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[A] man can increase his happiness only by endeavoring to
increase the happiness of all around him.
Robert Ower.

Offering things of value to each other and accepting things of value in return is how
people make their happinesses depend on one another, and how they make happiness increase in
total?> We call the processxchange.What those'things" are, and what the larger effects of
gystemsof exchangeare upon the general welfare, are matters of considerable interest. Indeed,
these questions lie at the heart of the disciplines of both political economy, as economics was
once called, and social psychology.

This chapter focuses on the process of exchange only at the most intimate scale, i.e., as
between two people. By examining with some patience what most of us take for granted about
the fine structure of exchange, new perspectives open up on a variety of familiar problems—to
name a few: problems involving the nature of fairness, the workings of altruism, and the real
value of money.

What can be said at the outset?

An "exchange" begins when the quality and quantity of the good(s) that the first party
offers and that the second party will accept is made conditional upon the quality and quantity of
thegood(s) that the second party offers and that the first party will accept "in return.” When the
conditions are mutually agreeable, the exchange procepdd-pro qug "something for something
(else)." Simple enough. But when the two parties differ in their needs, when past and future
exchanges between them are taken into account, when the goods in question vary in size and
kind, or when the exchange is not entirely voluntary because of its connection to yet other
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exchanges or the presence of coercion...a single occasion of exchange can become a very
complicated thing, and hard to parse. One wonders how we do it. Our theory of value tells us
that this complication need not be regretted. Nor need it be avibidetilds complexity-and-
organization to the lives of the parties involved. After all, part of the value of an exchange is the
experienceof exchange; not just the pleasure of its accomplishment, but the acquisition of
knowledge, of social capital. We mature in garedtake with our environment, not just in one
(give), or the other (take). The potentianplexity C,,) of a life of social exchange is far
greater than one withoutContaining, shaping, and otherwise organizing that lifehiat makes

social conventions and exchange protocols as important as they are. Qriedtes goal, even

for the process of exchange itself, quite apart fromHmost provided by the goods involved

in that exchange.

We could also note at the outset that, phenomenologically, the happiness or sorrow
produced by an exchange can seem to have several origins. Each of these, after a fashion,
"explains" where the value of the exchange actually comes from. For example, value may be
thought of as originating in/from the nature of the goods themselves: what shape they have, what
material they are made of, what thayfor us. Taken alone, this explanation leads to "object-"
or "commodity fetishism." Alternatively, value may be thought of as coming from those goods'
sources—i.e. from the people, places, machinery, laws, and situations that seem most directly
and reliably tgroducethe right goods. Taken alone, this explanation leads to the idealization of
certain persons, technologies, forms of labor, or institutions. Or, alternative to these two, value
may be thought of as emerging almost alchemically from the process of exchange itself. Taken
alone, this explanation leads to "exchange fetishism," the idea, that is, that all trade—all bringings-
of-people-together, all peaceful baakdaforth between them—is a Good Thing. Each one of
these three perceptions of the source of value are reasonable. In fact, far from excluding one
another, they implicate one another.

These opening observations will lead into what | hope will be an interesting discussion of
the logic of exchange. But first we ought to make clear édommomicsenters into the picture.
After all, the study of exchange is often held to constitute the very basis of that discipline. "It is
hardly too much to say,” writes Kenneth Bouldinggoonomic Analysjs"that the study of
exchange comprises nine-tenths of the economist's domain.” We ought to see how—in principle
anyway—what Boulding says is tréle.
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[. Value, Economic Valueand the Purview of Economics

Things, we say, can have significant aesthetic, sentimental, scientific, moral, political,
or personal value while having little or aconomic value And vice versa.

Sometimes this opinion is held with dismay. Sometimes it is held with relief.

When it expresses dismay, we are probably thinking: "in a better world, wouldn't objects
that have significant artistic or scientific value have economic value to match, at least potentially?"
or conversely: "Shouldn't we always be able to show that objects that have significant economic
value are also genuinely useful or beautiful or worthwhile?" In a better worlthen words,
wouldn't our economic system both reflect and help us realize our most cherished values?
Judging by the evidence, it does not, or does not strongly endimii.does economic lifaye
wonder come b be so detached from, and at the same time so invasive of, the realm of things
and activities weeally value and take pleasure in?

When the opinion expressedief on the other hand, we are probably thinking: "Thank
God there are things that money can't buy, that can't be bought and sold, that can't even be
exchanged for each other! Let economic value be limited to goods that are goods in the
conventional commercial sense, freeing the other values to operate in more suitable ways."

A third attitude, of course, is equanimity. With this attitude, that different kinds of value
co-exist is seen as necessary, and that they sometimes elbow each other is seen as inevitable.
Moreover, thegeneral increase in living standards and personal freedoms that seem historically
to have accompanied the growth of markets, one can argue, is no small point in favor of
economic values. It moréan makes up for the not-so-nice ways in which economic values
"invade" older forms of life and other values, and we should always bear that iff mind.

Dismay, relief, equanimity: which attitude is appropriate? All three seem justified.

| would suggest that the problem lies with the original opinion that there are several
incommensurable kinds of valu¢We first broached the subject in Chapter S/ have held
all along, of course, that value is a unitary phenomenon, a "single thing" tied to the increase in
the plenitude of the life of the person, group, or system judging the value. And s, the

terms "moral," "aesthetic,” "scientific," "sentimental”, "economic," and so on used in connection
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with "value," can be no moré&dn the qualifiers they are grammatically, announcing the social
context within which value itselfi—change @—is operative. Different valuesdo indeed
"elbow each other." But the interesting question for us is: what are they elbowing each other
for? Whatevethat is has the value; whatevinat is, is value®

Along with utilitarians, |1 have also said that the value of something to someone is
indicated by, and is productive of, his or her happiness at having or using or knowing it.
"Happiness" is understood as the increase in the total satisfaction that person feels over all of his
or her needs. "Satisfaction" and "complexity-and-organization" are like two sides of the same
coin: satisfaction is one's ownoroplexity-and-organization experienced; complexity-and-
organization is one's own satisfaction embodied. Posaiveis attributed to whatever increases

either.

If artistic, scientific, etc. are all qualifiers of value-propmonomicvalue nevertheless
remains an interesting case. For "economic" seems to serve as second-order qualifier to all the
others. What do | mean?

Conventionally, the qualifier "economic” is used when things that are Viaiuedhatever
reason(1) enter a public marketplace as "goods" or "services," and/or (2) when they are (voluntarily)
exchanged for one another (which might occur in private), and/or (3) when the peculiar good
called moneyhappens to be one of the objects in trade. On this common-sense view, things
already have value to someone for some purpef®ethey enter the marketplace, before they
are swapped, bought, or sold. Without value to anyone, they would not be broughingidds
alone be brought to market.But only when they enter the marketplace, when they are
exchanged, avhenthey are paid for with money, do they takesmonomicvalue too.

One of the consequences of this formulation is considerable. For on this view the
discipline called economics need not delve into the reasons why people value whedlubey
when they do. Nor need it delve into the nature of the goods valued (i.e., their qualities, origins,
or effects). That people value things at all is good enough. Economics deals only with the
second-order qualifier of value, "economic."” Indeed, to the extent that economics is interested in
the questionof value itself, it is the valuef markets of money and of various exchange
arrangements. Do these not enhance human life by what theyloanswer, clearly, is yes.

They too have value in themselves, first-order utility-value, as it were. And if markets were
themselves bought and sold (in a market market?), they would have economic value.
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This nicely delimits the purview of economics. But more philosophically-minded
economists do not find this limitation workable—for at least two reasons. First, because it can
be shown to matter a great deal to the behavior of masketstype of goods and services are
involved, towhomthey have valuevhen andwhy.” These differences are as psychological on
the "demand side" (i.e., having to do what people want) as they are technical on the "supply side"
(i.,e. having to do with the exigencies of production and distribution). Second, because
conventionally-conceived economic life—i.e., producing, investing, trading, renting, marketing,
consuming, and the rest—is in fact fully enmeshed with supposedly non-economic family and
social life, with culture, religion, education, and the likeneTintimacy of the engagemeruf
economic life with the rest of life would seem to preclude its isolation as a discipline from any
other area of social sciente.

But if economics as a discipline ought not to rest with the examination of markets,
money, and exchange arrangemems se then where should it draw its limits? Atganized
markets, abfficial money, atormalizedexchange? This would concentrate the field where it is
already concentrated of course, namely, where "exchange is regular, systematic, and governed by
a historically specific, juridical framework that includes the ability to clearly delineate and
confidently transfer property rights.'Only in this realm, say most economists, can one hope to
use scientific methods to discern "laws" of suppy and demand, risk and investment, and so
on—and then only in aggregate, i.e., statistically. But this limitation leaves out the bulk of
human exchange, which is fleet and casual and uses non-money'fokensit tends to leave
out the bulk of goods too whose value is slow in coming or hard to appreciate fulbnetary
terms, such as the beauty of the physical environment, the worth of a liberal education, or the
skills required to make a home out of four walls and a modest income. It leaves out, in fact, all
of the places where economasuldbecome an interesting way to study human life.

Rather than pursue the question of economics' proper limits any further, however (which
would surely require us to survey its history as a discipline moving from a branch of moral
philosophy through "political economy" to modern neoclassical economics dominated by national
and global policy discussions), let us return to our more fundamental queshianiswthe
defining characteristic of "economic value?" Perhaps starting from here we can get a better idea
as to where economic logic properly leaves off. If it does at all.
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Going inside the individual or system, as it were, brings us to another, somewhat deeper
definition of economic value, one that relates more closely to our discussion of complexity-and-
organization. To witeconomic value accrues to any object or action that has \wludatever
sort and for whatever reasdmyt that also requires some effort or sacrifice or risk to produce,
obtain, or maintain.

No markets are necessary in this definition, and no money. And if exchange is involved
at all, it is, at a minimum, purely intertemporal exchange—"exchange," that is, between one's
present and one's future self: my effort/risk/sacrifioa in return for my rewardater, or my
rewardnowin return for my effort/risk/sacrifice latét. On this definition, all that is required for
economicsgua Economics, to have something to contribute to understanding life is the attempt,
anywhere, to correlate the effort, sacrifice, or risk involved in an action to the value of its
outcome. Rationally, we ought to minimize the former and maximize the latter. Indeed, what
does "to economize" usually mean if not to optimize the relationship between effort and outcome,
between expenditure or risk and reward, so that in any "exchange" between them positive value
is maximized?

This brings us close to the definition of economics that is popular among academic
economists today, namely: economicshis study of how scarce resources are (best) allocated
to competing ends.

We can see again why the term "economic value" does not belong on the same list as
"aesthetic value,” "moral value," or other kinds of value. Things do (or do not) have economic
valuein additionto (first) having value in other domains. This first value is assumed. Economic
value is simply the kind of value we ascribe to things and actions that we value, that are suitable
for the markebor not, that we may wish to exchange for something els@ot, on which a
money-price can be pur not, but certainly those things whose production or acquisition
consume finite resources that we are inclined not to waste or involve risks that we are inclined
not to take. On this definition, happy accidents, the grace of God, gifts, goods that fall into our
laps, and so on,akwe no economic value...at least not until we think of how we might sell them,
or what debts we might have incurred, or what envy we might soon have to deal with.

One can also see why "economy" and "efficiency” are such closely related terms. For
once a thing's value is appreciatddng with the conditions of its making or acquiring—and
certainly once there is consideration of how to méoseconditions minimally onerous—the

thing takes on economic value as well. It loses its innocence. It can no longer be viewed as an
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object that has value for us "free and clear"—which is to say, under the condition of there being
no (pre)conditions for its acquisition, holding, or enjoyment. Both the gaddts pice now

have economic value where neither did before, each because the other exists, bonded to it in
partnership, caught up in a balance of conditionality and comparison.

On this view, money, too, takes on a deeper meaning. To be sure, "money facilitates
trade,” as any introductory economics textbook will tell you; but the phrase is so sweet, so
reasonablehat it deflects our attention from what it really means. Existentially, money has the
powerfully economic value it does not just because it can be given over in exchange for things of
practical use or beauty, but because there are always, and by design, sdtenaatyveways to
spend money—a fact that in turn inevitably engenders comparison and optimization. Money
which mustbe spent on aertain thing at acertaintime is not really money, at least not to the
one who must spend it that certain way. It is something else—a chit, a contract, a gift certificate,
an instruction to transfer specific property rights to the holder—a token of another sort. Now,
one can alwaysmaginespending such money in other ways, and this mental exercise quickly
gives us a feeling of its unconstrained "cash" value, the value that is sacrifiteiby to
spend it a certain way. But the chief value of a sum of money is not the value—averaged or
totalled—of all the things one could buy with that sum of money, which would be the money's
"exchange value" conventionally defined, but the very "alternativity” of real exchange opportunities
that it provides. Having money, like having time, always confronts us with the question of what
best todo with it. Money's valuequa money lies in the latitude it gives us, a freedom that
precipitates us always into "comparison shopping” and thus into economic valuation. The
amount of freedom that money gives, | am suggessnmgpney's unique value as a commaodity,
not what you can get for it.

To say that "money facilitates exchange,” then, is not wrong. But all it does is to deliver
us to the more interesting question of what this "facilitatembunts to. We will look at this
question and some of its more surprising consequences later in this chapter and more closely in
Chapter Niné?

In Chapters Four and Six, | identified satisfaction with lifefulness. 1 also identified
happiness, being an increase in satisfaction, with value, which is the increase in lifefulness. And
so, in close accord with the utilitarian tradition stretching back to Bentham, we might say this
about economic value: that "the value of a thing is the happiness it brings" but #adribenic
valueof a thing is this value—this happiness—as it is affected by the outcomeoaf@arison
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of two values, namely, the value of what is gotten, calliif,\Ahd the value of what is done or
given overm order to get it, call it . V() is often, but not always, a negative number. The
value of exchange-entire is theniMglus V(), and may or may not itself haeeonomicvalue
depending on whether or not sowiher exchange-entire is being forfeited or undertaken as a
condition of entering this oré.

To conclude: economic value is value in the light of comparispeifically, comparisons
of (the value of) ends to (the value of) means, and/or of both ends and means to the value of
finite resources. This definition has no difficulty acknowledging the importance of acts of
exchange in realizing optimum resource usage towards optimum ends. It has no difficulty
acknowledging the importance of markets and money in making exchange transactions
efficient—"economical"—for a large number of goods. It is a definition that also allows for the
fact that we value things for reasons, reasons in addition to the fact that they are themselves
economical—efficient—in the use of resources. We value things in the first place because they
make us happy, i.e., because they are beautiful, because they are right, handy, funny, challenging,
comforting, unusual, enabling, ennobling, tasty, and so forth. We value them because they
satisfy our needs directly or because they are instrumental to doinyewalue them because
they will increase the quality and duration of our lives—their plenituleese valuations are
colored, however, at the very moment we begin to entertain what having the goods will require
from us "in return.” At that very same moment—presto!—their value becomes "economic.”

But let us ask: in real life, what good can we get that will demand nothing from us in
return? When do waot have to choose between alternative uses of our time, money, land,
skills, or stores of goodwill with other people? In short, once we expand the definition of
economics we must ask the question that has probably been bothering us all along, to wit:

Is there escape from the economic realm?

The answer is, to all intents and purposes, no. "The best things in life are free" we like
to say, but this is not true: they were merely paid for long ago and/or by somebody else.

Nor are the free things in life best. The fact is that just about everything we value as
adults—and not just marketplace commodities—requires, or once required, the conscious
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application of patience, ingenuityjueation, time, and effort to secure and to appreciate. Not
everything difficult or requiring attention is worthwhile, to be sure, but everything worthwhile is
difficult or requires attentioff. Robinson Crusoe did not need money. But he economized
nonetheless by using his time and the island's resources as efficiently as he could to make his life
as comfortable as he could.

This is not something we like to hear. When we receive a gift or have dinner at a friend's
house (or are taken to a restaurant),tmyeto discard thoughts of how much the gift or dinner
cost either in terms of money or in terms of effdNe wantrelief from the economic; weant
to believe in value "pure and simple" even as we know full well that payments were made, and
furthermore, that repayments of some kind are due from us. As we saw in Chapter Four, we give
this all a moral slant when we call for more love or hope or forgiveness in ourselves and others.
But the basis for this advice (i.e. feel more love) may itself be economic in the following sense:
economic computations are effortfuCertainly, economic computations are more work than just
trusting in God, or in another person's loving-kindness, or that "everything will work out for the
best." [Eonomic computations take time; they take attention. They are more care-full than
care-free, and so, by their very nature, they reduce our present and short-run feelings of freedom.
If it does nothing else, in other words, love saves time and effort. Is it not marvelously, dizzily,
easy to spend time with the person you love? Of course it is. With no feao @udounting
going on, spending time with the one you love doesn't seem like "spending” anything at all, only
getting. Everyexchange is stress-free—hardly an "exchange.” But when one seesttingt g
away-from-economic-thinking in this wagy itself economi¢hinking one understands another
reasonfor suggesting, as | did in Chapter Four, that even the most loving relationship remains
economic: not just because, in fact, accounting still goes on between lovers (albeit a flexible and
forgiving accounting), but because loving relationships as a whole save each party time and
trouble.

No: with maturity we find that we must embrace both the reality that value is ‘always-already"
economicand the apparent necessity of our periodic denial of this fact. When "grace" is said
before beginning a meal in a devout Christian household, or similarly, when a blessing is offered
over the bread and wine in a devout Jewish household, the actual travail of the cook as well as
the labor of the household's breadwinner are set aside. Instead, God is thanked. Steaming plates
of food, bottles of deep red wine, glistening spoons and twinglexgses appearrayed on the
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tableas out of nowhere, not as the result of human effort or at some market price, but through
God's unaccountable and unwinnable benevolence towards the family. And thus is the humblest
meal made miraculous—a gifOf course, for the religious person, there are more rational ways

of thinking about this ritual, ways that deny neither human agency nor God's. After all, God
made the earth fertilendgave the cook his or her life and culinary skills. Goealde it so that

the breadwinner could earn a salary with his or her work. But these are intellectualizations after
the fact. Whilethe believer is actually thanking God for what is set before her, all middlemen are
removed from the picture. Skeantsto feel the miracle; she longs to deny the economic realm

its power; she yearns to experience pure love, which is His love, His graeashe has the

more rational thought...

| direct attention to such beliefs because they are lodged not just in the hearts of the
devout. Whole industries thrive on exploiting ordinary people's need to feel intrinsically worthy
of getting something for nothing. "No money down." "You have already won." "Free checking."
"Buy one, get one free!" The actual and ultimate cost of taking the bait is disguised: it is deeper
debt, the obligation to buy things one does not want. Are inveterate panhandlers perhaps people
so addicted to the feeling of getting something for nothing ("Blesseth@mdek...") that they
sacrifice the having of anything substantial at all? And if so, whgteed but this same
addictive game, played owith property and money?

The only goods we truly get for nothing are the four we are born with and into, namely:
our bodies with their peculiar genetic constitutions, our parents and immediate family, features
of nature (air, sunlight, rain, sunsets...), and the language, laws, art, science, and built environment
of our culture. These gifts are large, to be sure. They are immense. Unfortunately, in addition
to being distributed unevenly (which requires no end of compensatory mechanisms), they take
work to convert into ouown life's plenitude. They cannot simply be spent without thought of

return.

Now, | do not take the idea that no value is really non-economic to indicate some flaw
in the design of life. | take it, rather, as an essential propérije, prerequisite to its very
flourishing. "By the sweat of thy brow," in my view, was no curse except the "curbeingf
human and alive and wanting—ultimately inexplicably—to thtivéAnd when value is thought
of as anncreasein the complexity-and-organization—the lifefulness—of living systems against
the impersonal forces of dissolution on one hand and the icy clutch of rigidity on the other, we
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can begin to see why even the smallest works of goodness or beauty or truth are achieved with
some effort, sacrifice, or risk—i.e., with the paying of sqmee, broadly conceived. For as we
discussed in Chapter Two, this corner of the universvadving and we are swept up in its
thermodynamic logic. This logic issues from everything we see with motivated eyes, from
everything that now stands forward and now retreats as having "value": food, prey, shelter,
mates, utensils, weapons, friends, foes, language, art, tokens, money, telephone calls...and all the
mutual swindling and tempting and promising that herds us collectively up the invisible but
everywhere-felt slope of Mount Omega.

No, that all value is 'always-already' economic is an extremely interesting and entirely
empirical fact about the world rather than the result of some arbitrary, socially-applied dicta
about working and paying and buying and selling that we could get rid of if we really wanted to.

Marginalist ("Austrian School") economists, precursors of today's neoclassicals, liked to
say that economic value arises from scarcity. From this it follows that what is supremely
abundant, like air or sunshine, can have no economic value. They were largely aiyht,
pointed tosatiation as the reason: no longer hungry, the value or "marginal utility” of another
bite of food is almost nil. But now we have a second reason: what is wanted and scarce calls
forth work and/or the consumption of resources to obtain. It is the comparing, it is the weighing
and optimizing of the value of what we want (usually positive) against the Viahdgabit will
take to get what we want (usually negative), that projects both the good wanted and the good
given up for it into the economic realm.

Economic value andalueare eternally wed. And eternally we imagine their divorce.

So how is it that, in an exchangeiofor j, we can see goadn terms of what joy it will
give usasthoughit were free, and then consider how great a privation the priweuld be for
I, as thoughwe would get nothing in returgnd somehow fuse these two valuations into a
single, revised valuation of the whole that is the object-and-its-pracel{, without losing sight
of the original constitutive judgments? | don't know. Perhaps we can do it because alternatives
and comparisons exist on both sides of the equation: on the one side are all the other goods one
could enjoy for the same price; on the other side are all the other prices one could pay to enjoy
the same or some similar good. After a few milliseconds (or a few hours...) of imaginative play
with the possibilities on both sides, some invariant structure emerges that we takéit be
good'score or proper value anithat price'score or proper disvaldé. Humans are highly
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capable of carrying out the valuational calculus involved in trade, and seem to start practicing it
from about the age of 18 montfisWe may even be partially pre-wired for it, just as we are
pre-wired for language acquisition. Note that the value of the dyadjotheeand-its-priceis

really the value, combined, of tgeod-given-its-pricand of therice-given-this-goodwhich in

turn, may or may not be equal to the value of the good plus the (dis)value of the price, with each
considered independently or in other contéxts.

ll. Two-Party Exchange

I must now beg the reader's patience in adapting to an expanded notation system.
Without it further explorations would be mired in tiresome verbal recitation, while with it,
insights into the "logic of exchange" fairly leap from the padfée will deal primarily wth
simple barter exchange since it throws into relief the perceptions, judgments, and expectations
that underlie the more complex economic exchanges we will look at later, involving money.

Allow me to reintroduce our two friends from Chapter One, P(aul) and Q(uentin).

Regardless of the need-strata involved, let the value to Paul of accepting a certain good,
service, or tokerj, from Quentin, be denoted ag()- Q), and the value to Quentin of accepting
a certain good, service, or tokénfrom Paul in return be denoted ag(M- P)2

A fair exchangeoccurs when the value to Pauljdfom Quentin is the same as the value
to Quentin of from Paul; that is, when

Ve(j = Q) = V(i  P)

Call this theBasic Equation of Fair Exchangg& Here, each party gains (or loses)
equally. Both parties feel equally happy (or unhappy) with what they got from each other and
what they had to pay or give in return. The process of bargaining is concerned with raising the
magnitude of each side of the equafibWe can say further that thalue of the exchange as a
wholeand to the pair of them, denoted ¥i,j), is simply the sum of the values that the exchange
has to eacF. In other words,
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Vedil) = W(i<Q) + V(i-P)

which is equal to 2 \(j — Q) or 2 V(i — P) if the exchange is perfectly fair.

