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Belonging, Moral Economy, and Effective
Demand: Reinterpreting Adam Smith for
Inclusive Development

Abstract

This paper reconstructs Adam Smith’s moral philosophy and political economy as a theory
of social coordination grounded in moral sentiments and institutional structures, and
extends it through the Philosophy and Economics of Belonging. It argues that the
conventional interpretation of Smith as the founder of self-interested rationality obscures
his central concern: the ethical and institutional conditions under which social harmony is
possible among free individuals.

Building on this reinterpretation, the paper introduces belonging as a foundational category
linking ethics, institutions, and economic dynamics. The economic agent is redefined as a
“self of belonging,” whose capacity to participate in markets depends on both individual
capabilities and institutional inclusion. Within this framework, effective demand is
conceptualized as the economic expression of belonging, and the middle class as its
structural carrier.

The paper develops a simple analytical model in which belonging determines effective
demand and, through it, long-term economic growth. Importantly, the relationship is non-
linear: below a threshold level of belonging, increases in income do not translate into
sustained effective demand, as individuals remain excluded from stable participation in
economic and institutional systems.

This allows for a reinterpretation of economic development: sustained growth emerges not
primarily from capital accumulation or technological change, but from the expansion of a
socially integrated middle class capable of generating autonomous demand. Historical
contrasts—particularly between Western economies, the Soviet Union, and developing
regions—are interpreted through this lens.

The paper contributes to institutional economics and moral economy by providing a unified
framework that integrates moral philosophy, social ontology, and macroeconomic
dynamics, and by identifying belonging as the missing link between inclusion and
economic performance.
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1. Introduction

The interpretation of Adam Smith as the founder of self-interested rationality remains one
of the most persistent distortions in economic thought. While modern economics has
largely reduced Smith to the metaphor of the invisible hand, his central concern was
fundamentally different: the ethical and institutional conditions under which social
harmony is possible among free individuals.

Smith’s project, as developed in The Theory of Moral Sentiments and The Wealth of
Nations, rests on a moral and institutional anthropology in which sympathy, moral
judgment, and social norms make large-scale cooperation possible (Smith, 1759/2002;
Fleischacker, 2004). Markets, in this framework, do not operate in isolation but depend on a
prior ethical and institutional order.

This paper argues that Smith’s insight can be reconstructed and extended through the
Philosophy and Economics of Belonging. The core claim is that economic systems are not
fundamentally organized around isolated individuals, but around structures of belonging
that enable or constrain participation.

Building on this premise, the paper introduces a central proposition:

Effective demand is the economic expression of belonging, and the middle class is its
structural carrier.

This proposition allows for a reinterpretation of economic development. Rather than
viewing growth as driven primarily by capital accumulation or technological innovation,
development is understood as a process of expanding belonging through the formation of a
broad middle class embedded in inclusive institutions. In this context, the middle class
expands dynamic demand and promotes economic growth within a Smithian
framework by fostering technological innovation within a structurally integrated
demand system.

This perspective contributes to several strands of literature. It complements Sen’s (1999)
capability approach by arguing that capabilities require institutional belonging to translate
into effective participation. It extends the institutional perspective of North (1990) and
Acemoglu and Robinson (2012) by specifying the mechanism through which inclusion
generates growth: the expansion of effective demand through middle-class formation. It



also builds on Keynesian and post-Keynesian traditions (Keynes, 1936/2007; Kaldor, 1966;
Bhaduri & Marglin, 1990) by identifying effective demand as a central long-term driver of
economic growth and grounding it in a broader social ontology of participation and
belonging.

The paper proceeds as follows. Section 2 reconstructs Adam Smith’s moral and economic
thought as a theory of social coordination. Section 3 introduces the Philosophy of
Belonging and its ontological and ethical foundations. Section 4 develops the Economics of
Belonging. Section 5 presents an analytical framework linking belonging, effective
demand, and middle-class formation. Section 6 discusses implications for economic
development. Section 7 concludes.

