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Abstract: The current economic crisis calls for a radieghinking of the role of economics and
other social sciences. It is a serious failure adia scientists when they solve the wrong
problem precisely. This means that the problem €dation is inadequate, which may lead to
disastrous consequences for the fate and well-b&firtge stakeholders. To avoid substantive
failures in problem formulation social scientisteosld reconsider the basic assumptions of the
system under study and include as many stakehoOlergs as possible. Appropriate solutions
should address all the important dimensions ofptiadlem in question (the scientific/technical,
the interpersonal/social, the systemic/ecologieald the existential/spiritual), and create an
optimal balance among them. Social scientists shaldo investigate their developed solutions
from a deontological point of view (i.e. which ethi norms are violated or satisfied by them?)
as well as from a consequentialist point of vieve.(iwhat are the payoffs for different
stakeholders?). The job of responsible social seies to contribute to long-term economic and
social transformation by producing knowledge thatsubstantively relevant and ethically

acceptable at the same time.
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Responsible Social Sciencein the Age of Economic Crisis

1 Introduction

The world is undergoing unprecedented changes @amdformations in economics, business,
management, technology, and politics. The respoigibf economics and other social sciences
is pinpointed and elevated by the current cristhwio end in sight. Incorrect diagnosis of the
crisis and insufficient proposals for “solving” thwasic problems address the responsibility of
economists and other social scientists who crela®ries and models that underline and
legitimize the current flawed economic functionifidnese influential but erroneous intellectual
weapons include agency theory, corporate governamzkels, monetary incentive schemes for

top management, and the ideology of shareholdeevalaximization.

In ethics the most advanced concept of resporyibas developed by philosopher Hans Jonas
[11], [12]. He defines responsibility as a dutycaringfor the beings affected by one’s actions
and policies. The beings to be considered may dechuman persons, social communities, non-

human creatures, ecosystems, and future general@js

Jonas underlines that moral responsibility concénesfate of other beings. “I feel responsible,
not in the first place for my conduct and its capgnces but for thematter that has a claim on
my acting.” For example “the well-being, the int&ttehe fate of others has, by circumstance or
by agreement, come to my care, which means thatangrol over it involves at the same time

my obligationfor it.” [11]



Economists and other social scientists cannot gtioe effects and longer term consequences of
their problem-analysis and problem-solutions on &mrmommunities, the natural environment,

and future generations.

2 Theproblem of problem formulation

What is a problem? A problem is a gap between aighitt and an “is,” the difference between
an ideal—something which is desired—and the acsitaktion as it is perceived. Important
problems typically appear as “messes,” which pretieemselves with no clear indication on
how to solve them. It is neither easy to know wihatideal is, nor easy to state what the actual

situation is. [9]

Mitroff and Silvers refer to John Tukey, the famatatistician, who once said: “l suspect that
most failures occur because we attempt to solvevtioeg problems in the first place, and not
because we fail to get the right solutions to tgktrproblems.” [15] Substantive failures occur if
one gets the solution to the wrong problem and thels him or herself into believing that he or

she has solved the right problem to begin with.

Harvard decision theorist Howard Raiffa labeled #reor of “solving the wrong problem
precisely” the Error of the Third Kind. He calletlet error of solving the wrong problem
precisely the Error of the Third Kind because thgd One and the Type Two Errors were

already well-known in mathematical statistics. [13]

Mitroff and Silvers argue that while the Type Omeldhe Type Two Errors are taught in every

course in statistics, the Error of the Third Kisdalmost never discussed. The reason is that the
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Type One and the Type Two Errors involve only dtecal knowledge. In contrast, the Error of
the Third Kind demands wisdom, the ability to exsgccritical thinking (to be aware of and to

challenge one’s basic assumptions). [15]

A revealing example of wrong problem formulatiomisen business economics frames the main
problem of managing a company as #gency problem. It suggests that there is an unavoidable
conflict between the owners and the managers ofctimapany. Managers tend to use the
resources of the company for their own materiargdgt, which results in loss of efficiency and

profit. [10]