That the quantity Vi,j) is so commonly a positive one constitutes the oft-remarked-upon
"alchemy of exchangeé?®' To wit: when something useless in my possession becomes something
usdul in your possession, and vice versa, then these two somethings, after we have exchanged
them, have come to rest in better places—better places for you and I, certainly, and, in a sense,
better places for them too—and this without the things themselves having matéiaalged in
any way. Value is produced on both sides, as though a mutual repatriation of political
prisoners had taken plate.

Obviously, the value to Paul of receivipdgrom Quentin,\(j — Q), is not necessarily
equal to the value to Quentin of receivinfom Paul. The exchange does not have to be
perfectly fair for its value as a whole to be positive, as we shall soon go into.

It is also true that the value to Paul of receiving the gpolipm Ruby, \i(j — Ruby)
might be not be the same as receiving it from Quentin. It often matters a great deal to our
valuation of a good exactly where and from whom we acquire it. When the good is a token, this
applies all the mor& This is why we cannot write "\j)" or "V(i)" or, more generally still,

"V(i)" or "V(j)," unless we have ample reason to believe that nothing important will be left out
by sosimplifying the picture: Are Paul and Quentin typical? Have goods justilikend "j"
been found to have strongly typical values in thousands of exchanges? Only then may we

simplify.

The guestion of fairness and obligations

We can now go on to ask an interesting and related question: if neither Paul nor
Quentin can directly feel or assess the value to the other of the good or token he offers, then how
is theassessment déirnessitself to be made? In other words, who adjudicates the equality of
the equal-sign in the Basic Equation of Fair Exchange? This is the question that so preoccupied
Marx in the first chapters @apital. Is exchange always an exchange of "equivalents in value"?
And if so, what property must both goods in a trade have in common such that "equivalency"
between them can be judged? The whole order of economics, thought Marx, depends on our
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understanding of this equivalen@&nd it drove him to hypostatize value as the "embodied-labor"
in goods as well as the proper basis for comparison between them (rather than market price or
utility).

But the judgment of equivalency—or, in our terms, fairness—is more complicated than
that, and more complicated than most economists who would let market price do the work will
allow. For it depends almost entirely on the social arena in which the exchange occurs. Not only
is thevalue of a good to someone predicated on their need-state (and, sometimes, their knowledge
of the labor input into the object), but fluelgment of the fairness of an exchange is iwmdtject
to social pressures. Everyone—participants and observers alike—can have a quite separate
opinion ofthat If, for example, the exchange is open to view, then friends, family members,
lawyers, judges, consultants, arbitrators, brokers, or diplomats all have input—or can. Using
history as a guide, they observe, compare, and represent the merits and demerits of the exchange
to one or both parties, bringing it to a point that it seems fair to both partiesmsNand
conventions also come to the rescue: many exchanges are so routine, so typical, that we simply
trust that the question of their fairness was long ago solved.

By far the largest proportion of non-routine exchanges, though, are undertaken without
objective, third-party judgments as to the equivalence of their value to both parties. These are
private exchanges, and their fairness is judged by each party "on the fly." Appeal to social norms
helps frame the bounds of reasonableness, but there is still significant room for maneuver. Such
exchanges are often undertaken on two related beliefs: first, the belief that the other party would
not consummate the exchanggeall were it not sufficiently in theirniterest, and second, and
perhaps more importantly, the belief that people ought to be relativists when it comes to valuation
and, therefore, when it comes to judgements of fairness.

Let us examine these assumptions for a few moments.

We are—most of us—familiar with the following interior monologue, especially when
we are pleased with the high value (to us) of an exchange that we also suspect is, or was, unfair:

Empathy is well and good. But it is an inaccurate guide to fairness. After all,
who am | to judge the magnitude of the happiness or sorrow the auttuzdly

feels, let alone compare it to mine or anyone else's? Value is subjective, is it not?
Hard to measure. Goose and gander... Some people are more demonstrative than
others by nature. In my essential ignorance, therefore, | must imagine that he/she
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is as happy (or unhappy) "in his/her own way" as | amimemThe very fact that
we voluntarily exchangadorj (or soon will), is indication enough of the equalness
of the exchange's value to them and toie.

Strangely, though many proffer this sort of explanation of how fairness-in-exchange
ought to be viewed, few believe it at times other than when it is convenient. For not only is it
possiblejt is common, for either or both parties to an exchange to feel privately that they got the
better (or worse) of a deal, one they just accepted. Moreover, verbally or non-verbally, there are
a hundred ways of letting the other party know this—by posture and tone of voice, by gloating or
grumbling, by innuendo, "body-language,” starting rumors, and so on. These not-always-honest
expressions are displayed as signs rather than offered as tokens, of course, and serve to pre-condition
the next exchange.They can also precipitate smaller-valued, reparative after-exchanges that
attempt to equalize any remainders or imbalances of the first. ("Thank you." "Noythank
"Oh, please..." "No, really." "Well it was the least | could do." And so on.)

The equality sign in the Basic Equation of Fair Exchange is thus an approximately-equals
sign, not an "=" but an=". This isnot because of some technical difficulty in assessing the
precise value of the exchange to each party, a problem that economists have long acknowledged
In connection with measuring utility directly and to which | have no decisive solution mitself.
is because some real inequalftgad: unfairnessh exchange is as important as it is inevitable
to the workings of societyAfter almost every exchange there is some residue or remainder of
feeling, some expectation about how the exchange could have gone and should have gone, and
thus some expectation that future exchanges will be, at least in part, corrective. It is as though, at
any given exchange, there were always "virtual goods" traded—goods imagined and expected
but perhaps not explicitly offered or accepted at the time.

Now these "remainders,” if unacknowledged, inject a measure of guilt or obligation or
resentment into the present exchange. But when they are acknowledged in the present as IOUs
to be applied to future exchanges, they function with the same efficacy as the goods (or tokens)
being exchanged themselves. Indeed, in some sense, remainders function with greater efficiency
than presently-exchanged goods. For not only do they not need to be physically preselht, with a
of the material and energic expenditures this presence entails, but, whether or not they are
formally acknowledgedhey motivate further social exchange

We count on them to do $b.For just as perfectly understood statements tend to curtail
further discussioff, so perfectly fair exchanges tend to curtail the relationship between the
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parties to them. We call such self-terminating exchanges "cut and dried.” And when there is a
net social value to be had from the perpetuation and proliferation of exchange as such—for
example, in the maintenance of community-feeling with a rich "market" in approval and confidence
tokens, or when mutusyalty (which is the forbearance of low-value-to-oneself exchanges) is
required to take a couple or group through bad times—such cut-and-dried, self-terminating
exchanges (characteristic, by the way, of market transactions invalasty) are not of best
service® Love's tendency to run out keeps us coming back to each other for "credit."

The all-but-self-evident morality of the "Equal Happiness" principle, then, lies not in the
end-state it pictures—i.e., a world so just, so fair, that everyone is equally satisfied in their
needs—but in how it produceslue-positive social intercourse searchof that world®* The
bitterest redresses and re-matches between people (and peoples), we realize, come out of the
same exchange logic as philanthropy, altruism, and unbidden generosity. oftreyrom the
urge to repair the past, to redeem and heal it, to bring back justice. And this entails dealing
perpetually with the often-only-privately-felt remainders and misunderstandings of previous
exchange¥.

This being the case, it becomes a matter for concern how to prevent reparative "after-
exchanges" from having negative net value and from descending the stratigraphy of forces
toward violence. No social dynamic is more harmful than the downward-spiralling cycle of

revenggwhich is a variety of exchange). This is why there are occasions when "letting bygones

be bygones,"” when "calling it quits,” "turning the other cheek,” "closing the books," letting
someone "off the hook," or "rolling with the punches" is clearly the wisest, highest-value course.
This is what every religion recommenfisFrom an evolutionary point of view, maxims such as
these are propagated precisely in order to prevent cycles of revenge from destroying one or both
groups, which would hinder their reproduction.

On the other hand, it is both unrealistic and unhealthy to insist that perfect, no-obligation,
no-regret, zero-balance exchanges should constitute the universal ideal for social exchange.
Remainders are reminders of our connection to others. Obligations, debts, and bonds rob us of
some freedom, true, but they are as essential to the good life as freedom-giving tokens, such as
permissions, keys, or cash. To maxinfizerganization¢onstraint) must always match complexity
(freedom). The question is always one of net direction: shall upltbe slope of omega, or

down—more life, or less?
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The pleasure of others and the value of giving.

One should also not overlook the fact that the pleasure of others generally gives us
pleasure too. Indeed, we can haiaiyp enjoying others' happiness, which is why we so like to
be around friends and family at parties, weddings, and other celebratory gatherings, as well as
around happy countrymen—even tourists—in cafés, shops, bars, and public squares, at sports
events, concerts, and festivals. With talk- and game-shows on TV, "happy talk" news, sit-coms,
and most commercials, we even choose to watch happiness when the happy ones cannot possibly
see us watching them and, very likely, are faking their happih€snedies and other "feel-good"
entertainments rely on the same habit of mind: as we sit in darkened theaters, we resonate with
fellow-feeling both towards the characters whose lives are being played out on the stage or
screerandtowards the strangers sitting in the dark around us, laughing.

The obverse is also true, of course: witnessing others' sadness is enough to make us sad,
the more so as that experience is vivid and first-hand.

Let us go a little deeper and ask: why does the experience of other people's happiness or
unhappiness make (most of) us correspondingly happy or unhappy almost in spite of ourselves?
Why are laughter and tears "contagious?" Why does witnessing another person's anger at some
third thing make us angry at it too, while witnessing another's suffering make us suffer along?
Why is watching or reading erotica arousing? In short, and to use another metaphor, what causes
us to resonate, as a piano does when a note is struck on an instrument across the room...what
causes us to resonate to (or with) another creatures' feelings even as we know that their situation
IS not ours?

In his 1759 treatis&he Theory of Moral Sentimentgglam Smith took what | will call
psychological resonance (he called it "fellow-feeling,” others have called it empathy, sympathy,
compassioneinfuhlung..) to be a simple fact of human nature, and a redeeming fact &t that.

A moremodern view would look for evolutionary reasons for psychological resonance, these
having to do with long-ago (if not also present-day) reproductive advantage or group fitness.
Along these lines, here is a plausible scenario:

It is a long time ago, tens of thousands of years. Imagine that you and your family (or
tribe) are in exile for some reason, or that you are pioneers, or just restless, but in any event that
you are wandering and looking for a new place to settle down. What are you looking for?
Probably fertile land, fresh water, robust and varied wildlife, no signs of current ownership,
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strategic views, etc. But let us say that you come upon a human settlement and wander in. You
look around. Certainly, to find yourself around happy people—even if you did not know exactly
why they were happy—is to find yourself somewhere safe, somewhere where you might expect
unspecified good things to begin to happen for you and your family as well. By contrast, to
arrive at an unkempt place, a place where children are crying, where scowls are the norm, where
fear or suspicion or sickness abound...is reasonably to feel fear for yourself and to want to move
on. Further inquiry would be unnecessary, even inadvisable.

Consider the animal world. Birds profit immensely by noticing other birds' good fortune
at having found a scattering of crumbs or seeds. Before long, the ground is covered with
fluttering, pecking animals. Conversely, the feeding flock scatters when only one individual
raises an alarm and one other bird responds. Wisely, no animal stops to askealhatging
on.

If resonance is instinctive in animals, it may also be innate in humans, and therefore quite
involuntary. Research shows that newborns "cry more frequently in response to hearing the cries
of other newborns than to hearing other equally noxious sounds, including computer simulated
infant cries.” And when an eighteen-month-old child will spontaneously comfort a crying baby,
offering him or her toys, we must conclude that the nurturing behavior of mothers has not only
been transmitted culturally, through imitation, but given its foundation genetically in the resonance
of the child's neural system to the emotional condition of otfers.

In sum: we resonate to each others fortunes and feelings. And whether we intend to or
not, we teach by our examgfe. Rather than being some quasi-divine human moral trait,
psychological resonance may simplg A& manifestation of an ancient and largely inherited
wisdom that says: Note well the condition of others, especially others of your own kind, and
follow suit

Here, anyway, we have one explanation of why your emotional state affects me in spite of
myself, of why actors move me even as | know they are just acting, of why | gasp or flinch when
| see a stranger in imminent danger, of why | am elated or saddened by paintings of certain
scenes or the design of certain places, why | laugh out loud or grow sad reading a novel, and
even why ordinary people enjoy seeing aristocrats gamboling in wealth and privilege.

But whether or not this particular evolutionary narrative represents the most plausible
explanation of involuntary psychological resonance (for there are other, related explanations),
the net result for the purposes of our present discussion seems to kbethislue of an
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exchange in which both parties are made happy, visibly to each other, can exceed the sum of the
values of the goods exchangku their own (i.e. the goods') utility. If your happiness-in-
receivingx-from-me pleasesme, | experience happiness-in-givikgand if my happiness-in-
receivingy-from-you pleases you, you get happiness-in-giwingnd these two happinesses

arise over and above the happiness we each experience upon getting the good(s) or tokens we
want from each other. This "positive feedback"—to use an old cybernetic term—causes three
things to happen: (1) ammplification of your pleasure and mine, one that (2) hastalytic

effecton our future exchanges with each other, and thatw3¢n witnessed by othersnere
bystanders perhaps—creates another catalytic effect that increases yet again the social value of
our exchange. This third effect is especially important, because while you and | may feel
encouraged to exchange agdirey—the observers of our happiness—are encouraged to imitate

us almost in spite of themselves. We help form a "climate of exchange," and the goods we trade
in a sense become shared by“all.

Should the goods exchanged cause us @igpleasure of course, then the displeasure is
amplified in like fashion, by seeing each other's unhappiness, and/or by others witnessing it too.
Unhappy exchanges will be more assiduously avoided then, and more effectively stanched in the
community that witnessed them. But before this stanching happens, bad feelings can spread.
Negative-value or unfair exchanges can propagate like virugespfrty, the "winner," receives
something positive at the other's expense and the loser tries to make up his losses by adopting the
modus operandif the one who beat him with one or more new partners in exchange.

For further insight we must give our discussion a more formal rendering. Once again,
readers with little patience for algebraic expression might want to pick up the arguments from
the prose alone, which for the most part reiterates the afjebfae "math"qua math is
elementary.

Back to fairness and obligations.

Paul produces and offers good or token Quentin. If Quentin accepts, Paul may also
obtain an increase or decrease in satisfachirs V(i - Q), which is the value to Paul of giving

I to Quentin. This pleasure in giving or providing a good to someone else is quite distinct from
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the pleasure of getting or accepting a good from them, whether or not tasl angreturn, as we
have just discussed. Nor is this pleasure in giving altruistic. Paul may feel pleasure-in-giving for
several self-regarding reasons:

() He may be made happy by Quentin's happiness at receidmgugh resonance, or

(i) He may experience increased confidence, knowing of the generalized obligation
towards himself that he has engendered in Quentin, or

(i) Paul may be demonstrating to bystanders or to his own conscience how trustworthy,
how generous, how resourceful he is and so forth—a process of self-legitimation or
self-approval that can proceed almost independently of Quentin's actual happiness or
sorrow at what Paul gave him. This is a characteristic of duty-gifts and of charity.
Or, related to (iii),

(iv) Paul may gain some satisfaction at making the offer at all and at having his offer
actually accepted: in other words, he may reward himself for competence-at-exchange.
Most children—and many adults—will at some time or another make extraordinarily
bad deals for themselves simply to "do a deal" at alixperiencat, to become One
Who Deals (which is a kind of legitimacy token) and will even delude themselves as
to the merits of the outcore.

For any or all of these reasons Paul may assign positive value to giving or providing a
good to Quentin, a value quite apart from whatever good he receives in exchange, be it a sum of
money or a favor, a material good or a token. Let us note that the value to Quentin of getting or
receiving Paul's good can similarly be enhanced beyond the satisfaction provided by the good
itself if, as the receiver, Quentin resonates with Paul's evident pleasure-in-giving. This in turn
makes Paul happier yet, as we discussed above, which again increases Quentin's satisfaction...in
a sort of reverberation of value.

Of course, if, in offering to Quentin, Paul at the same time is putting himself at risk or
sacrificing his own satisfaction at some other stratum of need—if, in other words, the production
of "i" requires work from Paul—then certainly,(V~ Q) may become negative. But nothing
remarkable is being noted here: most gaomgus something to give away no matter how much
we enjoy giving, or even selling, them. Indeed, at the very least, whenever we offer and give up

something—especially something physical, but often also something "merely" psychological, a
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token—we lose the benefit kéepingit, which we might write \{(keepingi) and V. (keepingj).
In our simplified model, all these "pluses” and "minuses" are taken to be compounded into Paul's
overall assessment of,V- Q), and into Quentin's overall assessmentf VP) too.

Now, a (fair) exchange between Paul and Quentin is likely to occur when both of them
believe that the

Value of the exchange to Paal Value of the exchange to Quentom

V(i) = Vo(i)), or

getting giving getting giving

VP(j4—Q)+ VP(I_’Q) = VQ(|<—P)+ VQ(J —>P), .....

which is to say, when "the value to P of accepting tgkesm Q, plus the value to P of offering
tokeni to Q, is approximately equal to the value to Q of accepting toikem P, plus the value

to Q of offering tokenj to P."*” No longer so Basic, | shall call thithe Equation of Fair
Exchangé® and rewrite it as a true equation:

Value of the exchange to Pas Value of the exchange to Quentin

V(i) = V(ii)), or

getting giving obligation getting giving obligation

V(i = Q)+ V(i » Q) + Vi(€) = V(i = P)+ V(i - P) + V(€), where

VP(S) = VP(EQ‘— Q) + VP(EP_' Q)y and
Vo(€) = V(&< P) + Vy(€q—P).

When the value of giving is negative, it is considered a cost or price paid. Sometimes,
the value of getting is negative too.

The epsilon-tokens (or goods), and g, introduced above represent any obligations
whose future or past value is taken into account now, at the moment of exchange, and whose
function is tomake the Equation of Fair Exchange "solve" as an equality in the minds of both
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parties? These tokens include promises from the other (whose value is positive) as well as
threats from the other (whose value is negative) all as we discussed in Chapter Five. In purely
social exchanges as distinct from business exchanges, obligations are not as frankly acknowledged
or as carefully compared as are the goods that are the prime subject of the exchange. While the
desire remains to set the value of these epsilon-tokens to zero at some time in the future
(meaning: all debts paid or forgiven, all promises made good, all threats obviated or carried out),
when a modicum of trust—even love—characterizes the relationship, then eliminating the obligation
term completely next time—to "settle the score"—is itself a promise (or threat) that is apt never
to be fulfilled. Here Me) and \/,(¢) are never zero. What is sought by most traders in such
relationships is fairness of a more complex-and-organized sort: the kind of fairness that sets the
value, duration, and number of occasions that P is obligated to Q to be roughly equal to the
value, duration, and number of occasions that Q is obligatetf to P.

It would be naive not to make note, at this point, of the unfairness that can occur when
one party is morving than the other. For the party who is most persuaded of the merit of love
at the outset, or who becomes so persuaded during negotiations, is apt to overestimate two
values: first, the value to herself of her own giving, and second, the value (to her) of the other's
promises and obligations (which both parties know will soon enough be forgiven or postponed
indefinitely). Because of this, the value of what she will now accept from the other can become
very modest indeed. This, of course, serhesléss-loving party all too well. The less loving
one need actually offer or give very little, relying instead on the other's pleasure-in-giving and on
their exaggerated trust in the effectiveness of obligations.

Acknowledge this strategy, and a more shadowy light is cast upon the constant promotion
(in American popular Christian culture, anyway)mfe as the solution to every social problem.
“Shadowy” because, perhaps, in our hearts, we know thatathexys who are to be more
persuaded that "love is the answer" than we are. What self-seeking person would not prefer to be
surrounded by people more hopeful and forgiving, more trusting and more generous than
themselves? It is a nation of cowards that would elevate courage to the highest of all virtues: let
those nost persuaded take the risks. You first into the breach. And because a liar among liars
has no advantage, the same might be said of lauding to the skies the virtue of°*honesty.

In fact, in general, when we allow terms likg(8) and \/,(€) into the picture of exchange,

we allow in also a good deal more of the political dimension of economics. The political
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dimension is already present in the other terms, of course, because the value of a given good is
always predicated on one's prior state of satisfaction, which is in turn highly correlated with one's
historical wealth, authority, and social connections. But the terms denoting obligation add yet
another dimension, another layer. This is because they are about the past and the future and
intrinsically involve, therefore, issues of truthfulness, risk, and enforceability. With obligations,
one is cast beyond the concrete, present exchange of goods (or services or tokens) and into the
air of uncertainty surrounding the past and the future atikkit happen thuswill it happen

thus? Although both parties might face these uncertainties together, and even equally (i.e. have
the ame information), it is typical for one party to be motnerableto the other's possible
untruthfulness or default on a promise, as well as to unforeseeable incidents. In short: one party
has more to lose than does the other if things go wrong. Let's look into this.

Let's say that A has more to lose in the future than B should B default on the obligation
he presently offers. One might argue that this vulnerability should, rationally, have entered into
A'sinitial valuation of B's obligation to him, lowering its value. That is to say, the exchange
might go forward as mutually profitable and fair, but A will have already entered this risk-and-
consequence-discounted value of B's obligation to him into the equation. B, for her part, is doing
the same thing: she is judging the risk and consequentiality of A's failing to meet his obligations
to her and discounting the present value of A's offered obligation accordingly. This degree of
rationality is far from rare. In social life (which is thoroughly economic) as in economic life
(which is thoroughly social), do we not judge each other's promises and threats as more or less
credible, more or less enforceable, and make our exchange decisions accordingly?

In a seminal 1990 article, Samuel Bowles and Herbert Gintis looked at the political
implications of the exchange arrangements between (classes of) people who have, on the one
hand, different capacities, financial and legal, to enforce the fulfillment of obligations to them by
others, and on the other hand, different vulnerabilities to default (othatrstir own, or blind
circumstance)> The most obvious example is that of the relationship between the typical
employer and any one of hdremployees. Here the exchange is labor for a wage, both agreed
to be "worth each other," with commonly-understood obligation t&rnfshe employee fails to
meet his obligations, he gets fired "completely"—he loses his whole job—and must find a new
one. If the employer fails to meet her obligations and the employee resigns, she losdstionly 1/
of her workforce. Big deal. While it is true that when labor is in short supply the employee will
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likely find a new job quickly and the employer have to wait a while, the imbalance of bargaining
power between employees and employers in all but the most extremely labor-favoring markets is
considerablé! Hence, of course, the formation of labor unions, which allow all the employees
of a firm to act as a single individual whose resignation would be at least as disastrous to the
firm's owner as the loss of employment would be to any one of the union members. It benefits
low-wage employers, therefore, to "divide and conquer,"” that is, to divide workecaiagories,

to emphasize their uniqueness and differences from one another though uniforms, titles, seniority,
inter-group competitiveness, etc., up to the point that overall productivity begins to suffer...all
this just to prevent collective action against them.