2. Adam Smith: The Moral Self and Social Coordination

2.1 Sympathy and the Impartial Spectator: The First “Social
Self”

The appropriate starting point for interpreting Adam Smith is not the simplified version
presented in neoclassical textbooks, but the Smith of The Theory of Moral Sentiments. In
this work, the central figure is not the homo economicus, but a moral agent whose behavior
is shaped by a complex interplay of psychological, social, and ethical mechanisms.

Smith’s moral anthropology can be understood through three key elements:

e Passions — human beings are driven by desires, fears, envy, pride, resentment, and
other affective states that shape their behavior.

o Sympathy — the capacity to imaginatively enter into the sentiments of others and
evaluate one’s own actions from their perspective.

o The impartial spectator — an internalized evaluative standpoint that judges the
propriety of our passions and actions.

The impartial spectator represents one of the earliest modern formulations of an
internalized social standpoint. It is through this mechanism that individuals regulate their
conduct, not merely in response to external sanctions, but through an internal process of
moral evaluation. In Smith’s framework, moral order is sustained because individuals learn
to see themselves through the eyes of others.

From the perspective of the Philosophy of Belonging, this insight is decisive. Smith moves
beyond the idea of the individual as a self-sufficient atom and introduces what can be
interpreted as a relational self—an individual whose identity and moral judgment are
constituted through social interaction.



While Smith’s framework retains important theological elements, the broader analytical
implication is that the self is intrinsically social, and that moral stability depends on the
internalization of social norms. This provides a crucial bridge toward a fully relational
ontology of the human subject.

2.2 The Ethics of Character: Moral Formation Before Markets

Smith’s ethical system is best understood as an ethics of character rather than a rule-based
or purely consequentialist framework. Moral behavior emerges from the cultivation of
virtues that regulate individual conduct within a social context.

Among these virtues, three are particularly central:

e Prudence, which governs self-interest and enables individuals to plan for the future.

o Justice, which establishes the minimal condition for social coexistence by
prohibiting harm to others.

e Benevolence and self-command, which moderate destructive passions and sustain
social cohesion.

A key implication of Smith’s framework is that economic life presupposes prior moral
formation. Markets, contracts, and cooperation do not function in a vacuum; they depend
on individuals who have internalized norms of restraint, fairness, and reciprocity, as well as
on institutions that both establish and effectively enforce these norms.

This point is frequently overlooked in modern economic theory. Smith does not advocate
unregulated markets in the absence of moral and institutional constraints. Rather, he
assumes that economic interaction takes place within a pre-existing ethical order that
stabilizes expectations and enables cooperation.

From the perspective of the Economics of Belonging, this can be interpreted as an early

recognition that economic participation requires prior integration into a moral and
social framework—that is, into a structure of belonging.

2.3 From Ethics to Political Economy: Smith’s System

2.3.1 Division of Labor, Self-Interest, and Institutions

In The Wealth of Nations, Smith extends his moral anthropology into a theory of economic
order. The division of labor becomes the central mechanism through which productivity
increases and economic growth emerges.



Several interrelated elements define this system:

e Market expansion and division of labor: the extent of the market determines the
degree of specialization, which in turn drives productivity.

o Self-interest as motivation: individuals pursue their own advantage, but within a
framework shaped by moral norms and institutional constraints.

o Institutional structure: property rights, contracts, and systems of justice provide
the necessary conditions for decentralized coordination.

The coordination of dispersed economic decisions occurs through prices in competitive
markets. However, this coordination is not automatic or self-sufficient. It depends on a
stable institutional environment and on individuals who are capable of participating within
it.

From the perspective of the Economics of Belonging, the “invisible hand” can be
reinterpreted not as a universal mechanism transforming selfish behavior into social
welfare, but as a conditional coordination process. Markets function effectively only
when individuals are sufficiently integrated into institutional and social structures that
allow their preferences to be expressed and coordinated.

2.3.2 Smith’s Economic Agent versus Homo Economicus

A crucial distinction must be made between Smith’s economic agent and the representative
agent of neoclassical economics.

