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ABSTRACT
The Eclipse of Institutionalism? An Investigation into the Formation of Consensus
Around Neoclassical Economics in the 1950s
Julie Ragatz Norton
Temple University, 2019
Doctoral Advisory Committee Chair: Dr. Miriam Solomon

As the discipline of economics professionalized during the interwar period, two
schools of thought emerged: institutionalism and neoclassical economics. By 1954, after
the publication of Arrow and Debreu’s landmark article on general equilibrium theory,
consensus formed around neoclassical economics. This outcome was significantly
influenced by trends in the philosophy of science, notably the transformation from the
logical empiricism of the Vienna Circle to an ‘Americanized’ version of logical
empiricism that was dominant through the 1950s. This version of logical empiricism
provided a powerful ally to neoclassical economics by affirming its philosophical and
methodological commitments as examples of “good science”.
This dissertation explores this process of consensus formation by considering
whether consensus would be judged normatively appropriate from the perspective of
three distinct approaches to the philosophy of science; Carl Hempel’s logical empiricism,
Thomas Kuhn’s account of theory change and Helen Longino’s critical contextual
empiricism. The conclusion is that there is no ‘consensus on consensus’. Longino’s
approach reveals the ways in which alignments between mid-century philosophy of
science and neoclassical economics mask the normative commitments implicit in both
disciplines. Moreover, Longino’s alternative set of theoretical virtues reveal how
questioning the standards of “good science” yields very different conclusions about both
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the scientific credentials and viability of institutional economics. My conclusion is that a
pluralistic approach to the philosophy of science is essential to fully understanding the
case study of mid-century economics.
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CHAPTER 1. WHY THE FATE OF INSTITUTIONALISM STILL MATTERS
It is reasonable to ask how an examination of the state of American economics
during the interwar period is a topic worthy of consideration in 2019. A ready response
is that a search for answers as to the causes of the 2008 financial crisis leads, almost
inevitably, to a consideration of the economic theory in ascendance leading up to the time
of the crisis. In this context, the exchange between Representative Henry Waxman and
Alan Greenspan, known as the ‘maestro’ for his masterful direction of the Federal
Reserve over his 19-year tenure, during Congressional hearings regarding the causes of
the financial crisis in October 2008 is particularly illuminative:1

HENRY WAXMAN: The question I have for you is, you had an ideology,
you had a belief that free, competitive — and this is your statement — “I
do have an ideology. My judgment is that free, competitive markets are by
far the unrivaled way to organize economies. We’ve tried regulation. None
meaningfully worked.” That was your quote.
You had the authority to prevent irresponsible lending practices that led to
the subprime mortgage crisis. You were advised to do so by many others.
And now our whole economy is paying its price.
Do you feel that your ideology pushed you to make decisions that you
wish you had not made?
ALAN GREENSPAN: Well, remember that what an ideology is, is a
conceptual framework with the way people deal with reality. Everyone has
one. You have to — to exist, you need an ideology. The question is
whether it is accurate or not.
And what I’m saying to you is, yes, I found a flaw. I don’t know how
significant or permanent it is, but I’ve been very distressed by that fact.
REP. HENRY WAXMAN: You found a flaw in the reality…