One could look at the relationship of money-lenders to money-borrowers in similar
terms. The borrower of a sum of money might not be able to return it to the lender. The savvy
lender, of course, haalready figured her assessment of the costs of collection should the
borrower default as well as the probability of default into the interest rate she charges. The
lender likely asks focollateral too from the borrower: either some asset that is easily sold for
money, or money itself in some other form or account owned by the borrower. In this way—i.e.,
through interest rates and collateral requirements, and by making many loaars/todividuals
no one of whom would break her if they defaulted—the lender protects herself and makes a
profit. One consequence of this arrangement, however (and there are many), is that borrowers
who already have considerable liquid assets can borrow larger sums of money at lower interest
rates and over longer terms than borrowers who have fewer liquid assets. This is because
"human capital” collateral such as skill or special knowledge, future labor or future wages, which
can be withheld at the will of the borrower, is less attractive to a lender than money holdings or
physical assets that can quickly and assuredly be "liquidated.” Lenders may threaten wealthy
and non-wealthy borrowers alike with embarrassing collection actionsnanerenewal”(i.e.
never lending tohem again), but only the wealthy can offer sufficient collateral to assure the
lender this will not be necessary.

Politicians require the votes of citizens. A vote is a token of confidence given in
exchange for one or more promises to make or alter law in the voters' interests. But between
elections, politicians are largely out of the control of those who voted for them, and they may or
may not fulfill their promises. Between elections, politicians have the upper hand. Indeed, they

might have the upper hand during voting too, since a vote cast on account of any one of their
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promises is the same as a vote casttfiem on account of any other promise, while the
individual voter interested in fewer than all the politician's promises—and perhaps just one of
them—has given his "all" for it, his single vote.

In summary: the wealthy business owner/employer finds herself at an advantage with
respect to her individual employees as well as at an advantage with respect to rival less-wealthy
business owner/employers. She can fire people more easily and thus pay them less; she can raise
money from banks and investors more easily, paying them back less. (With her "deeper pockets"
too she can ride out temporary setbacks more smoothly than her rivals or employees, and can
avail herself of more extensive legal representation if challenged.) Lenders can spread their risk.
Once in office, elected officials graduate to new concerns and respond to new incentives, chief
among them (in the U.S.) being campaign contributions from lobbying groups and big business.
And so, as Bowles and Gintis concludapital ownership, bargaining power, and legal authority
"naturally” flow together, one increasing the other, even though every exchange between worker
and employer, borrower and lender, voter and politician, looked at in isolation can argued to be
a reasonable onelf we have any moral objection to the distribution of wealth and power that
results nonetheless, then remedies—fresh remedies, anyway—can come only from a deeper
understanding of the fine structure of human exchange than we usually deem necessary.

We must turn our boat into the winds of complexity again:

The complexity of judaing fairness

&tting aside considerations of good or tokgre six variables come into play to make
an exchange fair: three on either side of the Equation of Fair Exchange on page 21. Assume that
we are able to make seven magnitude-distinctions for each of the three variables on each side of

the Equationthus:"high value," "moderat@alue,” "low value," "neutral or no value," "slightly
negative value," "moderately negative value," "very negative valugten there would be 19
possible magnitudes for.l,j) and 343 permutations of the magnitudes of its three individual
components Mj <Q), V(i-Q), and \4(€). Similarly, there would be 19 possible magnitudes
for V(i,j) and 343 permutations of the magnitudes of its three compongits R}, V(j - P),

and V,(¢). Together this would create 9,331 distinetys of making a perfect match between
Vi(i,]) and \,(i,j). That is, there would be 9,331 ways of "solving” the Equation of Fair

Exchange?®
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My point? That even with a degree of precision of valuation (seven "grades") that seems
to lie well within the average person's capacity to report of themselves and estimate in others, the
numberof distinguishably different fair exchanges that could feasibly happen is very large, and
the character of any particular fair exchange very specific. uséar exchanges, and the total
number of possible "solutions" mushrooms to over one hundred thotis#atl consideration
of good/token type—i.e. whether diminishing in marginal utilitynactic, GKG, receding-goal,
or addictive, each with unique temporal characteristics—and the number of combinations generated
by the Equation of Fair Exchange would seem to overbrim anyone's capacity to deal with them
rationally. How do | weigh the value of an addictive good from you to me against the value a
climactic good from me to you in return? How am | to include differences in the enforceability
of, and vulnerability to, default of obligations? Aaaaargh!

So we must ask the question: do ordinary pega#y carry out such elaborate estimates,
enumerations, and computations as this? "Surely not,” we want to say. "Who has the time?"
Drastic simplification of some sort seems necessary—necessary both to theorists like myself and
now you, dear reader, as well as to better-adjusted individuals, i.e., people who go about their
lives buying and selling, giving and receiving, appraising and investing, directing their time and
attention fluidly from this person to that person and back again in a resource-optimizing way
without, it seems, taking a second thought. The complexity we uncover wipgnng even
shallowly into the logic of exchange must somehow—if it is real—be marsagkbe covered
over, be dealt witanddenied. But how?

Here are three possibilities.

(1) Perhaps the degree of precision of quantification and enumeration people actually
carry outis minimal. Perhaps they make ofibur, say, rather than seven magnitude-distinctions
per variable.Or simpler yet, perhaps people get by with makisghglejudgment as to the total
value of the exchange to themselves, merely rank-ordering the magnitudes of the three components
of V_(i,)), and then doing the same, imaginatively, for the other pagty(y). If any or all of
this is the case, then re-enter Love. For, as | suggested in Chapter Four and commented upon
earlier in this chapter, "loving" is the name we give to relationships that are mutually beneficial
across several needs and in which value estimations on both sides are kept approximate and
accounting vague. In a loving relationship, value parity is expected to come about by itself, and
only in the longest of runs, over dozens or hundreds of exchanges. Whatever else love does, love
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amplifies the inherent complexity of interpersonal exchange enormously: more or less intuitively,
one simply does what feels good to oneself and the Bthiera strange way, one can be selfish.

(2) However, love's purported nemesis—money—also simplifies exchange. For if money
is widely enough accepted to be the metric of all value, then Paul's conveffind), V{i - Q),
and \j(e) into some equivalent-in-value-to-him amounts of money and then adding these amounts
to arrive at the value of the exchange to him, can also effect a considerable efficiency; especially
if Quentin does the same. With money the measure, the anxiety of estimating the value of the
various tokens, obligations, and goods involved in an exchange is now greatly reduced. One
need only think of everything's market value. Moreover, when money is the dominant metric of
value, it matters little to whom, specifically, that money is given or from whom, specifically, that
money is received. When A's money is as good as B's is as good as C's, everyone is a stranger
and the life of exchange can be the simpler for it. Going interest rates settle the question of time
and risk.

(3) People behave norm-ally. Norms, conventions, laws, rituals, formalities, and rules of
etiquette, like stable market prices, are much easier to refer to and carry out than actions based
on value calculations made from scratch. Life is simpler when people do what is expected of
them, and when what is expected of them is everywhere spelled out. When tradition tells us
what is worth what, we do not have to figure anything out: we merely "do what is done in these
situations." Codes ofonduct have a recommendation for every common problem if not a
commandment; and when they do not, we take recourse to lawyers, to more faith, or more
patience.

To summarize: fully considering and executing a fair exchange is a complex, time-
consuming, and vexing matter, riddled with uncertainty. Given that there are (at least) three
ways to tamehat complexity, it would seem that we have some choices as to which to use: shall

we construe our relationships as "loving," "commercial,” or "codified"? Which shall be which;
and why? Wisdom in this matter would seem to be crucial when the increasing complexity and
pace of uban life propels so many people to monetize value where they shouldn't, to invoke love
to blur things over when they needn't, and to reject formality of all kinds as stifling of their
freedom.

| suggest that the wisdom lies here: we (should) choose how to simplify exchange, and
how much to simplify ithby maximizing the value (of each type of) exchange, given the person

and the situation Perhaps evolution has already emplaced this wisdom in our cultural practices.
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If so, we ought to be able to show quite scientifically that family relationships are l®@dagde

people who share households and genes cannot increase the plenitude of their lives using any
other exchange-simplification metho8imilarly, we ought to find that business relationships are

just the sort that are best simplified by the use of money, the standardization of goods, and the
relative lack of importance of the personalities of the tradesag-codified and ritual behaviors

are everywhere, of course, but we should find that they dominate in diplomatic relations, in
religious and military life, in sports, and in traditional arts.

Are we done? I'm sorry dear reader: not quite. Let's say that there are, in fact, three
ways in which the Equation of Fair Exchange could be streamlined, as | have just described. A
small question still nags udo we actually use théhThe answer might be: no.

The possibility remains that we do indeed carry out a fine and most elaborate computation
of values, a computation which is at least as complex as the one pictured by the Equation of Fair
Exchange and perhapsore complex, but that proceettddden from consciousnesdfter all,
we can each a ride a bicycle, catch a ball, and whistle a tune without being able to explain
exactly howwe do so. Our nervous systems solve athousand mathematical equations simultaneously
every time we recognize a face, pour a cup of coffee, or just stand upright without falling over,
and we know nothing of the myriad computations involved. Physicists have only recently
figured out low a child makes a swing begin to swing from a dead stop without touching her feet
to the ground or being pushed.

Now, is it not true that we "somehow" know a good deal when we see one? Can we not
read others' feelings with uncanny delicacy and certitude; do we not quickly come to trust or
distrustthem, to see anabt see their point of view at once...and all this with little overt training?

In Wealth of NationsAdam Smith declared that the proclivity for "truck and barter” (i.e. for
deal-making and trade) was an ineradicable part of human culture. Might we have become so
deeply trained in the ways of value appraisal and exchange that its logic and protocols, like those
of language itself, have become second nature to us?

Pausibly s@®® Our "equations of exchange" might be too simple by far to describe what
we actually do quite thoughtlessty.

More skeptically, we might ask this: is it eviene that we do natonsciouslyengage in
extended calculations when we are engaged in "non-economic" excl@erggfly, contemporary
Americans are under considerable cultural pressure not to admit to doing so, to damyplay
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calculatedness in human relations. We are under pressure, ratheentat least to act out
always out of love or trust or tradition. If we profess belief that only Shylocks calculate, that
only politicians, lawyers, and master criminals take every man's medbkareit is easy to
declare that we are naoihe of theh No, sir-ee. And if, in concession, we offer that such
fine-grained calculations might be carried out by all of us, but if so,uheonsciouslyis this

not because of the shame we feel at our own well-practiced expertise? One need not be a
Freudian to consider such denial—such repression—a distinct possibility.

Of course, there are many exchange situations in which exteosimputations of value
and hair-splitting comparisons of advantage are carried out with full cultural acceptance—in
businessegotiations and in international diplomacy, to mention two. The heresy here is to
suggest on the one hand that ordinary, social, "non-economic" exchanges are hardly less complex
and consciously considered than important business, diplomatic, and military maneuvers and, on
the other, to suggest that we are naturally so expert at exchangalaadappraisal that our
equations are still a shabby representation of the true complexity of what we think about but
cannot—or will not—reporft:

Let us remain agnostic on this issue, however. What can safely be said, | believe, is this:
how and whether one chooses to simplify the dynamics of exchange depends on the amount of
time and the value of the time available to reckon and weigh things, on the size of the stakes in
the exchang®& and on the rules and relationships that pre-exist between the trading parties.
Context seems to guide our choice. Order appears; and our 9,331 possible kinds of fair exchange
fall roughly into five "domains.” Referring to the Equation of Fair Exchange again, here they
are:

Gift Exchange. Gift exchange is characterized not by lack of the demand for immediate
reciprocity, or for reciprocity at all, as is sometimes asséttedor is it characterized by the
relatively high value of the obligatiderm (for it can be just as high in business loans); nor even
by the lack of precision with which all the terms of the Equation of Fair Exchange are evaluated
(which would ally gift exchange with love). Rather, gift exchange is characterized by the
relatively high value that is given to the value of the giving/providing component on both sides
of the exchange. That is to say, in a simultaneous gift exchange between P and Qj ba@) V
and \,(j —» P) dominate the other terms in the Equation of Fair Exchange.

If the giving and the return giving are separated in time, making of the gift exchange
actually two occasions of exchange, then, on each occasion, the value in giving on one side is
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balanced by a (negative) remainder-value, or obligation, on the other. This is not to say that the
value in getting/receiving is not positive in gift exchange, only that it is happiness in giving that
is the weightier term and that dominates, while obligations hold the balance over the time
in-between. Indeed, in some persuasive, or even coercive, gift-giving situations, oranlyives

in order to incur obligation in the otHér.

As though to keep just such difficulties under control, a large number of the gifts in most
cultures—primitive and modern—are prescribed in kind, size, and timing. Gifts to hosts at
dinner parties, gifts to new neighbors, gifts to employees on their last day at work, gifts at
birthdays, weddings, anniversaries, graduations, are all highly conventionalized. One must give
the "appropriate,” i.e. proper, gift at the proper time and in tbhpep manner. And one can
expect a precise and proper reciprocation. Heoégiving (or accepting) an expected and
appropriate gift is the signal worth notifig.

Barter Exchange. In barter exchanges (ewap$, the value of getting/receiving goods
or tokens dominates over the value of giving/providing them on both sides of the exchange,
while thevalue of remainders—of obligations—are kept to a minimum. Indeed, the value of
giving/providing in barter exchange is most often, on balance, negative, makingstta the
giver/provider. Many exchanges between firms are really barter arrangements, agreenaents t
in certain ways in return for acting in certain ways. And often, to the frustration and delight of
lawyers, obligations are not clearly delineated.

Commercial Exchange.Commercial exchanges are like barter exchanges except that the
good offered by one party msoney. More so than barter, however, commercial exchange allows
obligations either to disappear, as with cash transactions, or to come to the fore with interest rates
and repayment schedules. And with conditions of various sorts applying to these interest rates
and repayment schedules, varying degrees of obligation can be very precisely stated, adjusted,
and exercised by money. Indeed, economists are in agreement that when we call money a "store
of value," we are referring precisely to money's usefulness in constiévitgnceof degree of
obligation owed to you by othe¥s. This is not to say that money caaver be given in a gift
exchange without making it commercial (although many instinctively feel this way). Money is a
good in its own right.

Financial Exchange. Financial exchanges are commercial exchanges where the goods
exchanged byoth parties are money or different forms of near-money, such as government or
corporate bondsteasury bills, company shares, national currencies, mortgages, loans, and other
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debts, stock options, futures...in short, "financial instruments." Here the vahe afligation
terms, \{(¢) and V,(¢), dominate over any values in giving/providing or getting/receiving at the
time of exchange. Financial exchanges can obviously become extremely complex.

Political Exchange As practiced in the halls of representative government and other
democratically run institutions, the chief currency of political exchange isdf@one's own
vote and the credible promise to "deliver" others' votes too. Votes are not the only currency,
however. so are promises of "support" in the form of suitable rhetoric, and so are uses of
(previously vote-won) authority to set legislative agendas and schedules, both of which are
indirect ways to obtain votes. Political exchanges place little emphasis on the giving/providing
component of exchange, and a great deal on the getting/receiving and obligation components.
Essential to the art of political exchange is determining the real value to the other of the
particular goods they want while dissembling or concealing the value of the good one wants
oneself. With discipline provided only by the need to appear consistent with one's with stated
beliefs and voting record, the idea is to consummate exchanges that are positively valued by both
sides but that are unfair—with the advantage (the higher value of the exchange) being to oneself
rather than the opposition. Positively valuiagness itsel—a factor we will study in a moment—is
eschewed, for it is a weakness. Political exchange is probably the most complex-and-organized
form of exchange there is, especially when the giving/providing component of valuation is
allowed to enter along with the receiving/getting and obligation components. Adding further
weight (and complexity) is the fact that political exchanges are often about setting the very rules
and conditions by whicletherexchanges—financial, commercial, barter, gift, and future political
ones—can legally be carried out.

Dividing exchange into these five domains helps organize thelnhis conceivable,
though, that Paul and Quentin are not reading each other very well and come to interpret the
domain of agiven exchange rather differently. If, for example, Paul interprets a certain exchange
as a gift exchange while Quentin thinks it is a barter, it will not take long for the disagreement to
materialize in some sort of conflict or later infelicitous token offering. For one party there will
be a remainder, an obligation; for the other, none. When a remainder value on one side is
substantial andot so notedby the other side, conflict awaits.

Other observations can be educed from what we have laid out so far:
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In truly altruistic giving, as in unpunished theft, the Equation of Fair Exchange in its
current form does not hold. Neither altruistic giving nor theft are fair. But the Eqeatidrold
for certainexchanges which we would classify as actridfery or extortion Fairness does not
always imply legality or vice versa. Imagine that P has been harmed by Q in some previous
exchange between them. Q has thus incurred an obligation to P, the value of which should
properly enter into their next exchange. But Q now denies this obligation or contests P's
valuation of it. In desperation,ffackmailsQ—that is, he announces to Q his intention to take
certain actions, or to reveal to other parties certain information, about Q's activities that would
prevent or seriously hamper the continued satisfaction of one or more of Q's needs in his
exchanges with otherQ succumbs.He offers to give over to P either (i) something of less or
equal value (to him) than his loss would be if P made good his threat, or (ii) something that
matches P's valuation of the obligation owed him, whichever is smaller.

Now, acts of extortion that deal in tokens at the stratum of legitimacy and below are
illegal. These exchanges are, by our definition in Chapter Eoegcive and, in a civil society,
the state reserves the right to administer or at least adjudicate all coercive exchanges. Exchanges
having the very same structure as | have just outlined, however, but which deal exclusively in
tokens of the upper three strata, are not illegal. No less extortionary, thpgrsarasiveand are
to be found throughout business and family%if€Consider:

* A child threatens to scream in the department store. The child's mother offers the child
a gift or concession (a freedom token) to keep quiet. Child keeps quiet. (For a while.)

» At Acme Widget Company, A knows that B is legally able to act, should she choose to,
in ways that would lose A, say, thenfidenceof others. And so over time A makes offers to B
that are generally more positive in value to B than A would normally make weotdble to
act in ways that would hamper A. What is this but prudence? No bribe is demanded by B, and
no extortion, but if we looked and watched closely enough, would we not catch B casually letting
her capacityto harm (or help) A be known to 2?Do we not all hold each other hostage in this
way? Do we really respect each ofjust on principle?

 In the workplace, the positive value to oneself of one's work will nearly always be
denied or underplayed to superiors, if not also to one's peers. Let us look a little more deeply
into this last form of extortion, because it has clear economic implications.
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Economists typically classify work as a "disutility." This seeks to universalize the idea
that the activity calledvork (or labor) has intrinsically negative value to the worker. In
commerciakxchange, this negative value is counteracted chiefly by the receipt of a money-wage,
salary, or fee, which, of course, has positive value. Critics of standard economic theory are fond
of pointing out that many if not most peoejoy their work. After all, they point out, work
provides meaning: it satisfies social needs for esteem and companionship, it structures time, it
educates, it generates feelings of competence, and so forth. There is somethingithirang w
theory, they say, that at its very foundation must make work a burden, a disutility, in order to
make its own models operate. Is this a well-founded argument?

Well, people who enjoy their work do sometimes confide that they would "do it for free,"
or that they feel guilty that they are paid so much. (After all, if you love your work you are
probably doing it well, work longer hours, and make more money than your peers.) But notice
how careful such people are abauto they make these happy confessitms For whether or
not your workis a disutility to you, it never pays to make this fact known to the one who is
compensating you for it. For this would eventually, if not immediately, decrease the size of the
compensatio”. More generally, in terms of Equation of Fair Exchangejsfa good or service
provided by P to Q, arjds money offered to P by Q farthen, from P's point of view, ¥ - Q)
needs to seem to Q to be negative in magnitude. "This is no gift,” declares P. Conversely, from
Q's point of view, ¥(j - P) needs to seem to P to have negative magnitude. "This really hurts
me to pay," protests QIn this way, P, who covertlgnjoysproducingi, gets to have both his
enjoymentand the money he earns for "sacrificing” himself so much to his work. It pays all
workers, from janitor to CEO, to profess that they have better things to dthitharAnd so,
partly as a consequence and partly as a reflection of an ethos, counting work as a disutility is
likely to stay in introductory economics textbooks as a realistic description of the economic

world, covering both people who hate their jabslthose who would rather do nothing else.

Quasi-fairness and the value of fairness itself

We are not yet done with complexities of "simple" dyadic exchange. With our equations
so far, fairness was imposed and represented by the equality sign. Indeed, by "fairness of
exchange" we meant equality of tw@ue of the exchange to both partieshe value to each of
fairness itsellhowever, was not represented. One of the parties, for example, might not initiate
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or carry through an exchange unless they thought it wouldibenough even though they
knew that the exchange would be of some advantage to both of them. Here, fairness-as-an-outcome
has been foreseen and then internalized as having value peradee aovbe commingled and
balanced with the values of giving-to, getting-from, and obligating the other with goods or
tokens. It would seem that not only humans value fairness per se: capuchin monkeys, and
probably chimps, do the sarffe.

In order for us to describe this situation, the value to P of the exchanfm pheeds to
include not just the value to P of givintp Q, not just the value to P of gettinffom Q, and not
just the value to P of the obligation between them, but also the value to P difféhence
betweerV(i,j) and V(i,j) per se. In other words, when fairness itself is assessed and valued by
each party—positively or negatively as the case may be—the Equation of Fair Exchange must
undergo another elaboration. Thus:

Value of the exchange to Paul considering fairnessValue of the exchange to Quentin considering fairness
Ve(ir)) + Ve[Ve(iu)), Vi)l = V(i) + VoIV ofif), Ve(iij)]
This expression contains unspecified second-order functions of functions, i.e. values of

values. Noting that "valuing fairness" is the samedisvdluing unfairness," we are able to

remedy this somewhat and construct the following simpler rendition:

value to P of value to Q of

exch. not exch. not

considering unfairness of considering unfairness of
fairness per se¢ exchange fairness per se  exchange

Ve(i) = allVe(i)) = VoDl = V(i) — agllVe(isj) = Vel(ind)l-

Herea, anda, are the'coefficients of fairness value" to P and Q respectively, and can vary
between —1 and +1. The term,(jy) — VQ(,j)| represents the absolute size of the inequality in
the values ofthe exchange to P and Q (these values assessed before or without including
considerations of fairness itself). And the expressions i,j)" and " o(i,j)" are expandable as

the Equation of Fair Exchange on p&jesays they ar&.
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We might name the last equation tguation of Quasi-Fair ExchangéNith it we can
make larger statements than we can with the Equation of Fair Exchange alone, since with our
new, higher-order formulation, the exchange nesde fair at the level o¥/(i,j) = V(i ,j)—and
many exchanges in real life are not—in order to "solve" and go forward. This is because with
Equation of Quasi-Fair Exchange each pa#ggy value fairness itself differentlghis in such a
way thatthe underlying unfairness is neutralizeder and above any obligation terms generated
during the exchange, and sometimes instead of them. When Equation of Quasi-Fair Exchange
solves but Equation of Fair Exchange does not, we can say that the exchagngst{%as
if")- fair.

On the assumption, then, thdt(i,j) # V(i j), let us spend a few moments playing with
the Equation of Quasi-Fair Exchange to see what it reveals.