Smith’s agent:

e isnot a purely rational maximizer,
e is not reducible to a set of stable preferences,
o is not merely subject to cognitive biases,

but rather is a morally and socially embedded individual, whose behavior is shaped by
sympathy, moral judgment, and institutional context.

Neoclassical economics abstracts from these elements and constructs a model of the
individual as an isolated decision-maker. In doing so, it loses the social and moral
foundations that, in Smith’s framework, make economic coordination possible.

The Economics of Belonging seeks to recover this richer conception of the economic agent.
It argues that participation in economic life depends not only on preferences and
constraints, but on the individual’s position within a network of social, institutional, and
relational structures.



In this sense, Smith can be seen as an early precursor of a relational understanding of
economic behavior, even if he did not fully develop its implications. The Philosophy and
Economics of Belonging extend this insight by making relationality—belonging—the
foundational category of analysis.

3. The Philosophy and Ethics of Belonging

3.1 The “Self of Belonging”: An Ontology of the Human Subject

The Philosophy of Belonging begins from a foundational claim:
To be human is to belong.

This proposition challenges the dominant assumption in both neoclassical economics and
much of modern philosophy that the individual is an abstract, self-contained unit that
subsequently enters into relationships. Instead, the Philosophy of Belonging posits that the
individual is from the outset a relational being, whose identity, cognition, and agency are
constituted through social and institutional ties. These ties operate at multiple,
interconnected levels:

o affective and familial relations,

e community and national belonging,

e institutional integration (law, markets, and governance structures),
o global belonging within an interconnected international system.

This perspective aligns with broader traditions in social theory that emphasize the
embedded nature of human action (Granovetter, 1985) and the role of social recognition in
the formation of identity (Honneth, 1995; Taylor, 1994). However, the Philosophy of
Belonging advances a stronger claim: relationality is not merely a contextual feature of
human life, but its ontological foundation.

From a scientific standpoint, this claim is supported by insights from evolutionary biology,
neuroscience, and psychology, which suggest that human cognition and behavior are deeply
shaped by mechanisms of social attachment, recognition, and cooperation. The human brain
is structured to seek stability, predictability, and validation within social environments.
Belonging, therefore, is not an abstract philosophical category but a biologically grounded
capacity that enables coordinated action and social continuity.

At the same time, belonging is inherently fragile. It can be constructed, strengthened,
weakened, or destroyed. Exclusion, marginalization, and institutional failure can disrupt the
relational structures upon which individual identity and social participation depend. In this
sense, the Philosophy of Belonging extends Smith’s insight into the social nature of the self
by emphasizing that the individual is not only socially constituted, but also structurally
vulnerable to failures of belonging.



3.2 The Ethics of Belonging: Care for the Bond

Building on this ontology, the Philosophy of Belonging develops an ethical framework
centered on the preservation and quality of relational bonds.

This approach differs from dominant ethical paradigms:

e It moves beyond utility maximization, which evaluates actions in terms of
aggregate outcomes.

o It goes beyond intention-based ethics, which focus on the internal motivations of
the agent.

o It extends beyond minimal conceptions of justice based solely on non-interference.

Instead, the central ethical criterion becomes:
the care, stability, and expansion of belonging.
This raises a set of evaluative questions:

e Does a given action strengthen or weaken relational integration?

e Does it include or exclude individuals from meaningful participation?

e Does it recognize the dignity of others or undermine it?

e Does it contribute to open and scalable forms of belonging, or reinforce
exclusionary and conflictive structures?

In this sense, the Ethics of Belonging can be understood as a relational extension of moral
economy traditions (Polanyi, 1944/2001), in which economic arrangements are evaluated in
terms of their social consequences and their capacity to sustain human dignity.

Justice, within this framework, is redefined as justice as belonging. It requires the
construction of institutional conditions that enable individuals to participate in economic
and social life without humiliation, exclusion, or structural disadvantage. This perspective
is consistent with, but also extends, the capability approach (Sen, 1999; Nussbaum, 2000),
by emphasizing that capabilities alone are insufficient unless they are embedded in stable
structures of belonging that allow them to be exercised.

