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Economic behavior is multifaceted and context-ddpenh However, the so-called Homo
Oeconomicus model states that agents are perfetitnal, self-interest-maximizing beings.
This model can be criticized on both empirical amarmative grounds. Understanding

economic behavior requires a more complex and dimaiamework.

In the "I & We" paradigm developed by Amitai Etzipaconomic behavior is co-determined
by utility calculations and moral considerationsvolmajor factors can explain the ethicality
of economic behavior; namely, the moral charactethe agents and the relative cost of

ethical behavior.

Economic agents are moral beings, but the ethalaiid of the economy determines which
face of the Moral Economic Man predominates.

1 Economic Behavior

It is a common belief in our age that people are¢ivated by theirown material well-being
when taking economic actions. This is the well-knowomo Oeconomicus image that
depicts economic agents as rational, self-intarestimizing beings. However, economic
behavior is much more complex than the Homo Oecarusmmodel suggests. People have
rather different motivations, which may determiheit economic choices. (Jolls, C., Sunstein,
C.R. & Thaler, R. H. 2000, Bowles, S. & Gintis, 2011)

Overwhelming empirical evidences suggest that

(1) people care about thesswn material payoffs

(i)  people consider the interestatherstheyknow welj

(i)  people are willing tosacrifice their own material well-being tbelp those who are
kind to them and tpunishthoseunkindto them;

(iv)  people take into account tinell-beingof strangerswhose interests agd stake



v) people are interested in the#putations what others think about their behavior;

(vi)  people care about theself-conceptionswhat kind of persons they wish to be.

Some interesting experimental results aptly illatstrthe above-noted behavioral features
(1),...,(vi). The following famous studies provideratg counter-evidence$or the Homo

Oeconomicus model. They suggest fedplearemoral beingsn their economic actions.

1.1  The Ultimatum Bargaining Game

The ultimatum bargaining game has two playersalltator and areceiver The allocator is
given $10to distribute between the receiver and herself iorsklf. The receiver has two
options: acceptingthe offer, in which case each player gets ah@untproposedby the

allocator; orrejectingthe offer, in which case each player getshing The players play the

game only once.

The Homo Oeconomicus model presupposes that tleeasdr will propose $9.99 for
herself/himself and only $.0b the other playernd that the receiver will accept this offer on
the grounds that the utility of one penny is greétan zero. But this is not what happens in
reality. Offers usually average between $3 and(¥ers less than $2 are often rejected.
Frequently there is a 50-50 division. These resultsacross diverse cultures and the level of
stakes. (Sunsteins, C. R. 2000)

1.2 Choices in Prisoner's Dilemma Situations

The Homo Oeconomicus model predicts that peoplé aWlays defect in a prisoner’'s
dilemma game situation. Each player may believe ithaould pay more if she or he were
non-cooperative since the other player is also eepeto be non-cooperative.

Robert H. Frankand his colleagues conducted their prisoner'sndii@ experiment
with real money several hundred times. The subjedsin groups of three. Each was told
that she or he would play the game once only wilcheof the other two subjects.

Confidentiality was maintained so that none of pteyers would learn how their partners had



responded in any play of the game. The rateomiperationranged between 40% and 62%.
(Frank et al. 1993)

To refine their experiment Frank and his colleagasked subjects whether they
would cooperate or defect in a one-shot prisorditsnma game if theknewwith certainty
that theirpartner was going tacooperate The answers for cooperation ranged between 42%
and 66%. (Frank et al. 1993)

1.3  Lost Letter Experiment

Anthony M. Yezeand his colleagues conducted the so-called “ldttrleexperiment. (Yezer
et al. 1996) The letter was placed in an unseatad)ped, plain white envelope, with a single
name and address on the front and no return addressde were ten $1 bills along with a
brief hand-written note indicating that the enctbsaurrency was for repayment of an
informal loan.

