end the game. Player 1 has four strategies:
(1) cooperate without looking, (2) cooperate with looking, (3) look and cooperate only when the incentive
to defect is low, and (4) always defect. “Cooperate without looking” is the strategy by which player 1 can
implement the Golden Rule and signal trustworthiness.
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occupant. With respect to work, it can relate to the entire organisation or to smaller
units like departments or teams. In these contexts, one can win or lose reputation, and
in the ultimate case of non-compliance one can be laid off or excluded otherwise.15

Stage 3B concerns the interaction between groups or representatives of different
groups. Here we focus on broader public life beyond individual group membership,
where rules of decency and generalised expectations are concerned. For instance, in
many countries there are different rules about how much tip one ought to give in
restaurants or on other occasions. When foreigners visit a country, they try to work out
what is decent in this respect (see also Azar, 2004). Buchanan’s (1994) stress on work
ethics and the importance of also preaching them concerns this point because he focuses
on generalised cultural rules and expectations (on this see also Rose 2018).

Cultural rules that constitute Stage 3B can be called “conventions”, because they are
not formally enforced and are rules in some communities but not in others. However,
they are not to be confused with “conventions” in the game-theoretic sense (where they
apply to coordination games). Stage 3B-rules are conventions in the sense that they can
be operative in one community but not in another. In some cultures, a handshake
(really) indicates the conclusion of a contract. In other cultures, perhaps no one would
rely on it. However, apart from the conventional aspect, there is also the normative
aspect concerning the generalised expectations about what a decent person ought and
ought not to do (see also Bicchieri, 2006, pp. 39–42; Tomasello, 2016, pp. 126–128). This
twofold nature of Stage 3B principles has led to some confusion concerning the question
of whether there can be any sharp distinction between social conventions and moral
norms (see Sugden, 2010; Brennan, 2010), but as the present discussion reveals, these
qualms can be accommodated.16

An interesting example in this context relates to “corporate social responsibility”.
Some fifty years ago or so, companies were much less expected to comply with CSR
standards, and it was widely agreed that they had to act in the best interest of the
shareholders (Friedman 1970). Today, however, our general expectations have changed
in a long process of public discourse about CSR issues, so that the reputational risk for
companies as well as possible reputational gains are much higher for companies today
compared to the past.

15 A good example indicating this is a public goods gamewhere institution formation is possible. Kosfeld,
Okada and Riedl (2009) have found that only the grand organisation (where all players participate in the
institution) is actually implemented, even though smaller organisations would still be profitable for the
participants. Thus, the players forego a monetary benefit, but at the same time solve the so-called second-
order free-rider problem (that those not participating in the institution could free-ride on it and earn an
even higher payoff than those who implement it). Second-order free-riding can be interpreted in terms of
non-compliance with one’s role under the institution which applies to the whole group.
16 See also section 6 with respect to distinguishing morality in the economic sense (the middle column in
Tab. 2) from morality in the ethical sense (the right-hand column in Tab. 2). Moral norms in the sense of
solutions to mixed-motive games belong to the realm of instrumental or strategic reasoning, whereas
moral judgments in the ethical sense belong to what is referred to as normative or ethical reasoning.
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Another example of the importance of generalised expectations can be seen in the
punishment schemes observed in public goods games. Herrmann, Thoeni, and Gächter
(2008) as well as Gächter and Herrmann (2011) have found out that cultures differ a
great deal in the prevalence of prosocial and antisocial punishment. While the former is
efficient, the latter obstructs coordination, because antisocial punishment redeems and
crowds out prosocial punishment. Grieco, Faillo, and Zarri (2017) have shown that the
most efficient rule would be to allow only the individual with the highest contribution
to punish others. However, such a rule would have to be socially shared and sustained
by the players, or in other words, become part of their culture.

Finally, whenever people have conflicting views on what is decent or not (perhaps
with respect to the punishment regimes just mentioned), the conflict must be resolved
by some higher authority constituted by the law or a supreme ruler. Legislators make
rules on whether and to what extent one may or may not cover one’s face with a veil,
may or may not play loud music in residential areas, and so on. In modern societies, we
have legislators and judges to solve these disputes. In antiquity, there were kings,
queens or other supreme rulers. In large corporations, which also function like smaller
societies, the top management is the authority that sets the general rules which all
members of the organisation have to follow (e.  g., anti-corruption and compliance rules).