Thomas Donaldson [5] demonstrates that this prodiemmulation is essentially wrong. He
developed an impossibility theorem for corporatgegonance that clarifies how agency theory
neglects normative concepts in a way that compresntbeir application to governance. For
example, “agency theory neglects to consider wheattetpl obligations, moral or otherwise,
principals might have either to their agents ootteer groups inside or outside the firm. (...) One
may ask whether a manager is obliged to lie to eygas (thus violating the implicit obligation
to tell the truth) in order to effect a marginalnkét for shareholders, whether a manager is
obliged to violate an employee’s right to privaey rmarginally enhance the property rights
maximizing impact for shareowners, or whether aagan is obliged to engage in environmental

abuse when operating in countries with insufficiemgironmental protections.” [5]

For avoiding substantive errors in problem formolatdifferent advice has been developed in

research methodology: Russell Ackoff [1] suggestonsidering the basic assumptions of the



system under question [1]; lan Mitroff urges thelusion of as many stakeholders’ views as

possible in the process of formulating the probj&d].

Economists and other social scientists need dritiisenking to define the right problem.
Assumptions about the stakeholders and their broadeial context should be scrutinized.
Social scientists should pick the right stakehadand this generally means expanding the set of
conventionally accepted stakeholders. To definerifie problem precisely holistic thinking is

indispensable to avoiding the “Error of the Thirohé”

The systems methodology developed by Russell Ackoff his colleagues at the Wharton
School states that a system performance is detedmby the adequateness of the basic
assumptions on which it functions and on the wag #ystem is capable of pursuing its
objectives. Problems indicate that the basic asfiongare inadequate and/or the system is

incapable of performing adequately. [1]

Corporate governance models typically favor inibtual arrangements in which executives are
accountable to the Board of Directors and not tliy¢o the stockholders or other representatives
of society. This kind of arrangement makes it efmy corporate executives to avoid full
responsibility for their decisions and policieseating the future of the company and the well-
being of diverse stakeholders including the comfsarsyockholders. In this way corporate
executives are discouraged to serve as guardiaswadty’s vital interest. The result is corporate

“short-termism” and malfunctions even from a narmwenomic point of view.



Lynn Stout forcefully criticizes the so-called “sbholder myth”. [16] She shows that putting
shareholders first harms investors, corporationd,the public. The assumption that corporations
should maximize shareholder value fails to captheereal structure of public companies with
directors, executives, shareholders, debtholderd, ather stakeholders. The first fundamental
error of the shareholder paradigm is the beliet sireholders own the corporation. However,
the corporations are independent legal entitiesdia themselves. Shareholders own shares of
stock, not the corporation itself. The second exous belief is that shareholders are the residual
claimants in the corporation. In reality the cogtaon is its own residual claimant, and the board
of directors decides what to do with the corpordaesidual. The third mistaken belief is that
shareholders are principals who hire directors exetutives as their agents. But corporate law
renders that the corporation is controlled by tleard of directors, not by shareholders.
Shareholders have certain rights — the right t@ vtite right to sue, and the right to sell their
shares — that can be used to influence the boardhbse rights have little practical value in

seeking to make directors serve the interest o$hiaeeholders.

Widespread empirical evidence shows that shareholdiie maximization hurts not only
stakeholders and society but also shareholdersseiges, both individually and immediately, as

well as collectively and over time. [16]

3 Theproblem of developing ethically acceptable solutions

Solutions developed for practical social problemss @ever ethically neutral. They confirm or

violate the stakeholders’ ethical claims and geeeddferent payoffs for the stakeholders.



The standard solution to the agency problem isréwige managers of the company with high
monetary incentives including excessive pay andubes. This solution may become
counterproductive as it generates adverse effentsmanagerial performance and creates

negative effects for the employees and the soeielgrge.