Thirty-two letters were left in upper level economclasses; an equal number of
letters were left in upper level classes in otheciglines such as psychology, political
science, and history. The Homo Oeconomicus mocigis that people will not return the
lost letters. Contrary to this expectation, 31%6%®of the letters weneturned

This experimental evidence indicates that peopplaly respectfor the interestsof
strangers The returned envelopes also provided some qtiaditeevidence on student
reactions to the lost letters. In two cases, sttsdadded messages indicating that they had
made extraordinary efforts to locate the addressefjding checking the student directory,
the telephone directory and the university regist(xezer et al. 1996)

1.4 Contribution to the Public Good

In their pioneering studyGerald Marwell and Ruth Amesdesigned an experiment where
subjects were given some initial endowment of maheay they were to allocate between two
accounts, thepublic’ and the private". Money deposited in the subject’s private account
was returned to the subject dollar-for-dollar & &nd of the experiment. Money deposited in
the public account was pooled, multiplied by a dacgreater than unity, and finally
distributed equally among all subjects. (Marwell, &GAmes, R. 1981)



The Homo Oeconomicus model anticipates a subjetinguthe entire endowment into the
private account. From a social point of view thetiropl behavior is to put the entire
endowment into the public account. Marwell and Asnfieund that subjectsontributedan
average of 20% - 49% of their initial endowmenbitiie public account Certainly subjects

were 'toncerned with fairneSsvhen making their decisions. (Marwell, G. & Am&s,1981)

1.5 Trust

In a game of trustzdward Glaeseland his collaborators pairadf players, some of whom
knew each other in real life. The first player iiged $15, of which he or she could give any
part to the second player, hidden from view. Theoam transmitted was doubled by the
researchers, and the second player then sent anlyepaished of the new amount back to the
first player. Here the trusting outcome is for tinst player to send the full $15 to the second.
Then, provided that the second player is worththeffirst’s trust, both can walk away with
$15. Nevertheless, the Homo Oeconomicus model gieethat the first player will keep the
entire $15.
The first playersentan average of $12.41 to their partners, \wtarnedan average

of 45% of the doubled sum. The existence pfevious acquaintancaffected behavior: both
the amount initially sent, and the percentage nettiby the second player, rose in proportion

to the length of time the players had known eablerotGlaeser, E.L. et al. 2000)

2 Problems of Rationality

The rational choice modehas been widely used in economics, political ssseand other
social sciences as a basic model of human choicavime. The model states that thgent
shouldmaximizeher or hisutility functionto be considered rational.

Agents are considered rational if thereferencesretransitiveandcompleteand they
choose what they most prefer among the availatéenatives.

The rational choice model does not presupposehangytibout the preferences people
have. They may have self-centered, altruistic cgnegado-masochistic preferences. The
rational choice model represent®amal theorythat says nothing about what people prefer or
should prefer. Hereafter this model is referrethasveak formof rationality.

In economics and also in political science we dad & much stronger version of

rationality where the assumptionss&fif-interestandperfect knowledgare added to the weak



form of rationality. Hence we get the already dssadHomo Oeconomicusiodelaccording
to which individuals are rational, exclusively seiferested and have perfect knowledge
about the consequences of their choices. The Horeoom@micus model does have
substantive assumptiomdout what people want and the manner in whici tent it. This

model is hereafter referred to as #teng formof rationality. (Zsolnai, L. 2008)

2.1 Bounded Rationality

Herbert A. Simorhas been a relentless critic of the rational chermdel for decades. He
states that the model has overly strong claims wmam beings. Real people hapeor
cognitive capacityand thenformationavailable to them is rathémited in most cases.

Agents in the real world are not capable of mazing their utility function. Instead
of maximizing, they usually makésatisficing" decisions They usually choose the first
available alternative that is good enough for therthe sense that it satisfies their aspiration
level. This is the main message of theoryof bounded rationalityfor which Simon received
the Nobel Prize in Economics.

Simon writes, “Faced with a choice situation wheres impossible to optimize, or
where the computational cost of doing so seemsdmsame, the decision maker may look
for a satisfactory, rather than an optimal altaueat-requently, a course of action satisfying a
number of constraints, even a sizeable numbeayisdsier to discover than a course of action
maximizing some function.” (Simon, H.A. 1987: p 42}

The question arises of how a decision maker mayhselevel of criteria that define
"satisfactory"”. “Psychology proposes the mecharagraspiration levels: if it turns out to be
very easy to find alternatives that meet the ddtehe standards are gradually raised; if the
search continues for a long while without findirggisfactory alternatives, the standards are
gradually lowered. Thus, by a kind of feedback naetém, or ‘tatonementthe decision
maker converges toward a set of criteria that @@nable, but not without effort. The
difference between the aspirati@vel mechanism and the optimization procedurdas the
former calls for much simpler computations thanl#tger.” (Simon, H.A. 1987: p. 244.)