Abiding by the rules increases one’s reputation; violating them reduces it. However,
a failure to comply with these rules may not only spoil an agent’s reputation, but in the
case of a serious or repeated violation, legal punishment may apply, so that one has to
pay a fine or even go to prison. Actual legal punishment can be understood as moving
one stage down the moral hierarchy, where the punishment is (or ought to be) regarded
as a decent response to the offence.

7. Ethics and economics – a taxonomy for the social
sciences

If it is true that moral principles function as institutions, we end up with an economic
theory of morality that internalises morality into economics as solution concepts for
mixed-motive games. However, would this entail that ethics becomes part and parcel of
economics? My answer is “no”,17 for the role of moral principles as institutions constitu-
tes but one aspect of morality, and there is yet another, distinctly ethical one, which is
not captured by the economic approach.

This concerns the idea of justice, pertaining to the normative evaluation of a social
situation from an impartial third-person point of view (and to how such an impartial

17 Vanderschraaf (2019; see also Hankins & Vanderschraaf, 2021) raises the same question and answers it
in a similar way, however only with respect to the relevance of theories of justice (see below).
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point of view can be attained in the first place). For instance, morality in terms of
“concerns with avoiding harm, benefitting others, issues of physical violence, emotional
hurt, exploitation, subjugation, unequal treatment, unfairness, social injustices, uphold-
ing rights, and ... issues of prejudice and discrimination, peace, war, genocide, enslave-
ment, and much more” (Turiel, 2014, p. 4) obviously focuses on the values that a moral
person should have internalised. In a similar way, Brennan et al. (2013) hold – against
Bicchieri (see 2006, pp. 28–35) – that moral norms require such normative attitudes that
cause agents to follow a certain norm.

There are clearly (at least) these two distinct meanings of morality, and the
difference seems vitally important. Moral principles as institutions are tools to solve
social dilemmas. They belong to the category of instrumental reasoning (even though
from an objective, trans-individual point of view).

As opposed to this,moral principles as ideas of justice are “normative” in the ethical
sense. It is common in economics to differentiate between positive and normative
theory, but as it appears, we have to make a further distinction within this broadly
“normative” domain: between the domain of instrumental reasoning, on the one hand,
and the domain of ethical reasoning, on the other hand. In order to capture this, now
threefold, distinction between domains of reasoning, I refer to
(1) “positive” (or explanatory) reasoning,
(2) “instrumental” (or strategic) reasoning, and
(3) “normative” (or ethical) reasoning.

Normative reasoning in this sense is about answers to questions concerning justice, but
also the “good life” in general. The right-hand column of Tab. 2 reveals that such
questions can be asked with respect to a single individual, a group of individuals, or
with respect to anybody who is affected by a certain decision or state of affairs.

Table 2: A taxonomy for the social sciences (in particular economics and ethics). The fields mentioned in
brackets are non-exhaustive examples for the categories.

Theoretical Perspective
(Regulative Principle):

Positive/Explanatory
(Truth)

Instrumental/Strategic
(Effectiveness)

Normative/Ethical
(Good Life)

Social Perspective:

Intra-individual (Decision
Theory)

Positive DT
(Behav. econ.)

DT
(Indiv. rat. choice)

Normative DT
(Values, virtues)

Inter-individual
(Game theory)

Positive GT
(Behav. econ.)

Instrumental GT
(Non-coop. GT)

Normative GT
(Cooperative GT)

Trans-individual
(Soc. systems theory)

Positive SST
(Macro econ.)

Instrumental SST
(Institutional econ.)

Normative SST
(Theories of justice)

Tab. 2 presents a systematic differentiation of research areas in two dimensions. The
first dimension pertains to regulative principles, i.  e., “truth”with respect to explanatory
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questions (positive), “effectiveness” with respect to strategic questions (instrumental),
and the “good life”with respect to what preferences we ought to have (normative).

The second dimension pertains to the social perspective. The intra-individual per-
spective concerns decision theory (DT) asks how we have to explain individual beha-
viour (positive DT), what an individual with certain preferences should do under
specific restrictions (instrumental DT), or what preferences an individual should have
in the first place (normative DT). The inter-individual perspective concerns game theory
(GT) and the question of how to explain the players’ choices in games (positive GT), what
strategy profiles are rationalisable in games in terms of Nash equilibria (instrumental
GT), and what is the best outcome for coalitions of players in terms of what is known as
“cooperative game theory” (normative GT). Finally, the trans-individual perspective
pertains to the analysis of smaller or larger social systems and how they function
(positive social systems theory; SST) according to the governing rules of the social entity
in question. Instrumental SST is meant to solve cooperation problems by turning mixed
motive games into coordination games, i. e., establishing and implementing institutions
to realise win-win options. It is one thing to determine what kind of institution is
rational to implement from the point of view of the involved agents (instrumental SST),
but it is another to determine what is ethically just from an impartial outside point of
view (normative SST). For instance, any win-win solution will do as a solution concept
from the point of view of instrumental SST, but not all may pass muster from the point
of view of normative SST. That latter is what we typically understand as “ethics” in a
narrow sense of theories of justice.