1

http://www.pbs.org/newshour/bb/business-july-dec08-crisishearing_10-23/
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ALAN GREENSPAN: Flaw in the model that I perceived is the critical
functioning structure that defines how the world works, so to speak.
REP. HENRY WAXMAN: In other words, you found that your view of
the world, your ideology, was not right, it was not working?
ALAN GREENSPAN: That is — precisely. No, that’s precisely the reason
I was shocked, because I had been going for 40 years or more with very
considerable evidence that it was working exceptionally well.
According to neoclassical economic theory, the decline of the housing market, the
seizure of the credit markets and the mispricing of risk should never have happened at all.
The Efficient Market Hypothesis, one of the guiding principles of modern finance, states
that the prices of assets reflect available information. Information (also referred to in the
literature as ‘news’) is incorporated into prices completely and quickly. Prices change
only in response to ‘news’. ‘News’ is defined as information that affects the fundamental
value of the asset. Since the market can distinguish between information and ‘noninformation’ there is no such thing as ‘market bubbles’. As financial journalist Justin Fox
(2011) states, “Financial markets knew best. They moved capital from those who had it to
those who needed it. They spread risk. They gathered and dispersed information. They
regulated global economic affairs with a swiftness and decisiveness that governments
could not match.” (xii)
That the events leading to the financial crisis were a theoretical impossibility was
cold comfort to the people throughout the world who suffered, and continue to suffer,
from the effects of the financial crisis. However, for many economists, the financial
crisis of 2008 led to questioning of the assumptions of neoclassical economics and the
free market policy recommendations that emerged from it. While advocates of the
efficient market hypothesis may object that economists are not capable of producing such
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predictions, others believed that a discipline incapable of identifying market ‘bubbles’
and thus mitigating their devastating consequences at least warranted another look. To
understand the neoclassical theory of economics that serves as the foundation of modern
financial theory, it is fruitful to trace it back to its beginnings. We can find the answer to
the question, ‘how did we come to believe what we believe about economics?’ by
looking at the discipline during and immediately after the interwar period when
consensus formed around neoclassical economics.
The question, ‘how did we come to believe what we believe about economics?’
originally motivated this dissertation. As I began to do the research into the history of
economics, I discovered that there were a variety of economic theories during the
interwar period. The more that I read, the more my question broadened from ‘how did we
come to believe what we believe about economics?’ to ‘what could have been the
alternative to what we believe about economics?’ The institutionalist school of thought
offered a viable alternative to the neoclassical school. My question changed a final time
to ‘why did consensus form around neoclassical economics at the time period that it did?’
It is this question that is the subject of this dissertation.
Looking at the contest between neoclassical and institutional economics also
informs our understanding of the challenges, namely from feminist economics and
behavioral economics, that have emerged to contest the dominance of the neoclassical
paradigm in recent decades. As we will see, institutionalist economics anticipated many
of the objections made by the so-called ‘heterodox’ economists today. It is really a case
of ‘what is old is new again’.
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However, the competition between institutionalists and the neoclassical schools
was, at its heart, a debate about the nature and definition of science, particularly as it
applied to the social sciences. By 1954, the end of the period I will examine, it is clear
that economics will model itself after the hardest of the hard sciences, physics. This
decision structured the activity of the discipline until the present day. Since many
perceive economics to be a bridge between the natural and the social sciences, an
examination of the field of economics in the early to mid-20th century provides an
opportunity to gain additional insight into some of the disputes between natural and
social sciences. I will also have a partial perspective into the larger intellectual debates
that led to scientists emphasizing the ideal of ‘pure science’ as opposed to ‘applied
science’ that were occurring around the same time.
In this dissertation, I will consider the emergence of the neoclassical paradigm as
the dominant economic paradigm after the Second World War. Specifically, I will focus
on the period from 1917-1954. I will argue that consensus around the neoclassical
approach to economics occurred shortly after the publication of Arrow and Debreu’s
1954 article on general equilibrium theory.2 Specifically, I argue that publication of this
article was the ‘tipping point’ at which the discipline coalesced around the neoclassical
paradigm, a process that occurred rapidly from that point.
That the publication of Arrow and Debreu’s groundbreaking article on general
equilibrium theory represents the formation of consensus is not a controversial statement.