During the last decades abundant empirical evielias been produced by economists
and psychologists that shows that bounded ratiggrialimportantin real world situations

2.2 Myopic and Deficient Choices



PsychologistDaniel Kahnemarcriticizes the rational choice model on the badisesearch
findings, which indicate that people argopicin their decisions, may lack skill in predicting
their future tastes, and can be ledetwoneous choicedy fallible memory and incorrect
evaluation of past experiences. (Kahneman, D. 2011)

Kahneman differentiates between experienced wtiéihd predicted utility. The
experienced utilityof an outcome is the measure of the hedonic expesi of that outcome.
Thepredicted utilityof an outcome is defined as the individual's Welebout its experienced
utility at some future time. Predicted utility ia ex antevariable, while experienced utility is
anex poswariable in the decision-making process.

According to the rational choice model, decisians made on the basis of predicted
utility. If experienced utility greatly differs fra predicted utility then this may lead to sub-
rational, or even irrational choices.

The problem of predicted utility raises the quasti‘Do people know what they will
like?” The answer is a definiteNb.” The accuracy of people’s hedonic predictions is
generally quite poor.

Experimentalstudies suggest two conclusions: (i) people mayeHhidtle ability to
forecast changes in their hedonic responses tailstiand (ii) even in situations that permit
accurate hedonic predictions, people may tend tkenacisions about future consumption
without due consideration of possible changeséir tiastes. (Kahneman, D. 2011)

Discrepancies betweenetrospective utilityand real-time utility should also be
addressed. This leads to the questi@o people know what they have likedltie answer is
again a definite No.” Psychological experiments show that retrospeativaluations should
be viewedwith greater distrust than introspective reportswfent experience.

The results of these studies support the follovtimg empirical generalizations: (1)
The Peak & End Rulgylobal evaluations are predicted with high accurby a weighted
combination of the most extreme affect recordednduthe episode and of the affect recorded
during the terminal moments of the episode. [Rjration Neglect. The retrospective
evaluation of overall or total pain (or pleasurs) ot affected by the duration period.
(Kahneman, D. 2011)

Since individuals use their evaluative memoriegume them in their choices toward
future outcomes, deceptive retrospective evaluatinay lead to erroneous choices.

Kahneman identifies two majabstaclesto the maximizationof experienced utility
required by the rational choice model. People IskiK in the task of predicting how their

tastes might change. It is difficult to describerasonal agents who are prone to large errors



in predicting what they will want or enjoy next vkeé\nother obstacle is a tendency to use
the affect associated with particular moments psoay for the utility of extended outcomes.
Observations of memory biases are significant bezdloe evaluation of the past determines
what is learned from it. Errors in the lessons dranom experience will inevitably be

reflected in deficient choices for the futu(gahneman, D. 2011)

2.3 Rational Fools

Nobel Laureate economist Amartya Sen concludeditiheal people behaved in the way that
is required of them by the rational choice modentlthey would act like “rational fools.”

Sen criticizes both the weak and strong formsatibnality. He refers to the weak
form as “internal consistency of choice” and to 8teng form as “maximization of self-
interest.”

He states “It is hard to believe that internal sistency of choice can itself be an
adequate condition of rationality. If a person degactly the opposite of what would help
achieving what he or she would want to achieve, dods this with flawless internal
consistency (always choosing exactly the oppoditettat will enhance the occurrence of
things he or she wants and values), the persorscancely be seen as rational. (...) Rational
choice must demand something at least about threspmndence between what one tries to
achieve and how one goes about it.” (Sen, A. 1813.)

Sen uses the ternctdrrespondence rationalityto describe the correspondence of
choice with the aims and values of the agent. Heestthat this kind of correspondence must
be anecessary conditionf rationality, regardless of whether or not itaiso the sufficient
condition. Correspondence rationality might be $aimgnted by some requirements on the
nature of the reflection regarding what the achaudd want and value. (Sen, A. 1987: pp. 13-
14))

It might well be arguable that rational behaviousndemandsome consistencyut
consistency itself can hardly be adequate to enslee rationality of choice. Internal
consistency isiotaguaranteeof a person’s rationality.