Whena, = 0, this tells us that the importance of (i.e. value of) unfairpesseto Paul is
nil. Even though he may notice the unfairness, Paul is morally indifferent to it and concentrates
only on the value to himself of the exchange. He is totally self-cerfferiddw, whena, = 0
and the unfairness is in Paul's favor, tagrs -1, which is to say, then Quentin mdgvalue
fairness or, which is the same thing, must positively vahiairness. In some sense, Quentin
mustlike trades where he comes out second best, which makes him somethmgrofra

Conversely, whean, = 0 and the unfairness is Quentin'sfavor, thena, = +1, which is
to say Quentin mustisvalue unfairness, which is to say, he must positively value fairness. To
see what this implies, replaeg with +1 and see how Quentin's side of things devolves into
V(i,j). Interpretation: in order to feel or to claim that there is quasi-fairness between himself and
Paul (who, remember, doesn't care one way or the other), Quentin must effectively deny or
ignore the value to himself of the exchange, leaving only (his thought of) Paul's welfare. This is
the hallmark of thg@aternalist The value to himself of the exchange can be no greater than it is
to Paul: so interested is he in the exchange being fair that this is all he will allow himself. Or so
he says. When Quentin at the same time covertly enjgfis)vand does not really punish
himself for the non-quasi-fairness this implies, we can speak of hisedfsiaterested paternalist

It would seem that we have found at least one arena of social life in which the adage
"opposites attract” makes senpepple who are self-centered as well as morally indifferent to
fairness attract either martyrs or paternalist€Converselymartyrs and paternalists seek out
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people who ignore or strongly discount "the whole fairness issitee’$e couples can accommodate
each other; they can trade, even as they would disagree about "values" when the subject comes
up_76

Can one person be both a martyr and a paternalist? | believe so: they flip from one
posture to the other as they see who is getting the best of the trade. "Sure," says the paternalist,
"l could get more out of this than they do, but that's noptinat, that's notwhy| do what | do: |
am thinking only/mainly of their welfare. That's all | get out of it." "Sure," says the martyr (who
might have been a paternalist only a moment ago), "legstdut of this than they do. Indeed, |
suffer. But that's O.K: | think good people don't mind being the losers (in this life, or) if a
greater good is done."

The martyr-cum-paternalist's association with a self-centered, indifferent-to-faothess
is common in the relationships of pet-owners to their pets (especially cats), and of farmers to the
animals they have grown fond of. It characterizes also the relationship of many parents to their
children and, to some extent, of colonials to "natives," slave-owners to slaves, charity-givers to
charity-receivers, employers to employees, teachers to students, and even husbands to wives.
Animals and very young children are indifferent to fairness because they are believed cognitively
incapable of the abstract computation required, let alone of grasping the moral principle involved.
In the other cases, however, a certain amount of complicity is required from both sides if the
arrangement is to remain viable: mutual agreementftimaiamental unfairness should be set
aside when quasi-fair arrangements vyield higher value to each and both paiNidsout this
complicity, without the proof that value is enhanced by accepting quasi-fairness, absent the effort
to reconstruct the terms of the Equation of Fair Exchange so that it will solve, conflict ensues:
the descent of the stratigraphy begins, as down a ladder, to a realm of tokevi thatk to
make fundamental fairness a fact. Either this or an intellectual attack is mounted on the virtues
of selfishness, fairness, martyrdom, etc.

| shall not go through all of the permutations of possible values,fanda,. If we
remember that anything said of "Paul" above could just as well have been said of "Quentin” were
the situation symmetrically reversed, then, in fact, all of the possibilities have just been
enumerated—all, that is, but those that have intermediate valagamda, that lie between -1
and +1 (for exampleg, = 1/2,a, = —1/2). But we can think of these intermediate values as
representing degrees of self-centered fairness-indifference, martyrdom, and paternalism, all in
search of the quasi-fairness that makes fundamentally unfair exchanges morally ratioralizable.
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The sadist meets the masochist, and both are happy thinking they are making the other happy and
that their exchange is fair. Even the thief has his way to reach quasi-fairness: "I (or my people)
neededk more than they did; they won't migsthey don't care about how unfair life has been to

me (or my people)...and besides, they're insured.” This is self-interested paternalism with a
simple twist: the other experiences negative value.

To round out our discussion of what | have called quasi-fairness, we need to acknowledge
the level of complication introduced by misconstruals and deceptions, intentional and unintentional,
in the display and reading of signs. We looked into these in the first half of Chapter Five. After
all, V(i,j) on theleft side of Equation of Quasi-Fair Exchange is actually P's estimate of the
value of the exchange to Quentin, which might be higher or lower than it really is to Quentin.
Similarly, V4(i,j) on theright side is actually Q's estimate of the value of the exchange to Paul,
which might be higher or lower than it really is to Paul. When these estimates are off or thrown
off, the unfairness terfv(i,j) — V(i,j)| can be different on each side, the coefficieptanda,
need not constrain each other, and Equation of Quasi-Fair Exchange can still "solve." This is not
just a mathematical fact but a social one: with deception and presgrecel a,can take on just
about any numerical value because—based partly on present evidence, partly on history, and
partly on proclamations as to how much each values, disvalues, or is indifferent to fairness—their
true magnitudes, too, are subject to being guessed at by the other party rather than known with
certainty. Indeed, both parties can claim that fairness is very important to them and still go
ahead with an exchangleat they both know is unfairThe Equation of Quasi-Fair Exchange
disallows this because all of its terms aseuaned to be veridically assessed by both parties and
acted upon on this basis. But allow deception and misreading, accept pretence, and all bets are
off. Recall Table 5.1 in Chapter Five.

From this jumble of deceptions, postures, and asymmetric knowledge, can anything
systematic be salvaged of our analysis of the logic of dyadic exchange? | think two important
aspects of it can: (1) to the extent thaind Q's assessments of each other's changing satisfaction
statesare accurate for one reason or another, including most people's ability to see through all
but the most skillful manipulations of appearanad®n we want toour two equations hold, as
do the various interpretations we have applied to them; and (2), the social fact that, whatever is
really going on "beneath,” i.e. psychologically, the surface forms of exchange and the proper
names for things still have authority. Like masks, like plays or games or codes, they lend order
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and legibility to complex social interactions and psychological motives they cover over. Is P
really a martyr? Does @eally care about fairness? Is P redalatunhappy that Q is just a little
unhappy? Who knows. But because theythus angrofessthus, both P and Q are entitled to

take each other at their word and to proceed with the exchange on, and in, the terms overtly
offered, and they can be held to the most conventional interpretations of what they said and did.
This is not unusual or perverse. All cultures depend to some extent on charades of fairness in
order to satisfy their members' needs in all their complexity mutual conditionality. These
charades are frequently modeled on ancient and/or popular-cudiua¢ives—stories of heroes

and 'characters' doing what needs to be done, standing by their word, and making true motives
irrelevant. Take this too far, however, and it will not be liars who are ostracized, but truth-tellers,
and those who fail to "say their lines" correctly. Where it is understood that everyone is in bad
faith, to use Jean Paul Sartre's term, "hypocrite" is a rarely-heard term of slander, and justice
becomes the appearance of it.

Nonetheless, the fact remains that without customs to act as guides, simplifiers, and
accepted covers to what is really going on, without a certain amount of bad faith tolerated,
considerable time and effort must be devoted either to pursuing the truth, which is bottomlessly
complex, or to creating the sorts of new appearances that will hold up to closer inspection and
cohere with one anotheiVith unravellment a constant dangey too can coming up with new
rationalizations that make unfair trades seem fair become arduous and unproductive. And so
whenever, in the life of a society, traditional codes of conduct (which convey and warrant
legitimacy and approval tokens) are being pushed aside by the greater demand for confidence
and freedom tokens, and whenever, at the same time, compensating for the disappearance of
such codes with inventing new ones is too much work and too risky for most individuals to
undertake themselves, beihgnesiandopenbecomes the easiest—and also safest—strategy for
most to adopt in everyday life, leaving the tricky business of manipulating appearances to
"professionals” like actors, lawyers, artists, waiters, and politicians. Ease and safety—economic
variables both—are two more reasons for an efficiency-minded, freedom-seeking, and would-be
egalitarian society to elevate honesty and openness to the status of timeless loinysdea
fair-mindedness, forgivingness, and trust, while allowing some segments of society—those good
at it—to specialize in breaking the rules in front of and on behalf of 4% dlhe only catch?
Honesty and opennesseaall too easy for ordinary people to simulate, not just car salesmen.
This leaves many of us back where we started: having to take charades seriously.
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lll. The Net Value of an Exchange

Thetotal value of an exchange is very difficult to determine, especially when long-term
effects are (properly) taken into account or when we want to consider the extended effect of the
exchange upon neighboring others such as friends, relatives, witnesses, and s@Vfath.
shall call thenetvalueof an exchange is a more manageable concept and still instructive: it is the
combined value of the exchange to both parties over the same, specific period of time. Let the

net valueof the exchange to its participants, denoted(M), be defined thus:

Ve olij) = Vi(i,j) + V(i) if the exchange is fundamentally fair or unfair, or —..........
Vie(i]) = ap[IVp(is]) = V(DI + V(i) —aglIV (i) = Vi(i )]

V(i) + V(1)) = [IVe(i) = Voli)I(@s + a,) if the exchange is quasi-fair.

We note immediately that,\(i,j) can be a positive quantity when neither the Equation
of Fair Exchange or the Equation of Quasi-Fair Exchange holds. Unfair exchanges can have
positive net value. So too can fair and quasi-fair exchanges have negative net value. Should we
be concerned? After all, what kind of world is teve charity and theft are both "unfair" and
perhaps good, while bribery and extortion could be "fair" and also bad? Is there something
wrong with our formulation of all this? Is something missing?

Well, if exchange does not happemlessthe conditions of equality in the Equations of
Fair Exchange or Quasi-Fair Exchange are being met—the giving, the getting, the obligations,
the fairness-itself value...all—we could simply say that the computation of net value for an
"unfair exchange" is a moot point. Theaee no unfair exchanges. On this view, that an
exchange actually happenpgobvesthat it was fair, at least in the eyes of the exchangers, and all
we need do is apply ourselves to discovering how each party saw the situation at the time and to
whether the net value of the transaction was positive or negative. This was the substance of our
soliloquy on pagé4. But this is still not very satisfactory. Why?

For one, because neither fairness nor quasi-fairness is a prerequisite to net positive value,
as utilitarians have long known, and as experienced traders are well aware even as they get the
worse of a deal. Indeed, most exchanges do not adbieadeesults, neither from the points of
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view of each party, nor, necessarily, from the point of view of society as a whole. Rather, they
reach what economists call "Nash equilibrium,” that is, a situation in which both parties, not
moving from their preferences, settle for the best-to-them of what can be ageteidl.torake,

for example, quasi-fair exchanges in which the teq (@) is negative. Here the net value of

a fundamentally unfair exchangegeeater than the sum of the values of the exchange to each
party (when not considering fairness as such), and it can only happen when either P or Q is
(something of) a martyr and the other is disinclined to positively value fairness ‘peDsethe

other hand, exchanges involving paternalism by one party always lggddet value than
fundamentally fair ones—unless the paternalist is self-interested and grabs the greater value that
is his, even while he denies doing so, asserting that the exchange is (quasi-)fair.

The truth is that outsiders cannot know how trading parties, in their heart of hearts, are
computing their advantage. We cannot really be in their shoes; nor can we easily comprehend
their longerrange plans. Take for example, the character one might call the Big Giver. Constant
generosity generates a balance of power in favor of the constant Big Giver. While any single
exchange between two parties, one giving and one receiving, might seem patently unfair—and
might indeed be so—what we may be witnessing is merely a snapshot, a part of a longer-term
plan by the giver to build indebtedness in the receiver and/or to climb in status generally in the
eyes of witnesses, this in order to buheir trust in her. Although she may deny her losses or
wave them away as a "non-issue," the Big Giver is quite happy to lose in every exchatipe...
the exchange that counts arrives and she "calls in her cffips."

Are additional moral and legal constraints necessary to prevent abuses in exchange? Yes;
but not, | would suggest, constraints that would in principle disallow unfair and seemingly unfair
exchanges to go forward. The only impositions necessary, | would suggest, are (1) those that
would disallow coercion by one party in order to force unfair exchanges upon the other, as well
as (2) those that would disallow—or that would discourage anyway—exchanges that typically
ended in a loss of satisfaction to both parties. To dismsrcionwe need to look back into the
nature and need-strata of the goods being traded, as we did in Chapter Five; that is, we need to
look into the nature afandj. lllegal extortion, for example, involves one party "offeringtto
take actions that would surely diminish the other's legitimacy or security, this while the target
party had every expectation of dealing in goods and tokens far higher on the stratigraphy than
this. In moral, roughly-fair exchange we expect a closeness not just in the value of outcomes to
both sides but also in the stratum of needs being satisfied. Again: If | alone had in my possession
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a drug | didn't need and was reasonable wealthy, and you had a disease that this drug alone
would cure, then you might gladly part with a large sum of money (or property or promised
labor) to obtain the drug from me. This exchange would be fair in some sensadbutioral
because the goods exchanged are so far apart on the stratigraphy of needs, and the degree of need
so different, that the whole exchange dips into the realm of coétcion.

Without going into technicalities of game theory or into the exact nature of the goods
being exchanged or the needs being satisfied, we can still create a plausible "hierarchy of social
value" of exchange types. Starting with the best and going to the worst, we have:

Type |. Fair exchanges of positive net value. Heg@,N = V(i,j) > 0 andV, {i,j) > 0.

This is the best sort of exchange we could ask for, with fair exchanges of higher
positive net value being preferable to fair exchanges with lower positive net value.
Then:

Type IlI. Quasi-fair exchanges in which one party experiences less, but still positive,
value than the other, and the net value of the exchange is positive. Mtigie>V
V(i,j) > 0, and \, {i,j) > 0, which is still "good® Then:

Type Ill. Quasi-fair and unfair exchanges in which one party experiences negative value
while the other experiences positive value, but in which the net value of the exchange
as a whole is still positive. Hered¥j) > 0 > V,(i,j) but V, {i,j) > 0. This is a
picture ofexploitationif the one who experiences the loss of satisfaction accepts it in
order to avoid a greater loss (a loss that he is persuaded by the other is certain if he
does not accept the termstbis exchange), or if he is persuaded that martyrdom will
have its rewards elsewhere. Next down the hierarchy:

Type V. Quasi-fair and unfair exchanges in which one party experiences negative value
while the other experiences positive value, as in Type Il above, but in which the net
valueof the exchange is negative. Hergiy) > 0 > V(i,j) but \, (i,j) < 0. This is
not a morally or socially good exchange, even though one party profits. It has all the
problems of a Type Il exchange without its redeeming feature of a positive net value
in outcome.

Type V. Fair exchanges in which both parties experience the same amount of pain, the
same loss of satisfaction. Herg(ily) = V(i,j) <0, and ¥ 4(i,j) < 0. What is there to
like here? That both parties suffered equally? Fairness is not enough. Acceptable
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only when even greater mutual loss was certainly avoided or if the net value of a
similar but very unfair exchange was only slightly greater. And finally:

Type VI. Quasi-fair and unfair exchanges in which both parties suffer loss of well-being.
Here 0 > \(i,j) > or < V(i,j), and \}, ((i,j) < 0. Again, acceptable only if greater net
loss was certainly avoidéd.

One hesitates to treat so summarily such an enormous moral-philosophical subject as
fairness—which is so deeply tied to what we mean by justice. But all that this analysis tries to
suggest is that fairness in exchange, although itself of positive social valueudchass it
prevents envy and enmity, cannot provide a complete ethics. For one, some account needs to be
taken of the net value of the exchange to both and all part®s. another, andsal have
remarked upon already, some allowance has to be made for the positive motivating effects of
occasional and moderate uncertainty at the fundamental letted &quation of Fair Exchange:
slight misperceptions as to the nature and value of the obligations agreed to, for example,
surfacing and causing reparatiiigpe | orll engagements later. The acceptance of quasi-fairness
on the part of the traders is also a step towards understanding this "life-goes-on" principle. If
fundamental fairness were of paramount social value for example, then exchahges gf(in
which both parties suffer equally) ought to be in second position on our moral hierarchy rather
than fifth position—a judgment which, | think, is difficult to defend in the general case. Is it
better that everyone should go down with a sinking ship than that some survive?

Moreover, given theéime it would take to compute and verify it on each occasion of
exchange, ifperfectfairness withperfectcertainty were essential, most exchanges would not
happen at all. Then where would we b&®2 | have pointed out in several different contexts, a
certain amount of laxity, slippage, ignorance, forgiveness, forgetfulness, and hope is absolutely
necessary for social systems (and perhaps all systems) to function. The question is: how much?

In theory, endless debate can arise if the net value, saylygeall exchange exceeds
the net value of aype | exchange of the same goods between the same people. To wit: which
is to be preferredype Il for its greater net value? or thgpe | for its deeper, truer fairness?

(The problem arises in general whenever an exchange of a lower type exceeds in net value an
exchange of a higher type.) 1 think the answer lies in at least one of the parties examining the
actual exchanges at hand more carefully. Generally, doing so will uncover the fact that the two

exchanges contemplated dot involve the same goods or tokens or obligations at all. How do
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we know this? Because, for one, the very process of questioning will change the nature of the
exchanges in the minds of each, and because, for another, one or both parties would be led to
explore the longer-term and geographically-wider consequences of each exchange with some
objectivity. These two adventures of the mind will eventually distinguish the two exchanges far
enough apart on a spectrum of options and possible outcomes that, if thenvailpaits
persisted, a new exchange, different to either of the previous, could be discovered that was fairer
and of higher net value.

Adopting this strategy assumes, of course, thatirtieedevoted to such adventures of the
mind is not of greater value (to either or both parties) than any resulting improvement in the
fairness or net value of the exchange would justify. "Time is money," we say, and it should not
be spent doing (perfecting this exchange) if it could more valuably be spent dpifeating
dinner), as Herbert Simon famously pointed ®6uBut we are often too quick to forget that
some, if not all, of the time devoted to perfecting an exchange might itself be valuable in the way
it cultivates mental and social (“inter-mental”) complexity-and-organization, in which case it
does not represent a cost, something negative in value, but a profit, a reward. Some of the time
spent in perfecting exchange is therefore not time "spent” but, in a sense, time won because it is
plenitudegained. It is time filled with the very substance of feeling pleasurably alive among
other people: and this is the sort of time fillst out one's life rather than shrinks iOr, if we
mustthink of time as always a cost, then this is tinedl-spent whether or not the exchange is, in
the end, improved in fairness or net value.

Of course, some of the time spent perfecting an exchange beyond a certacapbmmt
wasted. It can even be counterproductive, unenjoyable in itself, and make matters worse with
every passing minute. But in deciding whether or not this point has been reached, we need to be
sure that not just ultimate effects on the satisfactoriness of the exchange are being weighed but
also the value to all participants and observers optheess of tryindo get it bettef® These
are the kinds of deliberations that must take twinvalue into account.

None of the formalisms that | (or, as far as | can tell, anyone else) have proposed
explicitly include this—the value to P and Q of all the talking, thinking, feeling, and imagining
that ultimately makes an exchange work in terms of the goods explicitly traded and that, in itself,
alters the value of the exchange as a whole. | shall have to leave the matter there, because
further complications lie in store.
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When the goods exchanged are living things

For all of recorded history and until recently, millions of human being around the world
have been owned and traded like goods: traded for each other in barter, traded for money.
| refer,of course, to slaverySlavery was made illegal in Britain in 1833, in the United States in
1865, and world-wide by the United Nations in 1956, but in certain parts of the world it persists,
like the Ivory Coast, Eritrea, and China (the use of "prisoners" for labor). In many parts of the
world women are still treated as chattel, sold by their parents for money, goods, or labor—a
"bride price"—to be the child-bearing servants of the men who buy them. And among many
poor third-world countries, children are treated in similar ways: as sources of income by their
families, and as all-but-slave-labor by employers.

With kidnapping and forced prostitution, humans again are treated as objects in trade, as
property, without rights to self-determination. Orphan-adoption procedures can approximate the
same logic, even in the most civilized of societies: babies as living goods.

Lower on the scale of life are animals. Here, farmers regularly buy and trade animals as
"livestock," while ordinary people acquire animals like turtles, cats, and dogs as "pets," and buy
and raise horses as investment vehicles or as picturesque additions to s@ateanimals,
circus animals, show animals, racing animals, work animals, food-producing animals...all are
treated as things when they are trapped or bred and exchanged without care for their well-being
except insofar as it affects the wealth and well-being of their owner-exchangers. It goes without
saying that sport hunters and fishermen execute the most unfair, self-interested and paternalistic
"exchanges" possible whenever they practice their sport: the animal's life for their entertainment.

Lower yet on the scale of life, but living nonetheless, are plants. These we cultivate, sell,
buy, transport, trade, prune, and eat without compunction, without regé#urdirtanterests in
living longer and better lives. Indeed, we laugh at "tree-hugging" environmentalists and chuckle
at the thought that vegetarians could be considglleds, as they would be by self-starving Jain
saints.

All well known. Let me press on.

Machines and buildings are clearly not alive, and yet to many people they just as clearly
have a presence, a dignity, a will to persist. They seem to work smoothly and happily or to be
broken and unhealthy. We often give them proper names. We like them comfortably placed.
We feel sad to see them age, sad to see them go. Indeed, in some ways we feel more strongly
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towards machines and buildings and certain artifacts, with their "virtual lifefulness," than we do
towards plants, and their real lifefulness, precisely because of the former's non-fecendiigeb

of their closeness to their own "personal” finitude in breakage, decrepitude, obsolescence, and
eventual discarding, precisely because of their dependence on us.

To be sure, we are "projecting” in all this, and from a certain point of view this is absurd,
mad. But it ought to be interesting even to practical, unsentimental minds what the consequences
might be of feeling an actings thoughcertain if not all machines, buildings, and artifacts were
alive, as though they had rights and interests in staying "alive," as though, indeed, they had rights
and interests in "flourishing” and "being happy." The idea is this: that it represents moral
progress to move from treating these things as migjextsthat make us happy or not as we
produce, trade, and use them, to treating thesunlgiects as quasi-living entities that themselves
issue andeaceive goods and tokens, whose happiness or lack thereof makes us happy or not in
empathy. The idea is to give them voice even as we know that it is our voice we are®hearing.

Can we not skirt literal pantheism and literal panpsychism and still see what good these
doctrines are able to bring about in the relations of humans to each other and to the physical
world? For while the life we see in non-living things is not biological life, it is complexity-and-
organization nonetheles), the preservation and increase of which in all things, with all actions,
lies at the very heart of the program of producing value. We want greater complexity-and-
organization in things not just for their sake, but so that, by virtue of their lifefulness, every
sentient creature that sees and hears and smells and interacts with them is given more life too.

Shabby, stupid, dead, broken, boring, dirty, simplistic, ugly, hostile, wasted, common,
cheap, undignified—these are adjectives we apply quite commonly to such inanimate objects as
buildings, and these are qualities ttiaty do not want to haveny more than you or | doLet
this be projection. There is nothing "mere" about the process. Where do the virtues come from
if not from the more general and ancient conditions of living and multiplying under the sun:
courage, health, fecundity, cooperation... The original "projection,” if you will, was in the other
direction, from things and places o from nature'siature onto and intours

And it continues. When the eyes with which we see the world are the eyes that the world
gave us to see it with, the admiration is—or could be—mutual.
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Let us retreat for a moment from mysticism's edge and go back to bilateral exchange.

A story. Paul offers Quentin a kitten as a gift. Quentin is not sure he can or should
accept it because his girlfriend, Rhonda, is allergic to cats. Paliesegnr't keep it because his
landlordwon't allow pets of any kind. Paul wants Quentin to take the kitten, and subtly suggests
that he expects only a small obligation to him from Quentin in return. Quentin does not mind the
burden 6 an obligation to Paul, who is his friend, but he does not want to fight with Rhonda,
who is not only allergic to cats, but also, he now recalls her saying, a "dog person.”" He also has
his doubts about raising a kitten.