3.3 From Ontology to Economic Implications

The transition from the Philosophy of Belonging to the Economics of Belonging involves a
shift from understanding the nature of the human subject to analyzing the conditions under
which that subject can participate in economic life.



If individuals are fundamentally relational, then economic participation cannot be reduced
to individual preferences and constraints. It depends on the degree to which individuals are
integrated into social and institutional systems that enable them to act as economic agents.

This implies that: economic decisions are also decisions about relational positioning,
institutions determine who is included and excluded, and economic outcomes reflect not
only resource allocation, but also patterns of belonging and exclusion.

4. The Economics of Belonging: A Post-Neoclassical
Framework

The Economics of Belonging extends the ontological and ethical insights developed above
into a framework for analyzing economic systems. Its central premise is that economic life
is not primarily organized around isolated individuals optimizing under constraints, but
around structures of belonging that enable or constrain participation.

Within this framework:

o the economic agent is redefined as a self of belonging,

e institutions are understood as structures that organize inclusion and exclusion,

e and economic outcomes reflect the degree to which participation is broadly
distributed across the population.

This perspective resonates with institutional economics (North, 1990) and sociological
approaches to markets (Granovetter, 1985), but introduces a unifying concept—
belonging—that connects micro-level participation with macro-level outcomes. It
introduces a key analytical shift: participation is not guaranteed by formal access alone;
it depends on effective belonging.

In particular, it provides the conceptual foundation for linking belonging to effective
demand and economic development. If individuals are excluded from stable participation,
their capacity to generate demand, invest, and innovate is structurally limited. Conversely,
when belonging is broadly distributed, economic participation becomes generalized,
enabling the emergence of dynamic and self-sustaining growth processes.

This sets the stage for the analytical framework developed in the following sections, where
belonging is formalized as a determinant of effective demand and, through it, of long-term
economic development.

Economic systems differ not only in their efficiency, but in their capacity to generate
reliable and scalable forms of belonging. These differences shape the structure of
demand, the dynamics of innovation, and the trajectory of long-term growth.



From this standpoint, economic development cannot be reduced to increases in output. It
must be understood as a multidimensional process involving five goals:

Economic growth (productivity and technological change),
Macroeconomic stability,

Income distribution,

Capability distribution (Sen, 1999),

The expansion of individual, social, and global belonging.

M

The inclusion of belonging as a core objective reflects the idea that economic performance
depends on the integration of individuals into stable institutional and social systems.

4.1 Smith and the Economics of Belonging in Dialogue

4.1.1 Deep Continuities

Despite the historical distance between Adam Smith and the Economics of Belonging, there
are important continuities.

Both frameworks reject the notion of a purely self-interested and socially isolated
individual:

e Smith emphasizes sympathy and the impartial spectator (Smith, 1759/2002),
o the Economics of Belonging emphasizes the relational constitution of the self.

Both view economic life as part of a broader project of social coordination and stability,
and both highlight the essential role of institutions in enabling cooperation.

Moreover, both approaches recognize that freedom is inseparable from moral and
institutional frameworks. Economic action is not meaningful outside the structures that
sustain trust, predictability, and participation.

From this perspective, the Economics of Belonging can be understood not as a rejection of

Smith, but as an extension of his project into a more explicitly relational and institutional
framework.

4.1.2 Ruptures and Extensions
At the same time, the Economics of Belonging introduces several important departures.

First, it moves from a morally regulated individual to a fully relational ontology. While
Smith recognizes the social nature of moral judgment, he still begins from the individual.



The Economics of Belonging instead posits that the individual is constituted through
belonging, and that without belonging, agency itself becomes unstable.

Second, it expands the concept of justice. Smith’s notion of justice as non-injury establishes
a minimal condition for social order. The Economics of Belonging redefines justice as the
provision of structural conditions for dignified participation, aligning with broader
concerns about inclusion and inequality (Sen, 1999; Stiglitz, 2012).

Third, it broadens the role of institutions. In Smith, institutions enable market coordination.
In the Economics of Belonging, institutions are responsible for organizing who belongs
and who does not, and therefore determine the structure of economic participation.
Finally, it shifts the focus from national wealth to global belonging, recognizing that

economic processes operate within an interconnected system marked by inequality,
exclusion, and structural asymmetries.