Rationality as self-interest maximizatiomas additional problems. Sen asks, “Why
should it be uniquely rational to pursue one’s @eif-interest to the exclusion of everything
else?” Sen argues that the self-interest view tidmality “involves inter alia a firm rejection

of the “ethics-based” view of motivation. Trying do one’s best to achieve what one would



like to achieve can be a part of rationality, aht$ ttan include the promotion of non-self-
interested goals which we may value and wish to aimlo see any departure from self-
interest maximization as evidence of irrationaitityst imply a rejection of the role of ethics
in actual decision making.” (Sen, A. 1987: p. 15.)

According to Sen, “universal selfishness as aitiuaiay well be false, but universal
selfishness as a requirement of rationality isqtétebsurd.” (SEN, A. 1987: p. 16.)

Rationality can be interpreted broadly as theigis®e of subjecting one’s choice - of
action as well as objectives, values and prioritiés reasoned scrutiny. In the light of this
definition reasonable economic choices should ecessarily satisfy the criteria of “internal
consistency of choice” or “maximizing self-interesEconomic choices should be subjected
to the demands of reason. (Sen, A. 2002)

2.4  The Strategic Role of Emotions

Behavioral economisRobert Frankdeveloped a model that emphasizes the role of the
emotions in making choices. Frank argues thagsionsoften serve our interesvery well
indeed because we face important problems thasiarply unsolvable by rational action.
“Emotions often predispose us to behave in waysateacontrary to our narrow interests, and
being thus predisposed can be an advantage.” (FRaril®88: pp. 4-7.)

Human behavior is directly guided bycamplex psychological reward mechanism
Rational calculations are the input for the rewamdchanism. “Feelings and emotions,
apparently, are the proximate causes of most behayi.) The reward theory of behavior
tells us that these sentiments can and do compitefeelings that spring from rational
calculations about material payoffs.” (Frank, R889pp. 51-53.)

The modular brain theorysupports Frank’s ideas. According to the modutaoty,
the brain is organized into a hosts#parate module€ach module has its own capacity for
processing information and motivating behavior. Mufghese brain modules do not “speak”;
they simply do not have language capability. Evesranimportantly, these non-language
modules arenot equally wellconnectedo thecentral language modulef the brain. Perhaps
this is the cause of the seeming disparity betvagiéerent methods of assessing motivation.

Modular brain theorists view thanguage modul®f the brain as theenterof our
rational consciousnes®bsessed with rationalizing all that we feel dod However, there is
a great deal of information that enters the cemea’ous system that cannot be accessed by

the language module. The modular brain theory sstggihat when economists talk about



maximizing utility, they are really talking aboutet language module of the left hemisphere,
however, it does not account for all of our behav{a.) The rational utility-maximizing
language module of the brain may simply be ill-pged to deal with many of the most
important problems we face.” (Frank, R. pp. 205-211

Frank’s main conclusion is that persalhiectly motivatedo pursue their self-interest
are often doomed tfail for exactly that reason. Problems can often beesbby persons who
have abandoned the quest for maximal material adgan Theemotionsthat lead people to
behavein irrational wayscan indirectly lead tgreater materiawell-being.(Frank, R. 1988:
pp. 258-259.)

2.5 Social Norms

After a decade-long preoccupation with the ratioclabice model, sociologision Elster
developed an alternative theory that he callghiberyof social norms (Elster, J. 1989, 2007)

Elster contrasts rational action with norm-guidbdhavior. Rational action is
outcome-orientedRationality says: “If you want to achieve X, do” YElster definessocial
normsas devices that aret outcome-orientedsocial norms say “Do X” or “Do not do Y”
or “If you do X then do Y” or “Do X if it would bgood if everyone did X

“Rationality is essentially conditional and futwwgented. Its imperatives are
hypothetical; that is, conditional on the futurdcmmes one wants to realize. The imperatives
expressed in social norms are either unconditionalf conditional, not future-oriented. In
the latter case norms make the action dependenpash events or (more rarely) on
hypothetical outcomes.” (Elster, J. 1989: p. 98.)