Hours pass as Paul and Quentin negotiate and try to think of other possibilities. Both
understand that this is no ordinary gift or trade because the happiness of the kitten is an essential
component of their concerns. Taking it to the SPCA is not acceptable; putting it on the street is
not acceptable. Perhaps finding a kid in the neighborhodeanwhile, the kitten has fallen
asleep on Quentin's lap. Rooted to his chair, trusted by eight ounces of life-desiring-life, Quentin
accedes.

Quentin buys Rhonda some flowers. He presents them along with the cat. Rhonda says
"thank you," touches the kitten with a finger saying "Cute; who's going to feed it?," and goes to
bed neglecting to put the flowers in water. Quentin gets the message. The next day, still on the
counter, the flowers are wilting sadly. "What dndydo to deserve to die," Quentin wonders as

he looks out the window, considering his options. The kitten has wet the carpet and is mewing.

Let the kitten be denotdd Then, for the first gift exchange to be fair between P and Q
(and omitting, for simplicity's sake, fairness-as-such as a consideration), we have

Vi(keepingk) + V (k- Q) + V(¢) + V]V, (being with P) — Ybeing with Q)]
= V(keepingk) + V(k—P) + V4(€) + V[V (being with P) — {(being with Q)f

The net value of this exchange, however, is larger than the sum of the two sides of the
above equation, Mk, €), because it is properly PV, (K.€)," the net value of the exchange to the
kitten. Properly, that is,

Veodke) = ook €) + V (being with P)or
Veodke) = Vodk €) + V(being with Q)



A General Theory of ValuyeChapter Seven  ........ Pagd 7—

If any impartial observer were to assesses the net value of this exchange, he or she would
judge it by the size of ), (k) rather than Y (kg), and to the extent that Paul and Quentin
aspire to this larger view, so too wifley pay attention to V, (k) and choose to maximize it
on some basis that includes fairness as a value to all three farties.

Another way to go about this analysis would be to regard the exchange as being not one
single exchange but set of dyadic exchanges between Paul and the kitten, the kitten and
Quentin, and Paul and Quentin, exchanges in which they are all treated as equals and the sum of
whose net values is the value of the initial gift exchange between Paul and Quentin. Here the
kitten is given all-but-full personhood at the outset for the purpose of assessing the net value of
the exchange as a whole. The kitten "trades" on it own behalf, offering companionship, amusement,
physical comfort, and an alternative way of looking at the world to whomever would offer it best
food, shelter, and companionship in return. Best? Notisghoselap the kitten fell aslee.

On the value of inanimate objects.

If the good exchanged is a sentient living creature then it has a real—and | think most
people would say, legitimate—interest in the process and outcome of any exchange in which it is
involved, as we have just sedis evaluation of the new dispensation ought to be tallied too, the
more so as it is regarded as close to human in intelligence, form, and®VirtMest civilized
societies now have laws against cruelty to animals, and we kill those we must—for food or in
self-protection—as painlessly as possible. We protect endangered species. We admire (from
afar) the traditional American Indian view that nothing in nature can be human property and that
such "rights" as we have to harvest and slaughter are by consent of the creatures involved—a
consent ever to be wéh. When it comes to protecting redwoods, say, or rivers and marshes,
writers like David Ehrenfeld criticize environmentalists who justify environmental protection on
the grounds that natural habitats ought to be preserved for future human use—for our children's
hiking, viewing, and hunting pleasure, for biological and medical research, for clean water,
atmospheric and climatic health, and so on—rather than on the grounds that the animals and
plants of the earth themselaesserveo be here as much as we do. Certainly this is a world-view
familiar to the Navajos and many other Native American cultures. Ehrenfeld, however, not only
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wants us to take this impartial view ormal grounds, but believes that, pragmatically, it is the
only argument that can stop the erosion of environmental protection laws by the "creative"
re-definition of what human interests &re.

But who takes up the cause of the thing when the thing exchanigeshimate? One is
tempted to say: "no one in their right minds."

Easy to understand are the attachments people form to certain smart toys, such as Sony's
robotic dog, Aibo (which responds to its name and dozens of commands, recognizes voices,
walks, sits, lies down, nuzzles and so on), or like the much more primitive digital cartoon
characters, like the ubiquitous Tamagochi of the mid-1990s that, in requiring "care" in order to
"survive" and be "happy" seemed less like characters than creatures. The prices people pay for
such goods, and the anguish they feel when they are damaged ("hurt") goes beyond their worth to
people who are not so attacligdBut this phenomenon is not restricted to what are essentially
computer-driven dolls.For example, there are art collectors who feel strongly that this or that
artwork deservedo be seen rather than stored away. When a notable artwork is damaged, lost,
or stolen, it is not the loss of monetary value that hurts its owners most, nor the personal insult to
them through the violation of their property and property rights that is "theft,” but concern for the
welfare of the piece itself. Theft in this context becomes more like kidnapping. Not surprisingly,
the anguished owner-parent wants to know above all whether the made is

The designers and owners of boats refer to them (in English and some other languages) as
"she" and "her,"” forming unilateral-believed-bilateral bonds of trust in each other's capacity to
protect, perform well, and remain beautifulhe care lavished on lacquering and cleaning and
polishing the vessel go beyond pride in ownershipaang for another obligation-producing
entity—silent, patient, cooperative, appreciative, strong, and somehow alive. The same is true of
classic cars and motorcycles— beautiful or ugly, it matters little...if they have "personality.”

Drive by a house you once lived in and find it neglected, and you feel sadaehebalf
of the house The old oak tree is gone, now a stump. See the present owners in the yard and feel
anger. Restore a Victorian theater to its former glory, and "a grand old lady" is given new life.

Can a book really be "mutilated?"

Do the best things we make, from poems to paintings to ideas to companies, not take on
"a life of their own"?
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Designers, engineers, architects, artists, writers, collectors, craftsmen, poets, and ecologists
are connoisseurs all, romantics all—men and women who have come to a vision of the world
that is large enough to include both nature and the works of humankind as havingsvalue
though they were all living thingbat needed, indeed deserved, to be happy. The architect Louis
Kahn famously asked brick "what it wanted to be," and it said to Aimafch" From this
empathy for the most inert of materials, baked mud, he created great architecture. And why, we
might wonder, did brick not answer Kaha, gile"? Because Kahn saw in brick the desire to be
more than its lowest, most-disorganized "self." Like you and I, every brick had aspirations to
transcend its fundamental stupidity, to rise up in strain and coordination with its fellow bricks in
order to "makeamething of itself." Was Kahn projecting? Of course. But if you see the arches
he built in Bangladesh, or the silvery concrete vaults of the Kimbell Art Museum in Forth Worth
sailing impossibly over empty space, you will feel uplifted in turn.

Kahn also called buildings a "society of rooms," each room properly having its own light
and view and structural integrity yet communicating fully with the others. Rooms too are
people, and people rooms. Light itself, he said, does not "knowlighisuntil it dashes itself
against stone or wood.

Louis Kahn, one might argue, was a classical humanist in modern times (he died in
1972), an anachronism, and a "hopeless romantic" to boot. But, with the possible exceptions of
Alvar Aalto and Frank Lloyd Wright (to whom the Kahn's ideas would be far from foreign or

fanciful), Kahn today stands alone as an architect whose work is admired by architects of all
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ideological and stylistic leanings as well as by every client he had and every user of, and visitor
to, his buildings? Cast in philosopher Martin Buber's terms, individuals like Kahn strive to
enter intol-Thou rather than-It relationships with nature and with the works of humankind as
well as with people themselv&s. On this view, nothing—literally, no thing—is completely
describable as an instrument or tool for another; each has, in addition, a desire, a right, to be the
best of its kind, to rise in lifefulness, to give and receive pleasure. Beyond just giving its ends
due consideration, which Kant asked us to do, it must be addressethas standing in a
reciprocal relationship with oneself.

Of course, this quasi-mystical, almost animistic moral posture towards the physical world
is extremely hard to maintain against "scientific" demystifiers, against hard-headed realists,
materialists pottom-liners, and otherrpponents of common sense who are able—or who feel
forced—to turn off the quieter voices within them. But its value in creating a life-enhancing
environment cannot be gainsaidor, ultimately, can its rationality. Indeed, | would claim that
advanced post-industrial societies like our own, living in material prosperity, will soon have
nowhere to "go," nowhere to graw complexity-and-organizationyithout adopting the higher
moral and aesthetic standards implied by considering the objects of our manufacture and trade as
"spirited"” too, worthy of our respect, or, at the very least, as things whose lifefulness is inextricably
involved with ours.An expanded ethics of care for both naturally- and humanly-made objects of
beauty would serve the cause of economic progress. This is a theme we revisit in Chapter Ten
and in the Coda.

V. "Exchange Value" Examined, and a Foray
Into Understanding Money

In Chapter Six, we described value as the change in satisfaction it brings\aba\&:
Let us, for the moment, demote this concept of value to "use-value" or "satisfaction-value" only.
We do so rhetorically, in order to be able to identify what is often taken to be a quite different
sort of value, namelgxchange valu&

Earlier in this chapter | suggested thatelsenomicvalue of a good is nothing other than
its use- or satisfaction-value balanced against the value of what must be given up in order to
acquire, keep, or enjoy it. By common understanding, the "exchange value" of a good, by
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contrast, does not depend on the value of having, using, or keeping it. It depends, rather, on the
value of whatlseone would obtain were it to be given over as a payment in an exch@hge.
only satisfaction we could take frokeepinga good that hasnly exchange value would be the
satisfaction we might take in anticipating the acquisition of that other°§oblake furniture store
owner has no use for all that furniture: he thinks mainly of the money that selling it will bring in.
Themoneyis what he wants, and the furniture has only exchange value. As odd as it sounds: the
seller pays furniture for money. Symmetrically, to the one who has money but no furniture, the
money has only exchange value; the buyer pays money for furniture. The difference is that
furniture cannot be exchanged for much ddsé€ money, while money can be exchanged for
almost anything in the world.

| have said nothing here that the average ten-year-old doesn't know. So let us head into
deeper waters.

In a society where most of life's necessities and all of its luxuries are avaitdpie
exchange for sums of money, the conventional idea of "exchange value" steps to the fore,
eclipsing all others.And because money stands as the exemplary case of a good thatyhas
exchange value and one, moreover, that is costless to store, money steps to the fore as the good
whose value in general eclipses that of all other goods. Ironically, in doing so, it comes to have
not just &change value but considerable satisfaction-value in the feelings of security and legitimacy
that just having and holding enough money providest set these aside for now. What is the
exchange value of money? And how would one begin to quantify it in terms other than, well,
money?

From what | have said so far, and as most people believe, the exchange value of a specific
sum of money ought to be defined as the greatest (or alternatively, as the average) use-value of
what can be boughtith it. That is, the exchange value to P of ownkdpllars, which we can
denote \($x), must be equal to M), wheLej is the most satisfying thing P can buy for
dollars. Alternatively, it can be equal—t%— ivp(j), wherej = 1,2..N, are all the sets of
goods thak dollars will buy for P. R

But as sensible as it is, this definition all but eliminates the unique meaning of exchange
value. It does so by referring it alwagway, to the use- or satisfaction-value of wicatld be
gotten for it, a value which it now bears symbolically, one step remdvelbes not allow us to

put our fingers on what is unique about money: after all, by this defingighingthat can be
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bartered—anything that can be given away to someone who will accept it and that one does not
really want for oneself—has "only exchange value". Paul's garage-sale junk also has "only
exchange value." So do his compliments. So do hostages. Why privilege money?

The answer lies it What is unique about money is the unusually large si2g,ofhe
number of things that it can be exchanged for, and more thamhiisumber of ways it can be
divided up to maximize the number of things it can be exchangedTte size ofN, is a
function of the éxtentof the market,"” to use Adam Smith's vague but useful phrasex,ahd,
amount of money in question. For a given amount of money, as the "extent" of the market
increases (i.e., as the number and variety of vendors and goods increases), so too does the
number of goods increase and the number of alternative ways and occasions that the money can
be spent increase. Conversely, for a fixed extent of the market, as the amount of money in
guestion increases, so does the number of goods and of alternative ways and occasions that it can
be spent increase—in this case geometrically. When everyone will accept money in payment for
things of value for the simple reason that everyone else willNgobecomes as large as it
possibly can for the largest number of people who have money at all.

The buying powerof a particular sum of money (or anything else), then, should be
thought of not as the satisfaction-value (contemplated) of consuming what can be bought with
it—which is its exchange value—but, together with this, asxthangeabilityper se, that isas
the value provided by the number of opportunities one has ta us&eitealize that this "number
of opportunities" is precisely what we mean, in a decision-making context, by the number of
options available to the decision-maker, and what we mean, in a systems-theoretical context, by
the total number of alternative states in which a system could possibly be. This concept ought to
be familiar to the reader as a kindcoimplexity BecauseN;, increases so sharply with, ¥ it
makes sense to measunés$exchange value not with
log,N;,, which the reader will recognize from Chapters One and Two is our meaquteatial

but with lod\,,, specifically with

complexity C,,, in units of bits. This measui€,, = Iog,N;,, as it turns out, increases smoothly

pot!
and almost linearly witl.*® For example, in a marketplace where there is something for Paul to
buy at every price point betweed nd $100 (in increments of whole dollars), and Pasl
$100,C,, = 28 bits. If he has only $50 to spend in this marketplages 18 bits and with $20,

Cooi= 9 bits.
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Now in reality, does Pawkant to spend hisin N, different ways? Probably not.
Indeed, he can only conceive of a few ways to spend it even "in theory," i.e., even ignoring his
current preferences and need$his makesN; for Paula much smaller number th&h. Like
most people, Paul is terrible at exhaustively enumerating combinations. Rather, he gets an

"iImpression” ofC__ after mentally trying out a few ways to spend his money, gauging how easy

pot
this is to do, and extrapolating. ("Wow," he says upon entering the Mall of America, largest in
the world, "you could garazyhere!" "Oh," he says upon visiting Pickin' Easy Country Store,
"Nice place. Do you think they have....?") Or perhaps he makes up his mind beforehand to use
his $100 to get two items only, a T-shirt and a pair of tennis shoes, and then gauges the extent of
the market by the variety of spending opportunities he still faces. No matter. If we treat Paul's
buying preferences as the distribution of probabilities that he will spend tigl&rs in this way
( = 3, say) rather than thgtX 23, say), where eaghs a unique partition of¥$ then a measure
such as 3 p()log,p(j), summed betweegr= 1 andj = N,,, would give us a useful measure of the
actual complexityC, that Paul actually experiences of this market, with this amount of money.

We are now ready to make a conjecture based on our general theory ofPaallies
most satisfied with his $x when the extent of the market and his buying preferences are together
such thatQ is maximized for that,xwhich from Chapter Two we know occurs when
CIC,,. = 1N2. Getting any more (or less) money than this has the vilue

Easy to say, of course. But this conjecture,which | think is reasonable and empirically
testablé® points us in a certain direction, one that connects this brief discussion of money to
our deeper theory of value, which is about the maintenance and incréase of

To summarize: the buying power of a sum of money is not just the value of what goods
you can buy with it, but also the value of the very alternativity of that money's deployment: it is
the product of that money's exchange value and its exchangeability.

buying power exchange valuex exchangeability

Without getting into further technicalities, it is clear from this statement that if
exchangeability is zero, then the sum of money in question has no buying power. If its
exchangeability is high but there is nothing out there you want to buy—that is, if its exchange

value is zero—then the money has no buying power either (at least not to you). A high-quality
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diamond owned by you ane has limited buying power because although it has great exchange
value, opportunities for trading it for something else are very few: it has low exchangeability.
One must have sold it (for money) to realize its buying power, and having done so, one will find
one cannot buy the diamond back for the same price. Why? The deepest reason is because for
the diamond dealer, the diamond has greater exchangeability than it does for you because the
extent of the market in diamonds tis him quite large, consisting in both a network of other
dealers as well as a body of trusting retail customers, whereas for you and me it is very limited.

Money is a token whose speciality is the conveyandeetiom albeit a certain kind of
freedom—namely, freedom in the realm of commercial exchange. As | remarked upon earlier, a
sum of money that, for one reason or another, must be spent only on a specific item has no
buying power. While under such restriction, it is not really money, although it may become
money once again when, having been given over in exchange, it finds itself "under new
management."

The unique value of money is the freedom-to-exchange it offers its owner: exathtnge
valuebut itsexchangeability In the efficiency with which it provides this valuable exchangeability,
it beats any other good or token or serviceamnmodity we can produce or hdfd. Many things
are exchangeable, as | have pointed out, including, by desigwkeails of which money is one.
But money, since it can be untied (almost) completely from any particular person or deed or
product, and be brought—laundered and history-less—to another person and another situation
for exchange, is the most protean token ofall.

| follow Marx, that master-excoriator of "exchange value," in wanting to provide a critique
of free-market capitalism and of money's dominance as a token within such a si$tane.
deep qualms about persistent gmdwing income inequalities between capitalists and workers
worldwide. | will speak of money "usurping” the function of the other tokens, and so forth...and
all this sounds rather Marxist. But, as | hope is becoming clear, my critique is based on
completely different grounds. It is based on the notion that money promotes not just freedom
(which is good), but too easily, unfounded freedom (which is bad), and on the related workings,
yet to be discussed, of Gresham's Law, which cheapens all goods whose production costs do not
drop faster than the norm and/or expectations. | shall argue that it is important to be able to
consider money as a good among goods, a token among tokens. Contra to both Marx and the
assumptions of modern economic theory, both of which want to make of money something
"mere"—a measuring stick, a register of the relativity of utilities and prices, a neutral "store of
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value"—it matters a great deal to money's value whence and from whom it comes, and whither
and to whom it goes. Even in tharketplace. Even with commodities. This is a fact that we
are often asked to deny, but one that, if more frequently acknowledged, would help make our
freedom more genuine and the world a better place.

Money was as brilliant an invention as the wheel. Without it, larger-than-family-scale
social organization would have been all but impossible. The fact that money can convey not just
freedom busecurityandlegitimacy usurping to some extent the value of tokens designed to do
so because it is exchangeable for them too, is both a tribute to and a critique of the "extent" of the
modern market. It is a tribute and critique also of the degree to which people are fixated upon
freedom per seWe shall spend the better parts of the next three chapters trying to understand
money more deeply, and tracking its still-growing cultural and psychological impact on our
lives. o
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NOTES to Chapter SevenThe Logic of Exchange

1

Robert Owen, quoted in Henry Spiegéhe Growth of Economic Thougliburham, N.C.: Duke
University Press, 1971), p. 441.

> The other way to increase happiness is to make the happiness of another person therabsqlisite
of one's own, to do this unilaterally, and without the other knowing. Outside of a loving mother's relationship to her
infant, it is a rare and risky strategy.

® Kenneth BouldingEconomic Analysjsvol. 1, 4th ed. (New York: Harper and Row, 1966), p. 4.

* See Tyler Cowerin Praise of Commercial CulturéCambridge: Harvard University Press, 1998) for a
credible antidote to the usual market-bashing from religious, cultural, and upper-class gatekeepers to the realm of
the good and true.

® On the argued incommensurability of different values, see Note 7 of Chapter Four.

® And what is money? Convention says it is the only good thadrigeconomic value. Later | will

argue against this view. | will try to show that money is a token among tokens, a good among goods. But it is one
whose chief property happens to be wide exchangeability, which itself satisfies our need for chiveedand In
this sense, money is an ordinary good with ordinary value.

" The market for used cars does not behave exactly like the market for perfumes. Or professors. The

desire for certain sorts of commodities, such as sugar, is easily satiated. These goods tend to reach stable prices and
their supply industries a certain stable size. Othes of goods, such as legal services, can create the greater need

for them as they are "consumed."” Their prices can rise almost indefinitely and their supply industries grow to match
as we discussed in Chapter Six in describing climactic and addictive goods.

® Neither, it follows, can/should any other social science ignore economics. Certain prominent economic

theorists—Richard Posner and Gary Becker among them—have long been accused of "economic imperialism:" the
attempt to explain larger and larger domains of human behavior in purely economic terms. (For an example of
commentary on this development, see Jack Hirshleifer, "The Expanding Domain of Econame@rs;an Economic
Review75, no. 6 [December 1985]: 53-68.) But note: it is one thing to show how far marketplace logic and
monetary dynamics enter into decisions considered immune to them, such as whom to marry, or whether to send
someone to jail, as Posner and Becker set themselves to demonstrating, but it is quite another to extend economics'
purview and methods to places where there are no markets, or money, or even public exchanges to be seen, as we
are about to do and have already done to some extent with the idea of an economy of tokens.

Most economists accept as a premise of their discipline that market processes are the most resource-efficient
way for societies to encourage and then allocate the fruits of capital and labor. This is not surprising. The very
definitions of "capital" and "labor" are already steeped in the economic theory and the economic worldview.

Economist and planner Michael Oden of the University of Texas at Austin, personal correspondence,
June, 1998.For a study of economics' self-definition, and of the role of the abstraction of a marketplace in that
definition, see Geoffrey HodgsoBconomics and Institutions: A Manifestor for Modern Institutional Economics
(Philadelphia, PA: University of Pennsylvania Press, 1988), and Geoffrey Hodgson and Ernesto Screpanti, eds.,
Rethinking Economics: Markets, Technology and Economic Evol#tidarshot, U.K: Edward Elgar, 1991).

% Nobel economist Ronald H. Coase argued that the coordination of people's economic activity carried
costs of two typedransactioncosts ancidministrativecosts, both of which it behooves us to try to reduce assfar
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possible. The first, transaction costs, are typical of market exchanges where bargaining might occur, and the second,
administrative costs, are typical of the interpersonal and "command" relations within the firm. If transaction costs
were always zero, the world would be one huge marketplace of individuals, and there would be no firms—or
families, for that matter. And if, by contrast, administrative costs were universally zero, the world would function as
one large firm or "family" and there would be no markets. In real life, of course, neither kind of cost is zero, and so
the size that a firm chooses to be has to do with how it balances its transaction and administrative costs so as to
minimize their sum.

In our terms, administratida transaction, and administrative coate transaction costs: the only difference
being that "administration" is exchange via non-money tokens, and "transaction" is exchange via money.

' Cf. Derek Parfit, discussed in Chapter Six, pp. 22, 23. Literal trade with one's future self is of course
problematic: what can one's future self give one in return wheis thegt "future self" and the self that you are now
has long gone? Can the adult thank the child when they are both of the same name and born at the same time of the
same parents?

As for "effort/sacrifice/risk": in Chapter Two | talked at length about the difficulty of climbin@tkarface
and where this difficulty comes from. | remarked that with the notion of worthwhile difficulty—which is a net
motionup the Q-surface involving (the risk of) some (smaller) motion down somewhere—the subject of economics
had been broached. And here itis.

Another note about risk. Many economists, following Keynes inTtestise on Probabilitydistinguish
betweerrisk anduncertainty Risk is uncertainty whose extent you know: you know what the odds are (or ought to
be) and you know what all the possible outcomes are upon which those odds are placed. With uncertainty this much
is not known. The number or type of outcomes are unknown, and computing odds and assigning probabilities under
these circumstances is an empty exercise. You can insure against risk, and this in some sense neutralizes it. But you
cannot msure against, or gamble on, events the very nature and concatenation of which you are uG@esitain.
gamblers take on risk. Insurance executives and institutional investors take on risk. But entrepreneurs usually don't:
their world is too complicated. They face such genuimeertainty that risk-calculations (and business plans based
on them) are for courage-building purposes only. For this, said Keynes, they deserve the above-normal profits they
can make.