4.1.3 Synthesis
Smith can be interpreted as an early theorist of social coordination among free individuals
under institutional constraints. The Economics of Belonging extends this insight by

identifying belonging as the foundational condition that makes such coordination possible.

This reinterpretation provides the basis for a more general analytical framework linking
belonging, effective demand, and economic development.

5. Belonging, Effective Demand, and Middle-Class
Formation

The central analytical contribution of this paper is to formalize the relationship between
belonging, effective demand, and economic development.

5.1 Belonging as a Determinant of Economic Participation
Let belonging be defined as:
B, = f(Cy 1)

Where:



e (,: participation capacity (education, skills, income access),
e [;: institutional openness (rule of law, inclusion, non-arbitrary governance).

Belonging emerges when individuals are both capable of participating and institutionally
recognized as legitimate participants in economic and social life.

Importantly, the relationship is non-linear. Below a threshold level of belonging, increases

in income or capabilities do not translate into effective participation, as individuals remain
excluded from stable institutional integration.

5.2 Effective Demand as the Economic Expression of Belonging
Effective demand is defined as:
ED,= (Y, = Y5) - N,

Where:

e Y;:income per capita,

e Y,: subsistence threshold,

e N;: population.
However, from the perspective of belonging, this definition is incomplete. Income above
subsistence generates sustained demand only when individuals are structurally integrated
into economic systems.
Thus:

ED = g(B.)

This implies that effective demand is the economic expression of belonging. Belonging
acts as a transmission mechanism between income and effective demand.

This formulation builds on Keynesian and post-Keynesian insights (Keynes, 1936/2007;
Kaldor, 1966; Bhaduri & Marglin, 1990), but introduces a deeper foundation: demand is
critical for long term growth and depends not only on income distribution, but on the
degree of social and institutional integration.

5.3 The Middle Class as Structural Belonging

The middle class is not simply an income category, but a structural condition characterized
by:



o stable institutional inclusion,

e predictable economic participation,
e consumption beyond subsistence,

e political and social integration.

Thus:
MCt ~ Bt{stable}

A broad middle class represents generalized belonging, and functions as the structural
carrier of effective demand.

The mechanism operates through three channels:

1. Market size expansion — a larger base of consumers increases the scale of
economic activity (Murphy et al., 1989).

2. Demand-led innovation — firms respond to stable and expanding demand by
investing and innovating (Kaldor, 1966).

3. Institutional stabilization — a broad middle class supports institutions that sustain
participation and reduce uncertainty (Acemoglu & Robinson, 2012).

5.4 Development as Expansion of Belonging
Economic development can be redefined as:
Development, = h(B;)

This reframes growth as a function of belonging expansion rather than purely capital
accumulation or exogenous technological change.

This perspective complements existing theories of development (Sen, 1999; Rodrik, 2007)
by identifying the mechanism through which inclusion translates into sustained growth: the
expansion of effective demand through socially integrated participation.

5.5 Structural Regimes

Different combinations of participation capacity and institutional openness generate distinct
economic outcomes:

Participation Capacity (C) Institutional Openness (I) Economic Outcome
High High Inclusive Growth
High Low Elite Capture



Participation Capacity (C) Institutional Openness (I) Economic Outcome
Low High Fragile Development
Low Low Stagnation

Sustained development requires movement toward the high—high equilibrium, where
belonging is generalized and effective demand becomes structurally robust.

6. Rethinking Economic Development: A Belonging-
Based Perspective

Standard explanations of economic growth typically emphasize capital accumulation,
technological change, or human capital formation as the primary drivers of development.
While these factors are undoubtedly important, they do not fully explain why some
societies achieve sustained growth while others remain trapped in stagnation or volatility.

From the perspective developed in this paper, the missing variable is belonging—
specifically, the capacity of a society to generate broad, stable, and institutionally grounded
participation.

This perspective allows for a reinterpretation of economic development along three
dimensions.