Not all norms are social. There are two requistieditions for norms to be considered
social First, they must beshared by other peopleand second, partlgustainedby their
approval or disapproval. “In addition to being sagpd by the attitudes of other people,
norms are sustained by the feelings of embarradsmexiety, guilt and shame that a person
suffers at the prospect of violating them, or aisteat the prospect of being caught violating
them. Social norms havegaip on the mindhat is due to the strong emotions their violagion
can trigger. (...) A norm, in this perspectivethe propensity to feel shame and to anticipate
sanctions by others at the thought of behaving aerain, forbidden way.{Elster, J. 1989:
pp. 99-100 and p. 105

Elster argues for the reality and autonomy of alaedorms. By theeality of normshe

means that norms have independent motivating polNerms are not merely ex post
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rationalization of self-interest. They serve asaate sources of action. Autonomy rmdrms
means theifrreducibility to optimization Norms arepartly shapedby self-interest because
people often adhere to the norms that favor theawedv¥er, norms are not fully reducible to
self-interest. Theinknown residuais a brute fact. (Elster, J. 1989: p. 125 and50.)1

2.6 The Communitarian Challenge

Communitarian thinkers criticize tHdveral conceptionof the self that is at the heart of the
rational choice model.

PhilosopherCharles Taylorhas argued that the liberal conception of the welf
basically anatomistic conceptionof the person and that of human agency focusing
exclusively on will and freedom of choice. Tayloefends arelational, inter-subjective
conception of the self that stresses the sociétiyral, historical and linguistic constitution of
personal identity. By rejecting the voluntaristionception of human agency he has
formulated a cognitive conception that emphasizes iole of critical reflection, self-
interpretation andrational evaluation (Taylor, C. 1985)

Catholic philosopheAlasdair Macintyredefends a teleological and contextualist view
of human agency. According to him, moral condudhiaracterized by thexerciseof virtues
that aims at realization of the good. No agent waperly locate, interpret, and evaluate her
or his actions except by participating in a monadition or in a moral community.
(Macintyre, A. 1988)

2.7 Feminist Criticism

In feminist literaturethe rational choice theory, and especially thenggrform of rationality,
is often criticized for presupposing amdrocentric, male-biasedonception of the human
person, the so-calleseparative self(Ferber, M.A. & Nelson, J.A. (eds.) 1993, NelsdnA.
2006)

In her book "Beyond Self-Interesfane J. Mansbridgeffers an alternative theory of choice
that is inspired by feminine values. She distingessthree forms of motivation, namelyty,
self-interestandlove Starting with her own case she says, “I havetg thucare for my child,
and | am happy by his happiness, and | get a sisgisual pleasure from snuggling close to

him as | read him a book. | have a principled cotnmant to work for women'’s liberation,
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and | empathize with women, and | find a way to ssene of my work for women as

background to a book that advances my academiercddety, love (or empathy), and self-

interest are intermingled in my actions in a wayah rarely sort out.” (Mansbridge, J.J. 1990:
p. 134.)

Mansbridge favors theoincidenceof duty and love with self-interest. She says that
both forms of non-self-interested motives (empafieielings and moral commitments) are
embedded in a social context, which makes themegtibte to being undermined by self-
interested behavior on the part of others. Arrargy@mare required that generate some self-
interested return for non-self-interested behatoareate ané’cological niché for sustaining
such behavior. Arrangements that make the absdmeelfanterested behavior less costly in
self-interested terms increase the degree to wimdlviduals feel that they can afford to
indulge their feelings of empathy and their momenitments. (Mansbridge, J.J. 1990: pp.
136-137.)

Based on the criticisms reported above we cantlsatythe rational choice model is
empirically misleadingandnormatively inadequatd-or understanding economic behavior, a

more complex and dynamic framework is needed.

3 The"l & We" Paradigm

Amitai Etzionideveloped a theory that he caltscio-economicHe introduced the so-calléd

& We paradigmthat “sees individuals as able to act rationallg an their own, advancing
their self or ‘I’, but their ability to do so is dply affected by how well they are anchored
within a sound community and sustained by a firnrahand emotive personal underpinning
- a community they perceive as theirs, as ‘We'tz{&ni, A. 1988: p. x.)

Etzioni presents a new model of decision makingvinich people typically choose
means largely on the basis of emotions and valdgments, and only secondarily ¢tme
basis of logical-empirical considerations.