High monetary incentives usually have an advertsciebn managerial performance in a broad
sense. Ims, Pedersen, and Zsolnai [8] argue thetdmnensional economic incentives may
crowd out existential, social, and ecological valtieat influence the manager’'s commitment to
ensure responsible business conduct, and have iveegatillover effects that reduce the

manager’s performance. [2], [6], [9], [14]

Psychologists Deci and Ryan have illuminated thatimmship between intrinsic and extrinsic
motivation, that is motivation inherent in the tatdelf and motivation that relies on external
rewards or sanctions. [4] In Economic literatuhes trowding-out effect, that is instances where
external rewards in fact reduce the motivationhef actor, have been explored both conceptually

and through a number of experimental studies. [6]

Ims, Pedersen, and Zsolnai [8] show how high-leeehpensation crowd-out not only intrinsic
motivation of managers, but also existential, dp@ad ecological value considerations that
influence the managers’ commitment to responsiblgness conduct. Excessive compensation
schemes may be detrimental to the inclinations ahagers and their organizations to act
responsibly. The crowding-out effect is often reddrto as “the hidden cost of reward” [3]. It

can be called the hidden existential, social, axadogjical costs of one-dimensionality.



Mitroff [14] suggests that there are four dimensi@f any problem that should be taken into
account: the scientific/technical, the interperdtsomial, the systemic/ecological, and the

existential/spiritual.

The technical/scientific dimension is the dominant perspective in todayssWrn culture and
favors technical solutions to the problems, eveemtther solutions are more appropriate. This
techno-centric bias is partly explained by theustatnd prestige that engineers and economists

enjoy in our culture.

The interpersonal/social dimension concerns the way the problem is perdeir@m a social, a

group, and a family point of view.

The systemic/ecological dimension takes into consideration the long-teamsequences of how
the problem is solved. It assumes that all thirrgsirerconnected. One may define this kind of
thinking as involving the perspective of future getions and nature. This perspective goes

beyond geographic borders and narrow time limits.

The existential/spiritual dimension emphasizes the lives and fates of iddali human beings

and the impacts on their life-worlds. Feelings andaning are important aspects in this
dimension. The important existential questionsaaréollows: Who am 1? Who do | want to be?
How do my actions influence my life project? Whiglve meaning and purpose to my life?
Ultimately, all important decisions and acts inflee the self of the decision makers and
decision receivers. It is important to emphasize ekistential/spiritual dimension because it is

usually ignored or even denied in social scienegdture and thinking. [9]



Appropriate solutions for social problems requideli@ssing all dimensions of the problem (the
scientific/technical, the interpersonal/social, slystemic/ecological, and the existential/spiritual

and integrating them into answers that can creanabalance among them.

There are two main paradigms in ethics that arevegit for assessing the ethical validity of
solutions developed for social problems. One swiagigm is called “consequentialism” while
the other paradigm is called “deontologZénsequentialism bases the evaluation of an act solely
on its real world consequences. In this paradigenethical value of an act depends only on the
goodness of its consequences for the stakeholdenstary to thisgdeontology favors the evaluation

of an act on the basis of its correspondence teetheant ethical norms. In this paradigm the ethic
value of an act depends on its rightness in etlsesise. Deontology disregards the actual

consequences of an act.

Verschuren and Zsolnai [17] argue that one has s® both the consequentialist and the
deontologist paradigms in assessing the ethicalevaf solutions developed for social problems.
The ethical value of a solution is largely detemwirby its service to the stakeholders. A solution
can be considered good if it meets the needs antkwfthe stakeholders. The limitations of this
approach can be surpassed if one introduces degital considerations into the evaluation.
Certainly, a solution should satisfy the basicaghnorms that are commonly accepted by the moral
community of stakeholders and the general publmwvhiell a solution comes up the relevant

ethical norms constitutes the intrinsic value &f solution.

Excessive pay for business executives has beetizzgd by many stakeholder groups as well as
the general public. Many people including politigaand employees believe that the extremely
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high salaries and bonuses of business executiveateithe principles of fairness and social
justice. [7] Even more importantly monetary inceasi induce corporate behavior that results in
detrimental effects which may lead to further desion of the company and its business

ecosystem. [8]

3 Conclusions

In the context of the current economic crisis wa dafineresponsible social science as an

activity that contributes to long-term economic autial transformation by solving the right
problems in ethically acceptable ways. It involvkdining the problems in the right form and
developing solutions that meet the relevant ethieaims of the affected communities and

generate true benefits for the stakeholders.

To avoid substantive failures in problem formulatieconomists and other social scientists
should reconsider the basic underlying assumptioinghe system they study and should
investigate the chosen problem from a wide rangpeo$pectives taking the views of different

stakeholders into consideration.