6.1 Middle-Class Formation and Autonomous Demand

Sustained economic growth requires not only increases in productivity, but the presence of
a sufficiently large and stable base of consumers capable of generating autonomous
effective demand.

Historically, Western economies achieved sustained growth not simply through capital
accumulation, but through the expansion of a broad middle class that:

o generated stable internal demand,
e enabled the scaling of markets,
e supported demand-led technological change.

This aligns with earlier insights on the relationship between income distribution, market
size, and industrialization (Murphy et al., 1989), but extends them by emphasizing that
what matters is not income alone, but institutionally grounded belonging.

Without such belonging, increases in income remain fragmented and do not translate into
sustained demand.



6.2 Institutional Integration and Economic Participation

A second dimension concerns the role of institutions. Inclusive institutions are often
identified as a key determinant of development (North, 1990; Acemoglu & Robinson,
2012). However, the framework proposed here specifies the mechanism through which
institutional inclusion affects economic outcomes.

Institutions contribute to development when they generate reliable forms of belonging—
that is, when individuals can expect:

e non-arbitrary treatment,
o stable access to economic opportunities,
o enforceable rights and obligations.

In the absence of such conditions, participation becomes uncertain and fragmented, limiting
the capacity of individuals to engage in long-term economic activity.

Thus, institutional quality must be evaluated not only in terms of formal rules, but in terms
of its ability to sustain credible and durable participation.

6.3 Reinterpreting Development Failures
This framework also provides a reinterpretation of development failures.

The experience of centrally planned economies, such as the Soviet Union, can be
understood as a case in which centralized coordination limited the role of decentralized
effective demand. While such systems were capable of mobilizing resources for
industrialization, they struggled to generate adaptive and innovation-driven growth, in part
because economic decisions were not grounded in the preferences of a broadly integrated
population.

Similarly, many developing economies face persistent growth constraints not because of a
lack of resources, but because of structural deficits in belonging, including:

o large informal sectors,

o limited institutional inclusion,

e high inequality,

o fragmented or unstable middle classes.

o persistence of obsolete technologies resulting from limited structural integration
into the global economy



These conditions correspond to the low-belonging equilibria identified in Section 5, where
effective demand remains weak and economic dynamics are unable to sustain long-term
growth.

This interpretation complements existing development theories (Rodrik, 2007; Sen, 1999)
by identifying belonging as the underlying variable that links inclusion to economic
performance.

7. Conclusion

This paper has argued that Adam Smith’s moral philosophy and political economy can be
reconstructed as an early theory of social coordination grounded in moral sentiments and
institutional structures. It has further shown that this framework can be extended through
the Philosophy and Economics of Belonging, which places relational integration at the
center of economic analysis.

The central contribution of the paper is to establish a structural link between belonging,
effective demand, and economic development. By conceptualizing effective demand as the
economic expression of belonging and the middle class as its structural carrier, the paper
provides a unified framework that connects ethics, institutions, and macroeconomic
dynamics.

This perspective has several implications.

First, it suggests that economic performance cannot be fully understood without
considering the degree to which individuals are integrated into stable social and
institutional global systems. Growth is not only a function of resources or technology, but
of participation.

Second, it reframes the role of institutions. Institutions are not merely constraints on
behavior or facilitators of exchange; they are the primary mechanisms through which
belonging is organized, sustained, or denied.

Third, it highlights the centrality of middle-class formation as a structural condition for
sustained development. A broad and stable middle class enables the emergence of
autonomous effective demand, supports institutional stability, and facilitates innovation.

More broadly, the paper contributes to the literature on moral economy by proposing that
economic systems should be evaluated not only in terms of efficiency, but in terms of their
capacity to generate inclusive and durable forms of belonging.

The fundamental policy implication follows directly:

Economic development requires the construction of institutions that generate reliable,
inclusive, and scalable forms of global belonging.



In an increasingly interconnected and unequal world, the challenge is not merely to increase
output, but to ensure that individuals can participate meaningfully in economic and social
global life. Without such participation, economic systems remain fragile, fragmented,
isolated and ultimately unsustainable.
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