In Etzioni’s model two irreducible sources of vations play a role, namefleasure
and morality. “Individuals are, simultaneously, under the iefhge of two major setef
factors - their pleasure, and their moral dutyh@ligh both reflect socialization). (...) There
are important differences in the extent each oddhsets of factors is operative under different
historical and societal conditions, and within €eiffnt personalities under the same
conditions.” (Etzioni, A. 1988: p. 63.)
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The relationship between pleasure and moralityas while both affect choice, they
also affect one another. However, each factor Ig partially shaped by the other; that is,
each factor has a considerable measure of autonbiig/co-determinatiormodelis shown

by Figure 1.

Figure 1 Etzioni' socio-economic model

utility = ethics

behavior

Etzioni states that “people do not seek to maxirtheg pleasure, but to balance thegrvice
of the two major purposes - to advance their weik and to act morally.” (Etzioni, A.
1988: p. 83.)

4 The Ethical Fabric of the Economy

Economic behavior is co-determined by utility cédtwns and moral considerations. The

major factorsthat can help in understanding behavior can batifted:

(1) themoral characterof theagents

(i)  therelative costof ethical behavior.
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Moral characterrefers to the strength of the moral beliefs anthmitments of the agents. In
a given situation the relativeostof ethical behaviorns determined by the cost of an ethical
option compared against the cost of the unethipébo in terms of transaction cost and
opportunity loss.

We can predict the ethicality of economic behatgrcombining the moral character
of the agents and the relative cost of ethical bienalf the moral characterof the agents is
strong and therelative costof ethical behavior i'ow, thenethical behaviorcan beexpected
If the moral characterof the agents isveakand the relative cost of ethical behaviohigh,

thenunethical behaviocan be expectedFigure 2

Figure 2 Determinants of the Ethicality of Behavior
strong
moral character =

ethical behavior low relative
cost of =

ethical behavior

weak
moral character =

unethical behavior
high relative cost of =

ethical behavior

The level of corruption in different countries is a good illustratiorfransparency
International produces the corruption ranking of countries yearybar. Their ranking for
2011 is shown iffable 1

14



Table 1 Corruption Indices of Selected Countrie20t1

Rank Country Score
1 New Zealand 9.5
2 Denmark 9.4
2 Finland 9.4
4 Sweden 9.3
5 Singapore 9.2
6 Norway 9.0
7 Netherlands 8.9
8 Australia 8.8
8 Switzerland 8.8
10 Canada 8.7
24 United States 7.1
25 France 7.0
50 Oman 4.8

50 Seychelles 4.8
54 Hungary 4.6

177  Sudan 1.6
177  Turkmenistan 1.6
177 Uzbekistan 1.6
180 Afghanistan 1.5
180 Myanmar 1.5
182 Korea (North) 1.0
182 Somalia 1.0

Source: Transparency International 2011: Corug#erceptions Index 2011.
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A corruption index measures the likelihood thataatipular economic transaction involves
corruption in a given country. New Zealand, Denmé&ikland, Sweden, Singapore, and
Norway are countries where corruption is virtuallynexistent. In these countries, economic
agents havligh moral expectationsnd at the same time, iteasyto behave ethicallyln the
most corrupt countries - such as  Sudan, TurkmemistUzbekistan, Afghanistan,
Myanmar, Nort Korea and Somalia - economic agbatgelow moral expectations

and at the same time itdtfficult to behave ethically

5 Conclusions

Economic agents are moral beings. The context métes which face the Moral Economic
Man predominates. Some hypotheses can be genetaded the conditions, which mitigate

the behavior of the Moral Economic Man for bettemorse.

(i) The stronger theollective beliein the ethical normsoy the economic actors, thessone

can expectinethical behaviofrom them.

(i) The stronger thero-social orientationof the economic actors, timeoreone can expect

ethical behavioifrom them.

(i) The greater thesocial costsof transgressiorby the economic actors, thessone can
expectunethical behaviofrom them.

(iv) The greater theransparencyandaccountabilityof the economic actors, tineoreone can

expectethical behaviofrom them.
Collective belief in the ethical norms, pro-socedn of agents, high cost of transgression as

well as transparency and accountability are allomepnditions for the proper functioning of

theMoral Economic Man
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