It also follows, as Keynes argued, that information theory is really about risk and not uncertainty (which is
what most scientists onthink they're talking about).

One could counter by pointing out that risk and uncertainty shade into one another. We generally can't
envisagall the possible outcomes of our decisions, just the ones that appear on our future-looking radar. Keynes's
"risk" just lies at the theoretical extremum when we do know the valué fof sure and we can perfectly
objectively assign probabilities to &lpossibilities, as in gambling. Move away from that extremum however, and
one is in uncertainty. Keynes's oppositiorrisk vs. uncertaintyis, in my view, thus rhetorical if not misleading:
one word (risk) names an extremum, the other (uncertainty) the rest of the spectrum. To do justice to both of the
variables involved, we would have to create a space something like this:
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perfect
RISK

Objectivity of UNCERTAINT"
probabilities

@AL IGNORANCE
zero

zero . perfect
Certainty of N

Another way to make the distinction is to observe that "risk" usually implies an active, wilful, putting-
oneself-in-the-world: onputsthingsat risk "Uncertainty" is more contemplative: it is what one feels in the face of
not-knowing. Uncertainty makes one want to learn moredasbmething that might not turn out as one expects.
Risk compounds thsize of what is at stake with the probability of its being gained or lost: it measypested
utility, in the language of decision theory. On such conventional definitions, and contra Keynes, risks are precisely
what entrepreneurs and other adventurers take. Of this | am fairly certain.

> Thomas Paine, on the title pageTole American Crisis(1776), extends this logic in language most

people remember: "What we obtain too cheap, we esteem too lightly;—it is dearness alone that gives every thing its
value." The second part of the statement does not follow from the first, of course. But that is another matter.

** Paul Samuelson promulgated this definition in his canonicaEeomomicof 1948 (and revised ever

since). It came in turn from Lionel Robbinsh Essay on the Nature and Significance of Economic Science
(London: Macmillan, 1932). Note that, by-and-large, economists matveaken up the challenge inherent in so

broad and deep a definition of their subject area. If they had, large swaths of moral philosophy, much of human and
animal behavior, evolutionary morphology, and nearly all engineering design and management sciencaverould h
fallen well within the ambit of "economics," along with its usual studies of money and markets. As things are,
economists are mostly engineers, money engineers.

** With all these definitions of the nature of economic value laid out before us, we are now in a position to
take a position. Here it is.

Let the value of something when it is involved in an exchange for somethingrelgeen it is regarded in
the light of what will be required to obtain or produce it, be called its economic value. Then, in an exchémge of
j, bothi andj will have economic value to both traders. Similarly, in working, channelling, or expending a finite
resourcek to getl, both k and| will have economic value to the one who works, channels, or expends. This
"economic value," however, is nothing mysterious. It is the ordinary, independent (use-)vanejofor k andl,
to someone, but as adjusted, colored, or otherwise inflected by being situated in an economizing, efficiency-seeking
context. For example, my lawnmower has valte me, say, but it might have valye- Ax to me the moment my
neighbor asks if he can borrow it (and offers the use of his pick-up truck whenever | need it). Example: the price of
Jhn's attention is $200/hour when he consults for IBM, but he trades it for a handful of approval tokens when he
helps out at the local old-age home.

And let us also remember that the value of something is itself, always and already, a "comparison" in as
much as it is @ifferencebetween two degrees of lifefulne$3) (or satisfaction. On closer inspection, we realize,
economic value consists in the assessing of a difference between two differences.



A General Theory of ValuyeChapter Seven  ........ Pagég-—

** This value can sometimes be zero in magnitude. However, there is a difference between the "zero" that
comes from not considering costs and benefits at all (past, present, or future) and the zero that comes from
considering costs and benefits and finding that they are equal and cancel each other out arithmetically. In the second
senario, the good still has economic value as a psychological fact, even though the value of the exchange as a
whole is nil.

* said another way: the slope @fis always underfoot; andp is the only direction that feels worth

taking. Recall from Chapter Two that getting the slope of2 is sometimes best effected by relaxing, by letting
certain things go, allowing the Second Law of Thermodynamics to have its way for a while. This is where the
attention and good judgment come in: knowing when to apply the brakes.

" Actually, Eden was not a place of no-work, a place of no structure or effort, a place where everything
good was free for the taking. Adam "tended" Eden and tilled it. He needed Eve, aftertedlpaate," and they
both restedin the evenings (as did God himself on the seventh day—Creation must have been work for Him too.)
Eve succumbed to wanting too much, and for nothing. Her sin consisted, on the one hand, in disobeyingy G
on the other, in believing the serpent that she could have God-like knowledge for nothing—for the bite of an apple.
Her sin—and soon Adam's—was imagining that value, other than that which God provided, could be non-economic.

** Mostly right: one can "sell" fresh air and sunshine. The vacation industry sells them all the time to

winter- or pollution-tired city dwellers.

*  The process might be analogous to the how we perceive three-dimensional solid objects from the

changing and different two-dimensional views of them our eyes actually get. Quite beneath our awareness, the
visual cortex detects organization in the complex patterns of light that cross our retinas and delivers to consciousness
the perception of a world of static, or at least persistent, objects—objects that are independent of us and of our
particular views of themThe idea that we extract invariants (i.e. organization) inherent the flow of information that
comes from changing views of objects, and that this is what it mi@aesobjects and surfaces at all, belongs to the
perception psychologist J. J. Gibson. SeeThis Senses Considered as Perceptual Sygt@oson, Houghton

Mifflin, 1966) andThe ecological approach to visual percepti@illsdale, N.J., Lawrence Erlbaum Associates,

1986 [1979)).

?® See Note 59 below. Let us also remember from Chapter Six that the value of single good or token
depends on the way it affects the satisfaction nohefbut of severalneeds at once, i.e., not 8nbut onS . This
means that at the very heart of assessing an object's value there is already a comparative scanning of a multi-elemental
and dissectible proposition about trade: "Hmmuregpresents this much freedom lost and that much legitimacy
gained, and this much approval promised. Gagdhough, will probably yield me this....."

Y More succinctly, where V(is "the value of" to a given judge of it, and the symbol | means "given":

V(i+) = V(i[)) + V(j[i), which is not necessarily equal toi V€ V(j).

*> | say "regardless of the nestata involved..." rather than "need-suatinvolved..." because the value
to a given person of a given good or experience or service or token is the chintgksatisfaction or well-being
(9 it occasions in them. Let us also remember that this value includes the valuer's anticipations of positive and
negative outcomes "down the road," whether or not he will have regrets, etc.

Notation-wise, note also that "V" names a function; it is not the variable, and is thus not italicized, where
andj are. In Chapter Sixy stood alone as a variable itself, and so it was italicized as per the convention in
mathematical economics.

*® The reader may be wondering about the omission of the value to Paul and Quentin of possessing/keeping
their tokens (goods or services) rather than trading them at all. This will come up later as we consider the value to
the offerer of the thing he himself is offering, e.g(iV Q), which may be a positive or negative quantity.
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** The economist most famous for schematizing dyadic economic exchange is Francis Edgeworth

(1845-1926). The "Edgeworth Box" is a formalism used in economics texts to this day. It works like this: Let the
two parties to the exchange, A and B, be trading two kinds of goods with each other, G1 and G2. Each party is
indifferent about certain quantitative combinations of each good, but would still prefer more of both than less of
both. For each party, then, one can plot hypothetical "indifference curves" in the space of the quantities of both
goods (small figures below). By graphic convention, rotate B's space so that the origin is in the top right hand
corner of what is now a box. A and B will trade goods until Axhasmber of G1 goods andnumber of G2 and

B's has<' number of G1 goods and number of G2 goods, whexket+ x' = total number of G1 goods agdr y' =

total number of G2 goods. This equilibrium position coincides with tangency in their indifference curves. If
fairness itself is valued, tangency achieved nearer the diagonal of the box is better. This position also maximizes the
marginal utility of the exchange as a whole.

<«— Gl |
G2 X
B
B
G2
G1 G2y y
A i
G2
X
Gl —»
A
G1

Either G1 or G2 can be considered the price paid for the otkeejffing itis considered the good. Our analysis
does not contest the ingenuity of the Edgeworth Box formalism. It merely takes a different tack towards theorizing
exchange, i.e., it looks for different problems.

* Only now, with dyadic social exchange involving some sort of sacrifice, payment, or price, would
George Simmel allow thaconomic valudas come into existence:

From this can be seen the unique meaning which exchange...has for society. It lifts the individual
thing and its significance for the individual man out of their singularity, not into the sphere of the
abstract but into the liveliness of interaction, which is so to speak, the body of economic value.
We may examine an object ever so closely with respect to its self-sufficient properties, but we
shall not find economic value.

As we saw from my discussion at the beginning of this chapter, | have not been quite so narrow in my
definition of economic value. Social exchange per se is not, for us, that which defines the "economic-ness" of
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economic value. What is specifically "economic" about things of economic value is only that they take some effort
to get or to achieve, that there are several of them which would satisfy the same need and amongst which we have to
choose, and that rationality with respect to these choices—indeed, with respect to methods and results dealing with
them generally—seems itself to be necessary.

The passage above is found in the chapter "Exchange," fraahitdsophy of Money1907), reprinted in
George Simmel On Individuality and Social Forms: Selected Readliagsl. Donald Levine (Chicago: University
of Chicago Press, 1971), p. 69.

* Or, less romantically, the "gains from trade." The younger Marx did not recognize this something-

from-nothing value inherent in economic exchange. For Marx, exchange was a zero-sum game with respect to
social value. Exchange could not produce value as such—value that was not alreaftypthéhe labor put in it.

"No value is created in the circulation process," he averred, using the circle in the word "circulation" to great
rhetorical effect. Certainly, therefore, no value is added by the brokesronamt who merely brings certain buyers

and sellers together or by the manager whmbinesthe skills of workers in the right way... See Karl Marx,
Grundrisseed. and transl. David McLellan (New York: Harper & Row, 1971), Chapter Five, p. 127, and Notebook
VI, p. 633.

" Actually, looked at as a chemical analogy, the "alchemy of exchange" is something less than a miracle
(or somethingnore, depending on your regard for the essential mysteries of nature). Material substances, with their
myriad qualities and consequences for life, are madsowibinationsof elements, from molecules to atoms to
particles. What is "combination” but the movement of such elements into new contexts, into new arrangements with
other elements. What is a "chemical reaction" but the result of an exchange of atoms and electrons between
molecules? In this deeper sensggerythingissues from exchange: matter, energy, information, life itself, where
certain increases, if not every increaseQifthe good of the good) is somewhere accompanied by a decre@se in
(the price of the good). The economic exchanges we recognize every day would be just one more manifestation of a
deep world-building principle.

Models of economic processes which cleave too closely to classical physics and (to a much lesser extent)
chemistry—which is to say, all of the models offered by neoclassical economic theory—have received scathing
criticism from Philip Mirowski in his bookviore Heat than Ligh{New York: Cambridge University Press, 1989).
Wrong, wrong, all wrong: human exchange is nothing like physical "exchange." One wonders what Mirowski
would have to say about the more sophisticated information-theoretical, ecological, and complexity models being
explored today. Bound to mislead simply because Economics iieatigt Biology or Chemistry? | suspect not, if
only because of his (Mirowski's) expressed respect for the work of Nicholas Georgescu-Roegen, whose own work
tries to move the discipline of economics away from classical mechanics with its forces and equilibria into the realm
of statistical mechanics with its concepts of entropy, information, order, growth, and so on. This is the path we too
are trying to follow. However, in his article "Mathematical Formalism and Economic Explanation" (imenis
Reconstruction of Economic ThedBoston: Kluwer-Nijhoff, 1986]. pp222ff.), Mirowski does not advocate an
information-theoretical or "bio-mathematical" or psychological approach, but calls, rather, for a more careful following
of modern group theory in mathematics.

Mirowski is right that, unlike energy or masslueis not a conserved quantity; nor is its basis—a system's
complexity-and-organization—conserved in exchange, xittore of it here meaningless of it there. When | sell
x for a sum of money and with that money kyy have not moved or transmuted value-itself frota y "through
or with money. As | will argue in Chapter Nine, the mogewy earn is never theamemoneythat you spend or
save, or give, or lend, even if you use the very same banknotes. Money is a "store of value" only on the most vexed
understanding of value. Value can be stored nowhere but in minds and bodies and is nothing other than well-being
itself, satisfaction and capability, lifefulness, the mind-and-body's ongoing complexity-and-orgarfization,

*® The link between the valuation of a good and knowledge of its source is sometimes taken to be what

distinguishegifts from commodities After all, it matters more (to their valueho gave us the flowers; it matters
less, or not at all, from whom we bought the dishwashing powder. (So argues, for example, James Carrier in his
essay "Gifts, Commaodities, and Social RelatioBs¢iological Forum6; 1 (1991): 110-136.)

Although it is an interesting distinction, | do not think it is a robust one. | think it does matter, always, to
and from whom we give and receive things of value, as well as how and where and why: witness the way we budget
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money for this use or that, the way we maintain brand and supplier loyalty even for commodities like gasoline and
banking services, how sensitive we are to salespeople's personalities, advertising messages, store atmosphere and
marketing methods, and so forth. That degreeof sensitivity-to-source may vary from product to product | can

accept. Price aside, we hardly care which power company our electricity comes from. Certainly with tokens, most

of which are not gifts in the ordinary sense, our sensitivity is high as to whom they are from.

We have also been tacitly assuming all along that Paul and Quentin are both "principals" rather than
"agents," a distinction made in institutional economics. A moment to discuss this:

If | send my assistant (an agent) to buy something at the drugstore, the exchange between him and the
drugstore clerk (another agent) is largely perfunctory and unrelated to the nature of the exchange between myself (as
principal) and the drugstore owner (as principalgents like clerks and "go-fers" are often used when issues of
evaluation between the principals have been settled beforehand. The exchanges that they have might be complex
and interesting, but they carried out with tokens for which they are the principal actors—different tokens from the
ones being exchanged for their principals. Certain agents on the other hand, such as diplomats and managers, are
authorized to bargain or make proposals on behalf of the presidents or CEOs (or nations) who are the real principals;
and when they do, they become part-principals themselves, acting as theinghterests were at stake, which they
often indirectly are.

?® Another subtlety | have let slip by in the interests of manageability was raised in Chapter Four, and that
is the possible difference between

the value to Pf j from Qin exchange for i from Rnd
the value to P gffrom Qin exchange for k from;P

or the possible difference, on the giving side, between

the value to P af(which he himself offers) in the exchange &6rj from Q, and
the value to P af(which he himself offers) in the exchange &6r k from Q.

We are assuming that these differences do not matter or can remain implicit in our formalism until an
empirical study brings them out. We are assuming, that is, that the value to either party of what is to be gotten from,
or given to, the other party jedged separatelyoy each party on its own merits, and daesdepend on exactly
whatis given to, or gotten from, the other in return.

An example: Paul goes to the marketplace to barter his goat for some roosters (or maybe a boombox; he'll
wait and see...). He values his gtidas much Although he will do a lot of comparing as he goes around the
marketplace looking for something he wants more than his goatnihesh he values his goat (we are assuming)
remains fixed: it is the value whichthe value of other things, judged their merits alone, will be compared.

Unrealistic? To the highest degree of accuracy, yes, the more so as the good to be received and the good
offered in payment are similar in the needs they satisfy.

% The wording here is mine, although as an argument it is common among economists. Indeed it is an

argument foundational to the whole neoclassical edifice. In a competitive market in equilibrium, no buyer or seller
has power over the other; both are free to trade with someone else, and so the fact that they trade with each other
means that they both find the trade to their liking and fair enough. Moreover, paying for well-defined property with
well-defined money at publicly announced prices keeps the complications of human relationships nicely at bay, and
makes moot any consideration of others' alternatives and motivations. This is the theory. It never quite holds, of
course.

Note the affinity to John Rawls's "original position" argument in his 1971 tréafl$eory of JusticeWe
should frame rules-to-live-by, says Rawils, that we would not ourselves mind following if we were to be assigned, at
random, to any role or position in a society governed by those rules. With complete risk-averseness on the part of
the framers, this would lead to an entirely fair—i.e. equal—distribution of all of society's goods: education, property,
opportunities, and even outcomes. In my soliloquy, too, the speaker hides behind a veil of ignorance, but this time
in order to legitimate the assumption that outcomes are equal because the exchange was "voluntary."
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Voluntariness, of course, is an extremely problematic concept, and not just for my soliloquizer. Do Rawls's
rule-framersvoluntarily sit down and make such rules? If so, then they probably wouldn't need to make such rules
because they are sice—so committed to fairness—already. And if they are not so committed, what makes them
sit down in the first place? And after they had framed the rules, who or what would make them stick? What if our
rule-framers wereagmblers or criminals or other sorts of risk-takers, happy to subject themselves to the luck of the
draw in an unequal, even unjust, future society? Rawls tackles some of these quedtien&aw of Peoples
(Cambridge, MA.: Harvard University Press, 1999).

* This is also very nicely pointed out by Marshall SahlinsStone Age EconomicgNew York:

Aldine-Atherton Inc., 1972), pp. 302-304.

We might also note that modern retailers seem to be quite aware of the impossibility of fair exchanges—even
of money for goods—and, indeed, are cognizant of the desirability, on this accoumdkiofj no exchange
terminal i.e., the last one. Return policies at large department stores in the U.S., for example, have the effect of
making no sale final. Should the customer feel the least bit unhappy with the purchase (i.e. experience "buyer's
regret"), why, they should come back and exchange what they bought for something they now perceive to be a better
value! They can even get their money back and start all over again. Was the article you bougtalewtitrirs
seven days of your buying it? Come on back and we'll match the price. Can you get it cheaper elsewhere? Bring us
proof and we'll meet the price.

We know, of course, that all th®ming backitself has value to the retailer. First of all, there is the
shopper's continuing exposure to temptation, and second of all, the shopper's mountioplipatiain to commit
him- or herself to a more expensive purchase for the trouble they have célateidcidentally, the new, more
expensive purchase will seem less extravagant because of the commitment to a previous price, how just marginally
lower, which had been psychologically accepted as a dafuma.buyer finds he spends more more willingly.

And what is the right price for customieyalty? Clearly, for most modern retailers, the time and trouble
expended in maintaining a no-fault return policy is a fair price indeed, in the long run.

2 The philosopher of science Sir Karl Popper went so far as to say that if perfect understanding between
people were achievable, not only discourse but language production itself would come to a halt, both having been
made unnecessary. In his view, the historical development and elaboration of language—all languages—is tied up
with their inherent ambiguity and imprecision, and with the perpetual mis- and under-understandings of each other's
meanings that follow from using language and that require correction.

¥ Loyalty tokens such as oaths and covenants, explicit or implicit, serve to satisfy security and legitimacy
needs for both parties.

[Iln Japanbusinesgelationships are also supposed to operate outside the market, with loyalty to
one's employer being more important than whether the relationship is immediately profitable or
not. A Japanese scholar named Michio Morishima pointed oMthin Has Japan "Succeeded"?,

that '...the "loyalty" market is opened only once in a lifetime to each individual, when he graduates
from school or college. It is in this market that those who are able to provide loyalty meet those
who are looking for it, their "lords."

James Fallows, "What is an Economy Fok#tantic Monthly
January 1994: 83)

In Japan too—a society where in general, it seems, the economy of tokens is more visible than it is in England or
America—children keenly buy and trade friendship stickers: tiny machine-produced photographs of oneself and of
one's friends that, attached to books and bags and articles of clothing, constantly indicate the owner's
popularity/connectedness.

* Remember that "equal happiness for all" is not the same as the utilitarian's "greatest happiness for the

greatest number" principle, and this for two reasons. First, because ours calls for equality of happiness and not
highest average happiness, and second, because happiness, by our definition, is quitecheplgztty satisfaction
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and not satisfaction itself. Indeed, using our nomenclature, the utilitarian's call is actually for the "greatest satisfaction
of the greatest number." It would be interesting to explore the consequences of leaving the greatest happiness
principle stated as it traditionally has been, together with its variants, while imagining that the "happiness" referred
to is notS but rather, as we have AS, or evemAS//At, pleasure.

% Elizabeth Anderson iWalues in Ethics and Economi¢€ambridge, Harvard University Press, 1993)

makes this point at length in her critique of the market. Cf. p. 150 ff. See also Note 36 below.

% Many religions, of course, assure the cheated and/or unfortunate that there will be compensation for

their present suffering—or better, that there will be an extravageuatrd for it—in their next life, their life after
death. This belief encourages constant generosity in this life as well as the endurance of suffering without seeking
redress or revenge.

Marx was not the first—and | doubt that | shall be the last—to remark upon the dupe-making, pacifying
utility of this belief when taken too far (its utility, that is, to the exploiting classes, whosoever they might be
demographically speaking). On the other hand, the virtues of forgiveness, acceptance, submission, mercy, absolution,
and ultimate-future-justice common to most religious traditions do serve an essential and entirely positive purpose.
In cutting people off from hurtful/hurting pasts, exercising these virtues can provide occasions for genuine reconciliation,
peace, and "rebirth." Since true fairness in exchange is all but impossible, what else could work to clean the plate?
Medical amnesia? This would be incapacitating. What elédelving justice to God could leave one angry,
knowing what one knows, but unmotivated to act upon\i¥ith its doctrine of grace, Christianity goes further:
forgiveness of others' sins against you ensures God's forgiveness of yours. In Judaism, one day a year—Yom
Kippur, or The Day of Atonement—is set aside set aside for justice to be aside, to be replaced by mercy, for all to
forgive all, and then to ask for God's forgiveness.

%" Elizabeth Anderson's distinction betwermblic goodsandshared goodss relevant here: public goods,
as all economists know, are goods to which all citizens have equal legal access regardless of how those goods were
paid for: parks, roads, police protection, water, sunlight, and so forth. Public goods can be enjoyed privately (as
when one goes to the park and finds a secluded bench, or when one drives alone on tBhaczdoods, on the
other hand, are those goods whose enjoyment depends in large measure on experiencing the enjoyment of those
goods by other people too, at the same time. Think of festivals and parties, busy shopping streets, and so on.
They're no fun unless there are other people there to see and emulate. Shared goods, Anderson proposes, are
important to civic life at many scales. See her "Consumer Sovereignty or Consumer Disenfranchisement?" in
Michael Benedikt, ed.Center 10: Valu€Austin, Texas: Center for American Architecture and Design, 1997), pp.
27-40.

% Smith's book starts with these words:

How selfish soever many may be supposed, there are evidently some principles in his nature,
which interest him in the fortunes of others, and render their happiness necessary to him, though
he derives nothing from it except the pleasure of seeing it.

The Theory of Moral Sentimenis, D. Raphael and A. L.
Macfie, eds. (Indianapolis: Liberty Press, 1976), p. 9.