In avoiding ethical failures in developing solutgpnsocial scientists may use systems
methodologies. Appropriate solutions should addraksthe important dimensions of the
problem in question (the scientific/technical, tinéerpersonal/social, the systemic/ecological,
and the existential/spiritual), and integrate thiemo solutions that create an optimal balance

among them. Social scientists should investigaggr plutions from a deontological point of
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view (Which ethical norms are violated or satisfledthem?) and also from a consequentialist

point of view (What are the payoffs for differemdlseholders?).

Economists and other social scientists should takehe challenge of responsibility, which
demands genuine care about the fate and well-befirgl the stakeholders and their wider
environment. The job of responsible social scieaede produce knowledge thatsgbstantively

relevant andethically acceptable.

References

[1] Ackoff, R. 2004. Ackoff Center Guiding Principles. The Wharton School, University of

Pennsylvania, Philadelphia.

[2] Bouckaert, L. 2006. “The Ethics Management Baxa In L. Zsolnai (Ed.)]nterdisciplinary

Yearbook of Business Ethics. Bern: Peter Lang. pp. 191-194.

[3] Deci, E.L. 1976. “The Hidden Cost of Reward3d’ganizational Dynamics 4, 3, pp. 61-72.

[4] Deci, E. L. and Ryan, R.M. 2000. “The ‘What’é&afwhy’ of Goal Pursuits: Human Needs

and the Self-Determination of Behavid®sychological Inquiry 11, 4, pp. 227-268.

[5] Donaldson, T. 2012. “The Epistemic Fault Line Corporate GovernanceXcademy of

Management Review 2012, Vol. 37, No. 2, pp. 256-271.

[6] Frey, B. 1997Not Just for the Money: An Economic Theory of Personal Motivation. Edward

Elgar, Cheltenham.

11



[7] Frey, B. and Osterloh, M. 2005. “Yes, Managghsuld be paid like Bureaucratggurnal of

Management Inquiry, 14, 1, pp. 96-111.

[8] Ims, K.J., Pedersen, L.J., and Zsolnai, L. 20w Economic Incentives Destroy Social,
Ecological and Existential Values: The Case of Exee CompensationJournal of Business

Ethics 2014 (forthcoming).

[9] Ims, K.J. and Zsolnai, L. 2009. “Holistic Preoh Solving”. In L. Zsolnhai and A. Tencati
(Eds.): The Future International Manager: A Vision of the Roles and Duties of Management.

Palgrave Macmillan. pp. 116-129.

[10] Jensen, M.C. and Meckling, W.H. 1976: “Thearly the Firm: Managerial Behavior,
Agency Costs and Ownership Structudetrnal of Financial Economics, October, 1976, V. 3,

No. 4, pp. 305-360.

[11] Jonas, H. (1984)The Imperative of Responsibility: In Search of an Ethics for the

Technological Age. University of Chicago Press, Chicago & London.

[12] Jonas, H. (1996)Mortality and Morality. A Search for the Good After Auschwitz.

Northwestern University Press, Evanston, lllinois.

[13] Keeney, R. L. and Raiffa, H. (197@)ecisions with Multiple Objectives: Preferences and

Value Tradeoffs. Wiley, New York.

[14] Mitroff, 1. 1998, Smart Thinking for Crazy Times. The Art of Solving the Right Problems,

Berrett-Koehler Publishers, Inc., San Francisco.

12



[15] Mitroff, I. and Silvers, A. 2009Dirty Rotten Srategies - How We Trick Ourselves and

Othersinto Solving the Wrong Problems Precisely. Stanford University Press.

[16] Stout, L. 2012:The Shareholder Value Myth. How Putting Shareholders First Harms

Investors, Corporations, and the Public. Berrett-Koehler Publishing, Inc., San Francisco.

[17] Verschuren, P. and Zsolnai, L. 1998. “NormspaS and Stakeholders in Program

Evaluation”Human Systems Management 17: 155-160

[18] Zsolnali, L. (2006). “Extended Stakeholder ThgdSociety and Business Review 2006. No.

1. pp. 37-44.

13