2

I would be remiss if I did not acknowledge that many economists, including Roy Weintraub whose work
with Till Düppe (2014) will be widely cited in this work, believe that the failure to fully recognize the
contributions of Lionel McKenzie to general equilibrium theory constitutes a significant injustice. I agree
with this assessment. The exclusion of McKenzie’s work provides an interesting (if disheartening)
example of how the process of assigning credit for academic work can be influenced by a variety of factors.
I do not have time to more fully address this issue, but I would point to Weintraub and Düppe’s work as a
good place to start.
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However, the more interesting question is whether this consensus was normatively
appropriate at the time that it occurred. Even if we want to make an argument that there
were good reasons eventually for consensus to form on the neoclassical school, it may be
that those reasons were not fully realized in 1954. The consideration of the normative
question moves this dissertation from a work in the history of economics to a work in the
philosophy of social science.
To address this question, I will look at the work of three philosophers of science;
Carl Hempel, Thomas Kuhn and Helen Longino. Each of these thinkers offers a unique
perspective on how to explain the formation of consensus and in the case of Hempel and
Longino, how to determine whether consensus is appropriate. While the works of Hempel
and Kuhn have been applied by others working within the philosophy of economics, the
work of Helen Longino has not been considered. I will argue that Longino’s approach
represents an advance over the frameworks provided by both Hempel and Kuhn.
Moreover, I will argue that Longino’s theory of critical contextual empiricism provides a
new set of tools through which to view the state of economics during the period in
question.
To anticipate the conclusions of the final chapter, there is ‘no consensus on
consensus’. That is, application of the schemas articulated by each of the philosophers
yield different results. This is a valuable finding. As many commentators have noted, the
history of economics is often presented as a triumphalist march from classical to
neoclassical theory, with the implicit (and sometimes explicit) idea that schools of
thought achieved dominance because they were simply better (i.e. more in accordance
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with the truth about things) than their opponents. The fact that the application of three
philosophies of science yields different conclusions should perhaps give these historians
of economics pause.
While I could have chosen to concentrate exclusively on the analysis of one
philosopher of science, an advantage of the chosen approach is that it enables a
comparison of the strengths and weaknesses of each philosophical schema. It also reveals
each philosopher’s assumptions about the nature and practice of science. Finally, this
project provides a test of sorts for these philosophers. Most philosophy of science is
written with an emphasis on the natural sciences. It is usually not written to be applied to
the social sciences. By taking this approach, I can show how each schema fares when
applied to a case from the social sciences. Again, to anticipate the conclusion a bit, I find
that they fare quite well, which may go some way towards undermining the vaunted
differences between the natural and the social sciences.
A project of this nature is challenging because of its very scope. The first issue
was how to present the ‘institutionalist’ and ‘neoclassical’ schools. I decided that the
best way to do that is to select three representative economists from each school and,
after a brief introduction, consider their work on a particular issue. To represent the
institutionalist position, I selected Wesley Mitchell (business cycles), Walton Hamilton
(the price system) and John Commons (the law governing price formation in the steel
market). To represent the neoclassical position, I selected Harold Hotelling (demand
functions), Paul Samuelson (revealed preference theory) and Kenneth Arrow (his work
with Gerard Debreu on general equilibrium theory).
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There are both benefits and challenges to the approach that I have selected. In
terms of the benefits, I believe that there is an advantage to examining closely how the
economists actually reasoned about a particular issue that they found relevant. The
alternative, adopted by Yonay (1998), is to look exclusively at what these economists
said about the practice of economics. We will look at these economists’ statements about
the practice of economics, especially comments about the nature and function of
economic methodology. But to understand how they did science, I believe it is helpful to
look at examples.
This approach has the advantage of drawing attention, in a natural way, to the
differences between the neoclassical and institutionalist approach. It also reminds us
these approaches are not monoliths and their practitioners are not homogenous.
Considering the work of six different economists, whose work spans the period in
question, reveals the differences within each of the schools. Scientists work within a
school and manipulate the tools and resources the school provides. Schools of thoughts
are living things, and their application can be a messy business. This approach also has
the advantage of highlighting different aspects of the schools that I believe are important
and relevant. For example, looking at three different institutional economists brings home
the methodological pluralism that defined the institutional approach to economics.
Once I made the decision to look at six examples of economic practice, the
natural question was whose work should be the focus? Undoubtedly, it is possible to
make good arguments for other choices. I could have considered additional thinkers, but
I do believe that it is possible to make a strong case for the inclusion of each of the
economists that I selected, and I will do so in the introduction to the different Parts.
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Another disadvantage is that by highlighting the work of only three representative
economists, it is possible that readers will not get a comprehensive picture of the two
schools (or even worse, will take away a misrepresentative picture). This is a serious
concern and I have attempted to remedy it by presenting what I refer to as a
‘philosophical introduction’ to each of the two schools. In this section, I will describe
what I believe to be the most important components of the two schools under
consideration. I think that the inclusion of this material should mitigate the concerns
occasioned by focusing on the work of too few economists. The outline of the
dissertation is as follows:
Chapter 2 provides important historical background to the state of American