The topic is also explored by the German philosopher Max Schéleeiiature of Sympatlfiransl. Peter
Heath [London: Routledge and Kegan Paul, 1954{1931}], pp. 48-50.) "[S]o far as the various medak of
feeling[including happiness] are concerned," Scheler wrote,

understanding and fellow-feeling are able to range throughout the entire animate universe, even
though they rapidly fall off in respect of specific qualities as we descend the organic scale. The
mortal terror of a bird, its sprightly or dispirited moods, are intelligible to us and awaken our
fellow-feeling, despite our total inability to penetrate those of its sensory feelings which depend on
its particular sensory organization.
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Scheler did not regard fellow-feeling as automatic, neither did he think it entirely under voluntary control:

We may notice how our flow of sympathy is by no means dependent on variations in the external
stimuli, but fluctuates wildly in spite of them. Thus it often fails them when confronted with the
fact and the evidence of intense suffering, and then, often without such powerful inducement,
some trifle may open all our soul to human joys and sorrows for days and weeks on end, as if a
light were suddenly shone, or a window opened, in a darkened room. It is brought home to us here
with especial clarity how fellow-feeling differs, in th@tonomyof its functioning, from states of

mind occasioned by factors external to oneself.

| think Scheler is wrong in one respect here: fellow-feeling never fails if the "fact and evidence" of joy or
suffering are freshly put before one's very eyes and experienced first-hand rather than reported second-hand. As
Hobbes pointed out, fellow-feeling is neither something we feel for all living or even human beings equally, nor is it
entirely self-regarding (where the only "fellow" one feels for is oneself). We all have, as | have put it, "circles of
concern” where thdegreeof fellow-feeling (oh, that we could quantify it clearly!) decreases as the radius of the
circle increases. One's circle of concern is not so abstract a concept, however. Historically, and to a large extent
still today, it coincides with the spatiotemporal proximity of others to oneself, which correlates in turn with the
number of times and the vividness with which we witness their joys and sufferings. People who live in the same
house, or who work together, or who see each other regularly, are more likely to experience fellow-feeling. Is this
not the basis for community? Is this not the problem with the "virtual communities" formed on-line: that the
vividness of their presence is diluted and, with it, the strength of their fellow-feeling? Is this not their virtue as well
however—that virtual communities consist of people who would otherwise not know or feel (for) each other at all?

Fellow-feeling can extend across species, to animals, especially household pets who are close and frequent
parts of our lives. A weaker feeling extends to other people's pets and to wild animals. The fate of fish, insects,
plants, and microbes seldom inspire our sympathies. Few can bear to witness the systematic slaughter of warm-blooded
animals that sustains our meat-eating habits.

% Marian Radke-Yarrow with Carolyn Zahn-Waxler "Roots, Motives, and Patterns in Children's Prosocial

Behavior," in P. H. Mussen, e@armichael's Manual of Child Psychologyolume 4 (New York: Wiley, 1983), p.

89. This research is referred to in Jane Mansbridge's chapter, "Starting with nothing: on the impossibility of
grounding norms solely in self-interest," in Avner Ben-Ner and LButterman, eds.Economics, Values, and
Organization(Cambridge, Cambridge University Press, 1998), pp. 152-Eb68a recent overview of the economic
modeling of imitative behavior, from restaurant popularity to mass social movements, see David Hirschleifer, "The
Blind Leading the Blind: Social Influence, Fads, and Informational Cascades," in Mariano Tommasi and Kathryn
lerulli, eds., The New Economics of Human Behayiew York: Cambridge University Press, 1995), pp. 188—-215.

* This is a notion that Kant capitalized upon and that he appropriately took further with his "categorical
imperative," which wants us all to be exemplary in gumciples by which we act and not just in the acts
themselves, since it is human to infer/learn/imitate rules of behavior as well as actual behaviors.

* Continuing our discussion in Note 37 above: Empathy is often used to explain altruistic behavior thus:
pity for the poor is sparked by the thought of being poor oneself, self-pity. It begins with involuntary psychological
resonance but ends with helping oneself: reducing one's own pain. But those who would explain altruism this
way—as roundabout self-regard, evolutionarily implanted—omit the option which most empathizers have, which is
to leave the scene, &void contact witlpeople and situations that make them feel bad in the first place. (Decreasing
the radius of their circle of concern.) The true altruist not only feels compassionalisdaavherfacedwith the
despair, sorrow, or pain of others, but takes it upon him or hersatt to the other's interest without comparable
regard for their own interest. Altruism, that is, begins with resonance and goes further.

Now some, following Immanuel Kant or, today, Amartya Sen, would argue that the most altruistic of
altruists isnot the one who feels most compassionate and acts generously upon that feeling, butvtieroag not
feel very much compassion at ddr the one who suffers—and indeed may avoid contact with tHemwho acts
to allay the other's suffering nonethele§shat is to say, the true altruist is ombo acts on ethical principle alone
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On this view, for example, charity given anonymously and impersonally is more praiseworthy and more altruistic
than charity given directly, face-to-face; since in the latter case reciprocal payment will likely be made to the donor
in tokens of gratitude and obligation by the donee. The true altruist wanterpovwgants no reward from the

receiver of her kindness, and has no interest in obligating them or being blessed by them, etc. Hence her desire for
anonymity, her creation of foundations by other names. What could be more admirable?

For an excellent survey of research into this issue extant at the time, and written from the point of view of a
psychologist, see Martin L. Hoffman, "Is Altruism a Part of Human Natute@tnal of Personality and Social
Psychology 40, no.1 (1981): 121-167. Hoffman also makes the argument of the previous paragraph. For Sen's
views on this matter, see his "Rational Fools," in Jane Mansbridg8egdnd Self Intere¢Chicago: University of
Chicago Press, 1990 [1978]).

** Sellers of goods on the Internet might take note. Shopping is better when it is not a solitary experience.
Critical to the vitality of a real marketplace is not just the plethora of goods and choices available, not just the ease
with which goods can be paid fdout the witnessing of other people's buyangd of the traces they leave in so
doing. This is something television shopping channels such as QVC have understood well with their ceaseless
"community-building" chatter, live call-ins, real-time re-pricing, and constantly updated number-sold and stock-left
statistics (impossible as these are to confirm)...all in (over?)compensation for the lack of actual human contact and
witnessing. With increasing bandwidth, merchants on the Internet may soon find themselves wanting—no, needing—to
provide an equivalent, even superior, sales-amplifying-through-social-resonance experience.

The invention of the modern, stock market trading floor took this dynamic to a new level of intensity,
providing constant, instantaneous feedback to all traders on each other's actions and on the resultant, moment-to-moment
rise and fall of confidence in companies and, indeed, whole national economies. Online trading threatens to dilute
this market process by removing the actors from each other's visceral, real-time presence and immersion in immensely
rich information fields. One fears that automated trading, which free-rides upon what happensroorahe eeal
trading floor, will eventually not free-ride but, by sheer volumerrideit, giving the entire stock market a new and
emergent behavior which may be less, not more, lifeful.

* In zero-sum competitive games (i.e. games whose outcomes are such that your loss is exactly my gain
and vice versa), it would be wrong to assert that your unhappiness at losing "causes" my happiness at winning (or
vice versa). One can be happy at winning a zero-sum game and at the same time be saddened by the fate of the
loser, which lessens somewhat one's happiness at winning. One can be saddened at one's own loss and at the same
time feel happy for the winner, somewhat alleviating one's sadness. Indeed, | would claim that this pattern of social
resonance is the norm in sports, in business, and in everyday social life, although some atgsis¢haf feelings
is more commonly female than male, and immature rather than mature. (See Carol Gillig@ifferent Voice
[Cambridge: Harvard University Press, 1982]).

Happiness at someone else's unhappiness can occur rationally only if (we believe) "they had it coming"—only,
that is, if the value of their obligations goiigto the exchange at which they suffered a loss was very high and long
past due for repayment. Symmetrically, with sadness at another's happiness: the value of obligations going in to the
exchange must have been very negative and long past due. One need not resort to "cruelty" or "pathology" to
explain this occasional inversion of empathy.

Not to brag, dear reader, but it's all there, in the Equation of Fair Exchange.

*  One of the complications of exchange | will not follow through on formally is the

conditionality/unconditionality of offers and acceptances. This would take us directly into the thickets of game
theory, a very large and now well-developed science in its own right. Suffice it to say that all exchanges begin in
one of the four cells in the diagram below, migrating, possibly, if negotiations continue, into any one of the others.
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Acceptances
Conditiona Unconditiona
. I will offer i if.... I will offer i if...
Conditiona _ . .
I will accept i if.... | accepti
Offers
. | offeri | offer i
Unconditiona
| will accept i if... | accepti

We might note in passing that most exertions of power and authority are done by making conditional offers. Good
mothers, good friends, true altruists, and great buildings make unconditional offers.

*> Apropos of points (ii) and (iii), Marcel Mauss writes: "To give is to show one's superiority, to be more,
to be higher in rankmnagister To accept without giving in return, or without giving more back, is to become client
and servant, to become small." Marcel Maili$g Gift,transl. W Halls (New York: Norton, 1990), p. 74, cited by
Philip Mirowski in "Refusing the Gift," a paper given at The University of California at Riverside in April 1995,
personal copy from author.

* "Previous conversations with Mr. Purty have revealed that he is a man obsessed with deals, a man

who'd rather have something he doesn't really want at a heavy discount than the thing he yearns for at full price."
Richard Russdtraight Man(New York: Random House 1997), p. 180.

*" Note: 1" and '|" here need not be interpreted as different kinds of tokens necessarily, as when two
compliments (approval tokens) are exchanged. Indeed, they may, ostensibly, be the identical token, as in: "You look
great," "Oh, you look great too," or "l do" and "I do" ewidsh and Christian marriage ceremonies. Of course,
these tokens may sound identical but they are not really identical due to context, timing, nuance, speaker states, and
so on.

* Needless to say, this is not the same as Irving Fisher's 1911 equation, also called "The Equation of

Exchange," and found in elementary macroeconomics textbooks; tdWit,PT whereM is the total money stock,
V is the velocity of circulation of moneR,is the general price level, aids the total number of transactions.

* For simplicity, | have omitted the possible present value to the giver himself of the obligation he confers
upon the other person.

* This passage comprises an analysis of the value of obligations that is too simple by far. Our "epsilon"
terms can often be larger in value and more compounded from the outcomes of several further exchanges than the
value of the actual goods exchanged then-and-there. In most business contracts, for example (which are always
exchanges of some sort as well as the result of such exchanges), conditions of considerable complexity surround and
extend the ostensible price-for-service (or -goods) agreement at the time of its signing: close qualification of the
responsibilities of the signatories; elaborate layings-out of eventualities after the contract is signed and of their
consequences to both parties; the use and holding of "earnest monies" and other shows of security and confidence;
complex conditionals involving the relative risk to each party of, and the vulnerability of each party to, default;
circumstances under which the agreement is voided; and so forth. Indeed, much of the work of corporate lawyers is
comprised of negotiating the structure and valuation of such obligations, such "remainders," rather than the prime
subjects of the agreement itself (i.e. the major goods and services promised, and their prices). Negotiations to settle
the value of obligations in the main exchange typically involve extensive token exchanges of their own, with their
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own side-obligations, formal and informal, between lawyers and lawyers and between lawyers and their clients, at
sveral need strata. (One is quickly convinced that it is easier to practice these negotiations in person than to grasp
and account for them all at a theoretical level!)

For a brief overview of how obligations can be analyzed from an economic perspective, see Oliver E.
Williamson, "Transaction Cost Economics and Organization Theory," in Neil J. Smelser and Richard Swedberg,
eds.,The Handbook of Economic Socioloffrinceton: Princeton University Press, 1994) pp. 88-90, and for a
recent empirical study of the effects of risk on the willingness to incur formal obligations see Bruce Lyons,
"Contracts and Specific Investments: An Empirical Test of Transaction Cost Thaauyrial of Economics and
Management Strategy, no. 2, (1994): 257-278. For an extended treatment, see Anthony Kronman and Richard
PosnerThe Economics of Contract LgBoston: Little, Brown and Co., 1979).

' Game-theoretic studies of social interaction strongly support these somewhat cynical observations, to

wit, thatmoralizing hypocritegan easily come to be the dominant character-type in social situations that require
cooperative action to achieve the common goal of a public good. These are individuals who do nothing themselves
to contribute, but strongly encourage others to do so. See Douglas D. Heckathorn, "The Dynamics and Dilemmas of
Collective Action,"American Sociological Reviel (1996): 269-270.

2 Samuel Bowles and Herbert Gintis, "Contested Exchange: New Microfoundations for the Political
Economy of Capitalism,Politics and Society8, (1990): 165-222. This whole issueRdflitics and Societyvas
devoted to the Bowles and Gintis article and to commentary by respondents, pro and con.

* E.g. the employee promises to work with due diligence even when not supervised, to look out for the

firm's interests at all times, to be punctual, presentable, and so forth; the employer promises to pay wages promptly,
to maintain a safe and healthful workplace, to ask only for what can reasonably be done in the time allotted, to offer
opportunities for advancement, and so forth.

** Without loyalty to the firm and/or to his peers for "purely psychological" reasons, if it is easy for an

dissatisfied employee to find a job elsewhere, then the employer has little choice but to offer her a higher wage to
gay. From the employing firm's perspective, should this situation obtain with a large number of its employees, then
all must be offered a higher-than-standard wage in order to retain them.

This higher wage bill, however, is apt to increase the cost and therefore the price of the firm's product, thus
lowering the demand for it, thus decreasing its profits and output. If all firms competing in this product niche feel
the same pinch—i.e. experience the same shortage of workers this type—and if all, therefore, find they must pay
higher wages to retain their workers, then a new industry standard wage is set for that type of work, and new and
higher market price for the product evolves. This cycle continues until (1) demand is forced low enough, (2)
sufficient new workers can be trained (or imported), or (3) the work they do can be automated or reconstrued, so that
a float of unemployed workers can form that will serve to keep the employed ones working at their jobs and loyal to
the firm at a fixed and standard minimum wage. This wage economists call the "efficiency wage" for that kind of
work, and it can have some paradoxical effects: firms will pay workers unnecessarily high wages while conspicuously
turning away those who would do the same job for less money, just in order to keep wolves at the doors of their
valued employees. See Carl Shapiro and Joseph Stiglitz, "Equilibrium Unemployment as a \WamikéneD
Device,"American Economic Review4, no. 3 (June 1984): 433—444, and Eric Rasm@&anges and Information
(Oxford: Basil Blackwell Ltd., 1990): 166—167.

% George A. Miller, in his landmark paper "The Magical Number Seven, Plus or Minus Fsyahplogical
Review63, no. 4 [1956]: 81-97) argued that we can make no more than seven absolute judgements on uni-dimensional
gale with any reliability, and himself noted how prevalent the seven-position scale already was in his discipline.
See Chapter Three, p. 10.

% Gunnar Myrdal cautions us against taking the Panglossian view of the idea that all exchanges are

intrinsically fair:
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The whole development [of economic theory] is characterized by a relapse to natural law arguments
of a very primitive type. Though these presentations are often formally ingenious, the 'proofs'
never amount to more than the propositions that an act of exchange always benefits both parties.
The place of a proof is often taken by such emotive terms as 'natural,' 'economical,’ 'equilibrium,’
etc. which suggest the desired conclusions to the reader. Hence this type of liberalism lends itself
particularly well to popular exposition... That is why students of economics often go away with
strange ideas of natural economic laws according to which productive factors and capital always
flow into the uses in which they are most needed, everyone earns the income he deserves, wages
settle down to a natural level, and all is generally for the best.

Gunnar MyrdalThe Political Element in the Development of
Economic TheoryLondon: Routledge and Kegan Paul, 1953),
p. 5.

By emphasizing remainders and obligations, and by not in general simplifying the question of value-in-exchange as
far as it is usually simplified, | hope to have avoided Myrdal's criticism. Also, later in this chapter, | will propose
adding a term to the Equation of Fair Exchange which reprabentalue of fairness itsetf each side.

* Or 111,556 to be exact. | have so far left out a fourth term on either side of the Equation of Fair
Exchange, which is the value to P and Q of the fairness of the exchange usklcorrect this soon.

%% |s this why smart, habitually-analytical people are often thought of as "incapable of love"? Of course,
hate and indifference are simplifiers too. Cf. Chapter Four p. 39ff.

Gerd Gigerenzer, Peter Todd, and the ABC Research Group isitmgile Heuristics That Make Us Smart
(New York: Oxford University Press, 1999) argue that many of the rough-and-ready "heuristics"—i.e., problem
solving methods—that ordinary people use yield results (decisions) that are very close to the ones that patient
scientific computation yields using much more data and much more elaborate formulae. Evolution has seen to it, as
it were, that humans and animals miot need to be supercomputers to get things right enough most of the
time—which is very wise of evolution because the time it takes to make a decision is itself is often of the essence to
survival.

By way of amendment (for | think at the level of consciousness Gigerenzer et. al. are correct), | will
suggest over the next few pages that we might indeed carry out extremely rapid and subtle calculations to make our
decisions—far faster, in fact, than any supercomputer, and with the very best formulamednsciously What
we are conscious of, and can write down, and can "teach" our computers to carry out, are only the simplest surface
manifestations of the what is going on neurologically every second. On this view, every "variable" we identify and
every "parameter" we adduce is nothing more, really, than a rough statistic, a blurry picture.

This does not really contradict Gigerenzer et. al., except insofar as one of the consequences of believing we
areactually doing more than following the simple heuristics is that we are morally enjoined to search for less and
lesssimple heuristics to consciously go by, rather than be satisfied with the simple ones that we already (apparently)
use. Simple heuristicdon't work in complex and consequential contexts, ones where "good enough" is not really
good enough and a measure of reflection is called for.

* Consider: even before babies can speak they are utterly fascinated with the ritual binaries of taking-

hold/not-taking-hold, of letting-go/not-letting-go, and giving/not giving, and so on. These exchange transactions are
repeated, often with the same objects, over and over, as though in practice. The baby, it seems, either (1) forgets
that he or she has done this before, (2) tires quickly of whatever he or she has in hand and prefeushaveat

and/or (3) so enjoys the transactmocessthat the value diavingthe object-or-exchange is quite eclipsed. Before

long, fowever—certainly before language fully develops—the child will begin to discern a good deal from a bad
one, and begin to demand or hold on to whatever he or she values more highly.

As far as | have been able to ascertain, developmental psychologists have not studied the development of
barter; nor is it appreciated how deep and primitive, both ontogenetically and phylogenetically, is theridate of
property—ofmine vs. yours—when applied to "possessions" (which is a little different from the well-studied
phenomenon of animal territoriality, which applies to places).
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It seems that the higher primates, such as orangutans and chimpanzees, are also quite capable of understanding
reciprocity and at least the elementary logic of barter:

Like us, chimpanzees are also masters of reciprocity, trading food and other favors in
expectation of receiving something in return. The sense is so well developed in chimps that
zoo-keepers who leave brooms and other articles in their cages need only hold up a piece of fruit
and point at the forgotten article to get them to retrieve it.

As in human societies...chimps who are recipients of favors [from each other] and fail to
reciprocate produce feelings of indignation in others... In fact, when these selfish individuals beg,
they become the objects of aggression—an expression of indignation that...is at the root of our
ense of justice. "When animals feel they owe someone else something, the concept of fairness is
not far behind."

This is Kim A. McDonald, "The Evolution of Morality,The Chronicle of Higher EducatipMarch 15, 1996, p.

Al1, reporting on the work of primatologist Frans B. M. de Waal of Emory University (quoted above in excerpt) on
the occasion of the publication of HBood Natured: The Origins of Right and Wrong in Humans and Other Animals
(Cambridge: Harvard University Press, 19963ee also Frans B. M. de Waal, “How Animals Do Business,”
Scientific Americayvol. 292, 4, April 2005, pp. 73—79, when de Waal reports not long term reciprocity, cooperation,
and love (loose accounting with close others), but also a sense of fairness among chimpanzees.

® One wonders how much of the scorn heaped on utilitarianism by humanist and religious scholars—heaped
on Jeremy Bentham in particular for the temerity of putting forward an "hedonic calculus"—is, in fact, a defensive
reaction to the intimidating amount iotellectual stamina it would require to actually work out the calculus of value
and exchange in a calm and scientific way. It would require a vast amount of work to model real social interaction
with subtlety, keeping a steady gaze on our many and changeable estimations and desires and their consequences.
Perhaps anti-utilitarians, despite what they say in public, have concluded "If it's not going to be simple, forget it!"
Easier and more flattering, certainly, are expositions of Man's Unfathomable Complexity, of the Undecidability of
Moral Principles, etc. etc. (For an example of this, see Marksbn's otherwise very fine bodkoral Imagination
[Chicago: University of Chicago Press, 1993] especially pp. 120-123.) Kantian and virtue-ethical approaches to
ethics also avoid the grinding complexity of thorough-going utilitarianism.

But | suspect that the deeper reason for the contestation between utilitarians and their "enemies" is class-based.
Largely happy with the status quo and well-insulated from the consequences of their actions, the aristocracy is
attracted to the ethics of character and principle; the bourgeois and proletarian classes, living closer to the bone,
meanwhile must calculate consequences constantly to maintain or improve their lots. This is why, to this very day
in the academy, Aristotelians, virtue-ethicists, Kantians, theologians, and many poststructuralikis/iogion all
utilitarian thinkers, on pragmatists, Marxists, consequentialists, sociobiologistgnaists, and so forth. It's not
merely a matter of about who's right and who's wrong; it's about who has thedtégiseiSee my "Class Notes,"
Harvard Design MagazineSummer 2000, pp. 4-9.

" For example, one might make offers to the other party that are of only minimally greater value than

their best alternative. This takes knowing the other's alternatives, if not controlling them, and it's all part of the
game.

%2 Meaning by "the size of the stakes" not the magnitudes,@f)\or V(i,j) but the magnitudes of the

components.

® See C. A. GregonyGifts and Commoditie§London: Academic Press, 1982), George A. Akerlof,
"Labor Contracts as Partial Gift Exchang@ufarterly Journal of Economic®7 (1982): 547-569.

® One might transparently feignst enoughpleasure-in-giving to mark the goa a gift (which by

convention must be graciously accepted) without letting the recipient off the hook of later reciprocation for the
giver's "sacrifice." If you showonsiderablehappiness-in-giving you run the risk of having the recipient decide
that, by your own hand, as it wey®u have been rewarded enough your generosity. Gifts from doting parents
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and grandparents have this quality, and, for more reasons than thisclugting this reason, they are rarely
reciprocated adequately. For more on gifts, see also Note 64 below, and Note 10 of Chapter Four.

In the literature of psychotherapy, Erich Fromm perhaps gave the value gift, based on the pleasure of
giving per se, the most consideration. Bea For Himself(New York: Fawcett World Library, 1969) pp. 68-122

® |t is also sometimes observed that, with gift exchange, the fulfillment of obligations is not enforceable
except by "non-renewal of contract," i.e. by desisting from offering gifts in the future. In plain language, you cannot
call the police or take someone to court or if they don't express adequate gratitude for what you gave them or if they
return your gift in kind in good time. You can only choose not to be friends with them anymore. This truth is less
about gift exchange as a type of exchange, however, than about the fact that gifts, as a conventional type of good,
rarely convey significant "loads" of legitimacy or security or survival. And when, breaking conventioulothey
convey as much, then to renege on the obligation to reciprocate can have weighty consequences—consequences that
eventually, indeed, come to involve the law, threats against security or livelihood, and/or violence.

® The idea that money is a negative obligation—a "neg-obligation"—is developed by Frederick Turner in
Shakespeare's Econom{t&ew York: Oxford University Press, 1999).

®" | exclude "intellectual exchange" or the "exchange of ideas" only because these exchanges—most of

which would better be called debates, arguments, or conversations—are several steps removed from direct economic
exchange of goods or tokens of value. This is not to exchanges of one of the five kinds | have described do not
occur during intellectual exchanges. They do. It's only to say that in intellectual exchanges, by definition and by
design, attention is by strongly drawway from the need-driven, personal, and value-imbued nature of the ideas
being "tossed" back and forth, even as one protaggrasts this or that point to the othescceptsa correction,

offers another view, and so on. Instead, attention is drawn towards the subject matter: some feature of the world
around that (avowedly) does not affect the protagonists' status or welfare. As with psychoanalysis, it takes very
careful listening and an immunity to the imagery and its purported consequences of the argument in order to identify
the need-satisfying components of giving, getting, and obligation that are being traded along with the "views."

