Cognitive Institutions and the Moral Limits of Markets: We Need a Complexity-Centric Theory of Moral Sentiments

In The Theory of Moral Sentiments, Adam Smith revealed the social nature and specificity of moral norms (or "general rules of morality"). Since then, a vast literature has developed on the role of morality in the functioning and development of markets. One of the most original lines of research has to do with repugnant markets: markets for goods and services that are predominantly perceived negatively by third parties (Roth, 2007). According to market moralists, repugnant markets produce negative moral externalities, such as disrespect for moral norms and contributing to the corruption of non-market values. According to market optimists, this statement has no empirical basis. What's more, repugnant markets often even reinforce existing moral norms by " repugnance management", i.e. purposeful obfuscation of morally contradictory transactions for their effective adaptation to established moral norms (Krawiec, 2022). The very act of moral obfuscation is thought to reproduce current moral norms and reinforce existing taboos (Rossman, 2014).
The report presents a critique of modern approaches to the study of repugnant markets from the standpoint of the theory of co-production of cognitive institutions, related to the arsenal of complexity-oriented institutional economics (Frolov, 2022a, 2022b). It is proposed to discuss three methodological theses, based on a wide range of examples of repugnant markets - from life insurance and indulgences to fur clothing and the eco-segment of the funeral services market.

First, the moral limits of markets are the result of the cognitive processes of market actors. Moral cognition underlies the moral limits of various markets, but many other types of cognitive processes also matter. This is not about internal mental processes occurring in the individual consciousness of people, but about socially extended cognitive processes, for the study of which the enactivist (dynamic interactionist) approach is best suited. This approach goes far beyond the internalist view of cognition widely held among economists.

Second, market repugnance is not only an informal institution; first of all, it is a cognitive institution that enables and constitutes various socially extended cognitive processes related to the interpretation of repugnant transactions, their moral evaluation and decision-making in repugnant markets. Cognitive institutions require dynamic and heterogeneous understanding. On the contrary, a static view of informal norms and market repugnance in particular is currently dominant (see critique in Allen et al., 2022); these norms are too often interpreted as very slowly changing homogeneous objects, loosely connected to day-by-day collective actions. In reality, the repugnance norms are quite dynamic and internally contradictory objects, open to clarifications, adjustments, and reconfigurations.

Thirdly, the establishment of the moral limits of markets is the co-production of cognitive institutions, i.e. their ongoing joint construction by a multitude of interacting actors. The moral limits of markets grow out of dynamic cognitive interactions. Not only market actors shift the moral limits of markets by commodifying non-market areas or by adapting to existing moral norms. Non-market actors also play an active role in the co-production of moral limits (the so-called "moralization of markets"). Repugnance management practices are used both in the marketization of various spheres of social life and in the moralization of markets. Particular attention should be paid to the widespread "unequal co-production" when actors have asymmetric power and resources. We must also be mindful of the continuum of co-production patterns, not just the pattern of repugnant markets adapting to established moral norms and reinforcing them through obfuscational work (as shown in Krawiec, 2022). In any case, without a deep understanding of the co-production of cognitive institutions, we will constantly wonder why some transactions are considered repugnant, while others (often very similar) are not.
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