In traditional philosophy of science, especially in Karl Popper’s “logic of scientific
discovery” (1959), positive theory was considered as the only true “science”. However,
developments in recent years have revealed two important problems with respect to
this view: On the one hand, positive theory is not entirely value-free, because we cannot
determine how to assign truth-values to theories or statements based on deduction
alone (see e. g., Putnam, 2002; see also Minnameier, 2004; 2017; 2023). On the other hand,
it has become clear that instrumental and normative questions are scientific questions
in their own right. In particular, the different interpretations of rational choice theory
(typically labelled “positive” and “normative”) relate to structurally different research
questions, of which each has its own scientific dignity (Putnam, 2015; see also Hands,
2012; Scanlon, 2014). The present taxonomy tries to capture this, and at the same time it
carves out the systematic differences between research areas in which economists,
psychologists, philosophers, and social scientists in general are active.

Moreover, as in the title I speak of the “fabric” of social sciences, the taxonomy does
not merely reveal structurally different areas of research but also how they are linked
to one another. This seems to be crucial with respect to the systematic connections
between different fields of research in general, but also with respect to the role(s) of
institutions in particular. Let me highlight two systematically different routes that lead
to considering and establishing institutions, but for two different reasons and from two
distinctively different starting points:
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(1) The first route is a move from normative issues of justice to instrumental reasoning
on how we can bring this aspect of justice to bear in real life. In other words, here
we move from normativity (in the sense of theories of justice) to implementation (in
the sense of institutional economics).

(2) The second route remains within the instrumental domain of strategic reasoning,
where players in a game realise that they are caught in a social trap and move from
instrumental GT to instrumental SST (as explained in sections 4 and 5).

8. Conclusions and ramifications

The basic idea offered in the present paper is that moral principles function as solution
concepts for mixed-motive games and how these games are transformed into coordina-
tion games with the help of rather simple moral principles. It has also been shown that
these games form a hierarchical order so that each morality-based coordination game
ultimately leads to a newmixed-motive game at a higher order. In sections 5 and 6, three
elementary moral stages and their substages have been described.

This strategic-instrumental account of morality raises the questions of whether and
to what extent morality is effectively internalised into economics and what becomes of
the classical distinction between moral and instrumental reasoning. In section 7, a
framework for the systematic differentiation of research areas has been presented in
which this classificatory problem has been solved. Moreover, this framework allows us
to analyse the systematic connections between these research areas and the interdisci-
plinary transitions from one field to another (as they take place in theory but also in real
life). Based on this, we can also solve a few riddles that have been mentioned in the
introduction and which have been around for some time in the literature. I would like
to address them now.

For instance, we wonder why people, who are certainly all endowed with some
sense of morality, are susceptible to moral hypocrisy (Batson et al., 1999; Lönnqvist,
Irlenbusch & Walkowitz, 2014; Rustichini & Villeval, 2014; see also Schier, Ockenfels &
Hofmann, 2016). The puzzle seems to derive from a confusion of instrumental and
normative questions. From a normative point of view, it is (perhaps) clear that flipping a
coin is a fair way to determine who should be assigned a favourable or an unfavourable
task. However, for this to become a rule of the game, it would have to be implemented
as an institution, which in this case is prevented because the sanctions cannot be played.
Hence, the transfer from normative reason to instrumental rationality is blocked.

By the same token, we can analyse the issue of the “moral wiggle room”. “Plausible
deniability” as implemented, e. g., by Dana, Weber and Kuang (2007) or Andreoni and
Bernheim (2009) in the dictator game, prevents the receiver from holding the dictator
accountable for a zero transfer and thus destroys the higher-order moral game (those
who still transfer money do it for strictly normative reasons). Accordingly, the sharing
norm (Stage 1B) cannot function as an institution under such circumstances..
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Understanding moral principles as institutions allows us not only to explain but
also to rationalise seemingly fickle behaviour. A basic clue for disentangling real-life
“(im)moral” agency lies in identifying the proper realms of ethics and economics.
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