® When bribery and extortion are illegal, of course, the briber/extortioner runs the risk of punishment by
the state. To compensate himself for this risk to his own legitimacy, the briber will often "ask" for disproportionately
large "rewards" for not taking the action he threatens to take, which in turn means that the prospective harm he
devises for the victim must be large enough to match.

® A more entertaining example? Q is a married man and is P's boss. P has long felt underpaid and

undervalued by Q. Together they go to a three-day business meeting in another city and share a hotel room. One
night Q gets drunk at a seedy men's nightclub. He staggers into the night with a dancer and doesn't come back till
dawn. Back home, P says nothing. He soon gets a raise. Nothing illegal has happened.

® As a young architect and professor, | was once told by a friend—a highly-paid, just-graduated lawyer of
the same age—that the reason architects are paid so little (and professors toahéy teajoy their work too
much Most people, he went on, envy the architect his acceptably casual dress code and artistic ways, his creative
freedom, his satisfaction at seeing the concrete results of his ideas and labor, the permanence of his achievements,
etc. And so The Market has seen to it that the average graduating architect receives roughly athiadf, o a
salary, of what a graduating lawyer, doctor, accountant, or engineer gets, a pattern that perpetuates itself throughout
the professional careers of probably nine out of ten architects.

Folk wisdom perhaps, but | have come to believe that for the most part my friend was right. Cf. also my
remarks along these lines in the introductory pages of the Coda.

"t All this said more simply: no one will admit to enjoying their work more than the next person does if
there is any danger that this information could be used to decrease their material reward. Because of this bargaining
dynamic, | would argue, there is little chance that the enjoyment of work—as real as it is, as important as it is—will
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become a prime objective of business cultasepted by both employers and employees, as seems to be the hope of
Robert E. Lane iThe Market ExperiencéNew York: Cambridge University Press, 1991). With reference to Note

69 above, it would clearly pay architects to (pretend to) enjoy their work less. Instead, they emphasize their
enviable access to freedom and creativity and clear achievement as though to justify to themselves and to excuse, as
a matter of pride, their modest earnings (relative to their training, responsibility, and hours-worked).

> “Monkeys reject unequal pay” Sarah F. Brosnan & Frans B. M. De Waalre 425, 297—-299 (2003),

reviewed inSean Markey;Monkeys Show Sense Of Fairnesdlational Geographic NewsSeptember 17, 2003
http://news.nationalgeographic.com/news/2003/09/0917_030917_monkeyfairness.html)  SearlaBigmund,
Ernst Fehr ,and Martin A. Nowak “The Economics of Fair Play: Biology and economics may explain why we value
fairness over rational selfishnesatientific AmericanJanuary 2002, available online at www.sciam.com.

”® Nothing metaphysical is meant by "absolute" here. A convention in mathematical notation, the vertical
bar brackets just mean: take the numerical difference between these two variables to be a positive number always.
For example: (5 -7) =-2, but |5 — 7| = 2. When the first number is larger than the second, both (...) and |...| give the
same result.

“ Note that a, and a, need not be equal Indeed thegannot be equal unless

V(i,j) = V(i,j), in which case their actual numerical value is mdaut a little algebraic development shows that
the above equation must have this constraint if it is to solve as an identity:

aP_aQ =+1 if VP(I'J) > VQ(i,j), and
a—ag =L if Vi) > Vy(i)

Note also that the value of the exchange to one party is judged by the other party according todiselsiggd by

the first party. Such signs are read not naively but in the light of whatever is already known of their history and
temperament. This asymmetry of knowledge opens the whole computation to all sorts of bad faith and
dissemblance—some of the consequences of which we will study briefly at the end of this section. Until then,
however, we will assume that each party's perception of the other's value experience is accurate. It follows that both
parties would agree as to the size if not the importance ("value”) of the unfairnesé,(ejn-|V(i,j)| (which, of

course, is always equal tof¥/j) — V,.(ij)[). Itis the idea oimportancethat is captured by the coefficiersand

Ay

”® This doesot mean that Paul is necessarily ungenerous in his actions: he may be a very giving and

forgiving person but it ifis pleasure he is counting when he gives. It is his own happiness, not Quentin's, that he
values even though it is spurred by Quentin's display or happiness.

One might go on to argue, however, that happiness-at-being-fair is also self-regarding and self-interested:
having internalized a social rule, now a virtue, one congratulates oneself for one's fairness, or seeks the congratulations
of others or God. See Note 41 above on this feature of the relationship between empathy and altruism.

® One wonders whether the continuing indifference-to-fairness found in some children as they grow up

might have begun with the genetic inability to empathize. Earlier | reported research that showed that normal
newborns cried "for no reason" other than hearing the crying of other newborns. One wonders: what about the
babies who did notAWhat might we learn if we tracked them through school and into adult lifief2ed, one
wonderdiow many children who grow up socially troubled, even criminal, become so because they are constitutionally
unable to resonate to the condition of other creatures, animal or human. After all, if their natural "resonating
circuits" were damaged at birth, they would not feel another'sopgieasure (or even their own) except dimly, and

would therefore be unmotivated to give any weight to fairness. Some such people may go on to become sociopaths,
but others would become great extollers of duty and discipline.

On the other hand, according to Dorothy Otnow Lewi&iilty by Reason of Insanity: A Psychiatrist
Explores the Mind of KillergNew York: Ballantine Publishing Group, 1998), "born killers" might understand
others' feelings all too well, but bear a grudge so great that thguetibethey can imagine is hurting an innocent
other as badly, or more, than they were. Most born killers harbor revenge feelings for early and drastic abuses to
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them—often sexual, always physical—and these are vented not on the perpetrators of the abuse but onto innocents
like themselves.e. as they were. This is fair exchargteall costsincluding their own lives andHerty, fair

exchange with the generalized Other, with a wicked God who did not protect them! Justice is always about the
restoration of symmetry.

" When -1 <a, < 0 and V(i,j) > V,(i}), or when -1 <a, < 0 and \((i,j) > Vi), the Equation of
Quasi-Fair Exchange will not solve unless the exchange is already fundamentally fair, which of course contradicts
the assumptions of the Equation of Quasi-Fair Exchange. Naa.aare, go outside of the interval {+1, -1} by
definition. Remember that when(\j) = V(i,j), then the relative magnitudesafanda,, are irrelevant. That is to
sy, if an exchange is fundamentally fair, or is accepted by convention or habit to be fundamentally fair, then
whether or not Paul or Quentin value fairness per se, ortewvdrabout fairness, is irrelevant.

I would not bring this up again if it were not the condition that describes a considerable number of
everyday social exchanges. It describes routine commercial exchanges too—at the supermarket, say, or the gas
station. In everyday life we often forget about fairness. We forget that we are "exchanging" at all and imagine we
are justiving. Societies develop institutions, norms, and market systems that people can trust to be essentially fair
precisely in order to alleviate the need to mobilize an entire inner courthouse as it were, every time one deals with
someone else. Indeed, perh#s is what "society" amounts to: a system of human relations that economizes on
the total time and efforfneeding to bejlevoted to fairness computationrou win some; you lose some" we like
to say, especially when the losses are small. Or: "it all comes out in the wash."

® Honesty and openness are also "bourgeois virtues." See Dierdre McCloskey "Bourgeois Virtue,"

American Schola63, no. 2 (Spring 1994): 177-193. For his part, sociologist Erving Goffman devoted his career to
the tracking and study of appearance-management in Western society, using what he called the "dramaturgical
model:" life as theater, life "as but a stage..." SedlhnésPresentation of Self in Everyday L({@&arden City, N.Y.,
Doubleday, 1959), dframe AnalysigNew York: Harper & Row, 1974).

® To see why this is so mathematically, see that &r+ @,) to be less than zero whitg —a, = 1[as
required for the Equation of Quasi-Fair Value to solve whgnjy> V,(i,j)], then(1 + Za,) must be less than zero,
which is to saya, < —0.5, which is to say Q positively values unfairness in exchanges that go against himself—a
mild form of "martyrdom."

% Cf. SahlinsStone Age Economicg08ff.

On another note: Economists define digor productivity (of a firm or sector or whole economy) as the
number of unit-goods (or services) produced per man-hour officially devoted to producing them. Disregarded is the
value of goods producedlotal profits divided bytotal wagesover a given period of time might begin to address
the efficiency with which labor adds value, but it is a rarely used measure, while other disciplines—such as
accounting and engineering—employ a wide variety of specific productivity measures. All, of course, are indicators

of some kind of efficiency in the forngmu:)—pulit. With V(, j) we have, | believe, the basis for a better, if more

abstract, measure of labor productivity in economic and social terms. To wit:

Productivity= average value of an exchangetimerate of exchange

_ sum of the value of all exchangt(asumber of exchange
number of exchanges unit time

_ sum of the value of all exchan
unit time

Properly unfolded, and applied to all firms and all cultural and governmental institutions, this measure of social-
economic or "value productivity" would, | suggest, do a better job of accounting for economic progress than the
standard "widgets/man-hour" one, in spite of the obvious methodological difficulties (a) of measuring value directly,
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and (b) of measuring it as exhaustively as the model suggests it should be. Remember also that our definition of
V(i, j) already contains an accounting of thievalue of costs other than time itself.

®  Remember from the opening paragraphs of this chapter that all exchanges are bi-conditional by

definition: "if you will dox, then | will doy," or "if I doy, will you dox?" or "unless you dg, | will not doy," and
so forth. And therefore all exchanges use some degree of force, however minimal, as described in Chapter Five. Cf.
also Note 43 above.

¥ Set V(i,j) > V(i,j) 2 0 and \ {i,j) = 0. Economists will recognize this condition as one of "Pareto
optimality," i.e. a change of fortunes in which at least person is better off amib oneis worse off. Once again,
unfair exchanges of higher positive net value are preferable to equally unfair exchanges of lower positive net value.

Type Il exchanges also exemplify what Herbert Simon called "bounded rationality," on the part of the
bargainers. The exchange is not ideal, nor probably the best that can be achieved by each party with each other (or
anyone else for that matter) given more time to negotiate, but just "good enough" for them to go through with it
now. See Herbert SimoModels of Bounded RationalitfCambridge: MIT Press, 1982). We could add to this
consideration by adding to both sides the value to each party birththey are spending at arriving at the present
agreement, \time) and \,,(time). See also Gigerenzer et. 8limple Heuristics That Make Us Smart.

¥ Note that this typology is quite independent of our earlier categorization of exchanges into gift, barter,

commercial, financial, and political transactions. That categorization relied on differences in emphasis on the
internal components of the exchange, i.e., on the relative values of getting, giving, and obligations in making up the
total value of an exchange, and on whether or motay was involved. The typology explored hefigspe |, Type

Il, etc.— deals with the total value, regardless of composition and internal emphasis. Gift, barter, commercial,
financial, and political exchanges can be of any one of the above six types. This makes possible a more complex
analysis than we will pursue here: to wit, a 5 by 6 matrix of exchange category (gift, barter...) against exchange
Type(l,Il.....), giving us 30 in all....

® Herbert Simonilodels of Bounded Rationality.

% Simon won the Nobel Prize for Economic Sciences in 1978 largely for treating this question. He gave
no serious consideration (as far as | can tell) to the value of the process of exploring/negotiating/deciding to the
"personal growth" of the parties involved. For Simon, all time spent in valuation ezssteaving negative value,

"worth it" only if it yielded greater positive value in the outcome than would have been yielded had the time not
been thus spent. So: one researches what new car to buy until the gains to further research are smaller than the
increasing cost of waiting to have a new car; one might deliberate upon what movie to see until one starts missing
them for all the time taken deciding. In short, when you make the best decision you can given the time you have,
rationality itself comes to have economic—not to say rational—"bounds."

But Simon's argument misses what we have been getting at: that giving little or no deliberation at all as to
what car to buy or movie to see (or product to manufacture, or contract to accept, or woman to marry) might or
might not make the decision worse, but it certainly robs us of the pleasures of evaluation, introspection, and
discussion, as well as of savoring—indeed experiencing—our rationality and freedom in the first pladentbit's
decide what movie to see, why economize on the process? ilititigstingto continue researching cars long after
any further information could realistically change one's mind as to which to buy, why stop?

For a discussion gflenitudeversus justime see Chapter Six, p. 24ff.

% | am grateful to the philosopher Amélie Frost Benedikt, who is also my wife, for her inspiration and

help over several years of discussion in thinking about the moral and aesthetic consequences of animism, of
behaving as though panpsychism were the case.

The Buddhist-Jainist conceptaifimsa—no harm to living things, or even the spirit of inanimate things—goes
furthest, perhaps, in converting a universal moral intuition into a way of life, a practice, strict vegetarianism being
only the first of many "life-style" consequences. | think it hard for Westerners to believe literally in the life of all
things, let alone our duty to protect it; hence the way | have tried to frame the same moral impulse in terms of
lifefulness, plenitude, ard.
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¥ Notice that | have here given explicit expression to the value of keeping a good which until this point |
have left implicit as a loss or negative component in the valuation of giving it away in exchange21See p.

* Note that if the happiness of the kitten wereofconcern to Paul or Quentin, that is, iV, (being

with P) — \{(being with Q)] = [V (being with P) — \being with Q)] = 0, then the gift might as well have been a
wood-carvingof a kitten as be a kitten (which Rhonda, no doubt, would have preferred). Notice however, that Paul
and Quentin could holdifferent valuations of the (importance of the) happiness of the kitten, just as, earlier, we
spoke of the different valuations exchangers might have of fairness per se. In this case, for the gift exchange to
seem fair to both parties, the valuations of the other components would have to adjust to compensate for the unequal
snsitivities of P and Q to the happiness of the kitten; either this or a discussion must ensue between them—a
debate, some persuasion—as to how important a consideration its happgiess be.

% Although this would complete the picture, space is short, and | shall leave analysis of the exchanges

between Paul and his landlord and between Quentin and Rhonda on the subject of the cat and the flowers to the
complexity-fearless reader.

® It is simply the case that we like and value those animals more that have, or seem to have, human

virtues like courage, loyalty, family-feeling, humor, fondness for touch, cleanliness, trustingness, intelligence, and
so forth. Pity the snake and cockroach, the vulture, and fish.

% Paternalism towards the natural world is written into Biblical moral code, of course; with the idea of

humanity's God-assigned "stewardship" of nature. Debate rages in environmentalist circles as to whether this form
of paternalism is permitted.

> See David W. Ehrenfeld@he Arrogance of Humanis(iNew York: Oxford University Press, 1978) and
Beginning Again: People and Nature in the New Millenn{tvaw York, Oxford University Press, 1993). See also
Peter Singer's many books, most receitlyitings on an Ethical LifNew York: HarperCollins, 2000), especially
pp. 86—-104.

% See for example, Matt Richtel, "Heel. Sit. Fetch Your Batteflé®"New York Time®ecember 10,
2000, Section 3, 14. Aibo costs $1500.

* The reader may wonder why such certifiably great twentieth-century architects as Le Corbusier and

Mies van der Rohe do not make the list (or Philip Johnson or Charles Moore or Peter Eisenman or Frank Gehry). As
brilliant and productive and interesting as these men are, they do not commemnidsikencyof respect shown to

Kahn. Their work raises hackles, their legacies raise questions. They proselytize, self-aggrandize, and pursue
programs and styles of architecture that, even in their best work, lie far from the noble comportment and genuine

spiritual appeal of Kahn's best work, or Aalto's or Wright's.

For a good introduction to Kahn's thought, see John LoBetlween Silence and Light : Spirit in the
Architecture of Louis I. KahifBoston: Shambhala 1985 [1979]), Alessandra Latbauis |. Kahn : Writings,
Lectures, InterviewgNew York: Rizzoli, 1991), my owDeconstructing the Kimbe([New York: Lumen Books,

1991); and on his relationships to clients, see Stephen L. Glasmsts of Transcendence : Louis |. Kahn and the
Homologous Client-architect Relationshimpublished Masters Thesis, School of Architecture, The University of
Texas at Austin, 1990.

% See Martin Bubet, and Thoy 2nd ed., transl. Walter Kauffman (New York: Scribner's, 1970 [1952,
1937]).

% Marx has so bamboozled a generation of thinkers on the matter that to say "exchange value" out loud is,
in many circles today, to mark oneself a Marxist at worst, a nineteenth-century thinker at best, and certainly not
someone to be taken seriously.
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The origin of the confusion sown by Marx, | think, can be foun@rinndrisse The value of a thing that
can be exchanged, which he calls a commodity

...must have an existence which is qualitatively distinguishable from it; and in actual exchange this
separability must become a real separation, because the natural distinctness of commodities must
come into contradiction with their economic equivalence, and because both can exist together only
if the commodity achieves a double existence, not only a natural but a purely economic existence,
in which the latter is a mere symbol. ...[Tlhe measure of [a commodikchpegeability is
determined by itself; its exchange value expresses precisely the relation in which it replaces other
commodities.

Double existence? Replacement? Economic existence a mere symbol? How can this be legitimate? Exchangeability
is the same as interchangeability? Perfidy!

(In short, all properties which may be cited as the special qualities of money are the properties of
the commodity as exchange value, of the product as value as distinct from the value as product.)
(The exchange value of a commaodity, as a separate form of existence accompanying the commaodity
itself, is money the form in which all commodities equate, compare, measure themselves; into
which all commodities dissolve themselves; that which dissolves itself into all commodities; the
universal equivalent.)

Marx's demonization of money here is apparent: it dissolves the precious uniqueness of things, and not just
things, but the unique labor and intelligence that went into them.

The above passages by Marx are fl@mndrisse transl. Martin Nicolaus (London: Penguin Books 1973
[1939]), pp. 143-144. Parentheses in the second passage are Marx's.

" In the notation system we have been using, if

VF,(keepingi)(0 = VF,(i,j)tl .
= Vol - Q)+ Vel = Q), + Vi(e), and
= 0 otherwise,

theni, at timet,, has only "exchange value" to P. Here, jttisat has use- or satisfaction value to PauliatsIf
works like an obligation, a debt or credit. That is unless he plans to exchange it yet again, in which case the matter
is deferred.

Symmetrically, when Mkeepingj) at timet, is equal to the value of its exchangeifor the future () and
is zero otherwise, thgrhas only exchange value to Quentin whilexs the use- or satisfaction value. In keeping
QuentinanticipatesV i), which is why he keeps it.

Interestingly, as Karl Menger pointed out and as we discussed in Chapter Six, the value of (keeping)
something one alreadhas is often not fully revealed until one contemplates giving or trading it away, i.e. until one
contemplatesiot having it. ("You don't know what you've got till its gone...") The mental exercise of imagining
what one would accept in compensation for the loss of something one had can be enormously instructive.

* To see why, lex be a positive integer. The number of wali§x), of partitioningx into smaller integers
such that the sum of those integers is equalisogiven by the expression

N(x) = [1/(4xV3)]e™ &

where =" means "is asymptotically equal to" for lasgeAn exact, closed expression f#¢x) eludes mathematicians
to this day.
Assuming that the extent of the market is large enough such that there is at least one article for sale at every
price from $1 up to and including $hen you can see why a person wixhddllars to spend has so many options:
she can potentially partition her money ihx) separate purchases, a number which increases dramaticalky. with
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There are around 200 different ways to partition/spend $15, and 6000 ways to partition/spend $30.g(ienare i
the fact that many different goods can have the same price; but this only drives théNgideipffurther and faster

yet.)

* The relationship looks like this:

40 +

log, N(x)
a0 +

100 200 300

X

| asked 19 undergraduate design students (12 men, 7 wdiden)much money, in cash, would be of
the same value to you as:

100

Option 1. A $100 gift certificate at the Highland Mall?
Option 2. A $100 gift certificate at any clothing store in the Highland Mall?
Option 3. A $100 gift certificate at The Gap?

Maendima 4 At BINN IAAlind Afiimaiie AlhAlAaAa Ad Tha M AN
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The results looked like this:

$100 H

90 =

80
Cash

Equivalent

women
60 =

50 =

40 -

30 T T T 1 1
Option 1 Option 2 Option 3 Option 4 Option 5

| take these results to be a crude indicator of "the price of freedom," in small increments, to a largely
satisfied group. Given their preferences and the extent of the market as they knew it for items of $100 and less, the
Q of having cash was higher than any of these options, each of which had the effect of increasing orgRnpization,
by decreasing.

To make the experiment more scientific would require a larger range of benchmark monies, option designs,
and income- and age-groups as subjects. | am not sure what to make of the apparent sex difference indicated here; it
would seem to imply that women are more sensitive to the loss of their shopping freedoms. Maybe men "could not
care less."

Perhaps the most obvious indicator of the price of freedom conceived of along these lines is price difference
between airline tickets for the same route. For example, a non-stop, round-trip, unrestricted, fully refundable coach
class ticket from New York to San Francisco in June 1998 was $1869. The "same" trip with one stop, 21-day
advance purchase, Saturday night stay over required, and no refunds ($75 charge for changes), cost $435. (This is
an extreme. On average, and consistently since 1992, plan-ahead, restricted flights have run 30%—-40% cheaper than
unrestricted prices.)

Neoclassical economic theorists would explain all the above by suggesting that the utility of smaller
choice-sets is likely to be lower than the utility of larger choice-sets. The thingngstwant to buy may not be
among the things you aalowedto buy, and that is what reduces the utility of having the hobbled money. Largely
true, and | think still compatible with our idea that money is a token-type that delivers freedom. But | would
maintain that if we studied a consumer's habits closely and then offered them chits for the things they have shown
they most wanted, or even asked consumers what they now want and then gave them gift certifivatgthioge
that they mentioned, the value of those chits and gift certificates would still be less than the value of cash in the
amount of the combined price of all their purchases. A good experiment?
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' This is notalwaysthe case: when confidence in a national currency is extremely low, or inflation is

extremely high, or civil order is so broken down that survival is at question, or there simply is no money to be had,
then tokens other than money will go into circulation—cigarettes, potatoes, diamonds, "points"—and fulfill some
part of money's function.

It may be said that the freedom that holding money gives is no less a pleasure-in-contemplation than the
pleasure, say, of holding a prize certificate for a horse, which is like pre-committed money. Either way, one actually
hasnothing but one's dreams of the future. But this is the strange thing about freedom: unlike the delights of
actually riding a horse—the sun and wind, the rhythm, the smell, weight, and in-and-out-of-control of the
animal—freedom is always and essentially a semi-inchoate feeling, an opinion of what is possiblecedam s
a dream through and through, tested now and again for correspondence with reality, to be sure, but for the most part
restedin, assured.

192 1f, with regular tokensy Jj < Q) # V{j — R) # V,(j — S) wherej is the "same" token (say a compliment

about one's hair), then with monag,($x - Q) = V($x~R) = V($x ~S), or more nearly so. In fact, it depends,
among other things, on whether the money has "strings," and on how much you know of the value it had to the one
who gave it to you. More about this in Chapter Ten.

Much the same is true of the kinds of goods catlmdmoditiesthat is, goods whose material qualities are
so well known and so standardized that, price aside, it matters very little where, or from whom, one purchases them.
Let us note, in advance of a discussion in the next chapterfothéthe complete connoissetinere are no
commodities For her, all instances of a good are unique.

Note also thagifts share the property of most tokens: common or not, one associates them always with
their sources, which goes a long way towards removing their commonness. Thus we are, most of us, connoisseurs
of gifts. And of tokens. We need to become connoisseurs of money too.