economics immediately before the period under investigation, with particular attention
paid to the Marginalist (also referred to as Early Neoclassical Economics) and the
German Historical School. Looking at the world inherited by Institutionalist and
Neoclassical Economists provides context for understanding how each of the schools
developed.
Chapter 3 provides a ‘philosophical introduction’ to Institutionalism. In this
chapter I will consider how institutionalists were deeply influenced by the American
pragmatist tradition in philosophy, particularly the work of John Dewey. I will also
establish a framework for understanding the philosophical and methodological
commitments of Institutionalist economists.
Chapter 4 contains the Institutionalist ‘case studies’ and reviews the work of three
prominent Institutionalist economists; Wesley Mitchell, Walton Hamilton and John
Commons.
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Chapter 5 provides a ‘philosophical introduction’ to neoclassical economics. In
this Chapter, I will also consider the state of the philosophy of science during the interwar
period, with a particular focus on the social and political interests that may have
influenced the emergence of an ‘Americanized’ version of logical empiricism as the
dominant school within the philosophy of science. I will also consider the connections
between logical empiricism and neoclassical economics. Finally, I will establish a
framework for understanding the philosophical and methodological commitments of
Institutionalist economists.
Chapter 6 contains the Neoclassical ‘case studies’ and reviews the work of three
prominent neoclassical economists: Harold Hotelling, Paul Samuelson and Kenneth
Arrow.
Chapter 7, 8 and 9 each focus on applying the work of a philosopher of science to
the case studies of economics during and immediately after the interwar period. Chapter 7
focuses on the work of Carl Hempel, Chapter 8 considers the work of Thomas Kuhn and
Chapter 9 examines the work of Helen Longino.
Chapter 10 considers the conclusion that there is a ‘lack of consensus on
consensus’ and explores some of the contemporary challenges facing neoclassical
economics.
It is worth noting that my training is in the field of philosophy and I approach the
questions raised in this dissertation through this lens. I believe that this orientation
provides me with both an opportunity and a challenge. I will address the challenge first.
Having not been trained as an economist I was extremely fortunate to be placed under
tutelage of a philosophically oriented mathematical economist, who patiently guided me
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through years of economic history as well as provided insights into the fundamental
concepts of neoclassical economics. Despite his efforts, my lack of formal training in the
field of economics is a limitation. Undoubtedly, a better economist would have been able
to explain the work of the economists featured in the case studies in a clearer and more
concise manner. If a measure of expertise is the ability to translate the complex into the
simple, I am not an expert. The result is there are certain parts of this dissertation,
particularly Chapter 6, which non-economists may find challenging. It is likely that I do
a better job of introducing economists to certain concepts in philosophy given my
education and background as a teacher. I do believe, however, that it is possible to
follow general line of my argument without a background in economics, although one
would likely help.
It is interesting to observe that most non-economists will likely find the case
studies of the institutional economists, which are found in Chapter 4, easier to understand
than the work of the neoclassical economists. This is an important observation. Part of the
story of how economics evolved during and shortly after the interwar period is that
discourse about economics became limited to a select group of individuals who had
advanced mathematical training. Economic theory, beyond the most basic concepts, was
generally incomprehensible to the rest of us. In this way, economics became analogous
to physics, whose practitioners often require significant levels of mathematical training to
become masters of the subject. However, the important piece is that as the driving
questions of economics shifted the requirements necessary to be a practicing economist
shifted as well. In other words, economics came to be defined in such a way that certain
skills were required when this was not previously the case. Tracing some of the reasons
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why economics was defined in the way it ultimately came to be defined is a central task
of this dissertation.
However, despite the challenges my limitations create, I do think this dissertation
provides an interesting opportunity for a new approach. Interdisciplinary work can be
messy, but it can be worthwhile for the new insights it can provide. I hope to provide a
new way of thinking about this important period of economics. While many eminent
economic historians have spent much time and labor excavating the history of the
institutionalist movement and while many other philosophers of economics have done a
masterful job at applying the tools provided by the philosophy to science to their own
field, there seemed to be a gap in which these tools were applied to a particular period
under investigation. I hope to use the tools of the philosophy of science to shed light on
what was truly a fascinating period in the history of economics.
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CHAPTER 2: ANTECEDENTS TO INSTITUTIONAL AND NEOCLASSICAL
ECONOMICS
The institutionalist and neoclassical schools were both formed in the
tumultuous period from 1865-1917. This period concluded with the establishment
of economics as a distinct profession and an independent academic discipline.3 It
is valuable to review the history of economics during this period for several
reasons. The first is this period saw the formation of a distinctly American-style
of economics. The scholars and activists who would become the first American
economists responded to the demise of the classical school of political economy
in ways that distinguished them from their European peers. These first
economists trained several of the individuals who are the subject of the case
studies in Chapter 4 and Chapter 6.
The second reason is that this period witnessed the arrival of the
professional economist in a form that would be recognizable by 21st century
standards. Specifically, at issue was the question of whether partisan advocacy
was compatible with the status of a ‘serious’ scientist. In the later part of the 19th
century, it was expected that the work of economists and other social scientists
was motivated by moral and political commitments. Moreover, it was
unexceptional for scientists to express these commitments in public forums.

3

Mary Furner (1975) offers the following definition of professionalization in her history of American
economics. Professionalization is “the process by which a group of people moves toward acquiring the
attributes of a profession: a unique social mission, a systematized body of knowledge that provides the
basis for practice and becomes increasingly esoteric, authority to perform a vital social function which is
recognized and sanctioned either legally or informally by the community, a code of ethics to govern
behavior towards colleagues and clients, and a unique professional culture.” (Furner f. 2, 3)
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Neither these commitments nor their expression diminished the legitimacy of
social scientists nor their perceived capacity for credible scientific work. However, public
toleration of openly expressed moral and political commitments was seriously challenged
by the beginning of the 20th century. By 1917, a rough consensus emerged regarding the
amounts of social activism that the profession would tolerate, which was much more
limited than had previously been the case. The debate over the role of advocacy in a
‘respectable’ science continued through the interwar period which, as we will see, was
ultimately resolved in a manner damaging to the institutionalist school of economics.

Common Antecedents
Before I discuss the emergence of American economics, it is necessary to begin
with a brief discussion of the classical school of economics (1750-1870), which provided
the context against which the first generation of economists reacted. The school’s most
well-known contributors were Adam Smith, David Ricardo and John Stuart Mill,
although it is possible to include Jean-Baptiste Say and Thomas Malthus as well. It was
the perceived inadequacies of the classical school that led a new generation of economists
to challenge its core assumptions and advocate for their replacement.
Michel De Vroey (1975) identifies several distinguishing features of classical
economics. Classical economists took social groups as the unit of analysis, rather than
institutions, in the manner of the institutional school, or individuals, in the manner of
neoclassical economists. This focus on social groups, which stratified society into various
socio-economic classes, led to the fact that the central question of classical economics
was the accumulation and distribution of capital between these groups. Increases in
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capital were believed to be the main cause of an accumulation of wealth. Capital was
defined broadly; and included raw materials, labor and machinery. Classical economics
determined the value of a commodity by calculating its production costs, namely, the
costs of the resources that went into producing it. As George Shackle notes, “The cost-ofproduction theory of value was a direct appeal to technics, for it regarded the physical
character of the valued objects as dominating and almost exclusively relevant. If they
were buried deep in the rocks, necessarily they were valuable, since so much labor was
required to get them out. It was not thought necessary to add that they were valuable if in
fact they were got out, since then someone would have actually given much labor to
acquire them and must have thought the effort worthwhile.” (590), Classical economists
are distinguished by their emphasis on the ‘naturalness’ of both the economy and the
people who inhabited it. This naturalness included a holistic conception of human nature
that allowed for deviations from rationality. As Margaret Schabas (2005) observes:
Classical economists took the economy to be a natural entity and saw
homo economicus as a creature of animal passions and instincts bent on
outcomes such as excess population and the dreaded stationary state that
were at odds with the dictates of reason. Subsequent economists, such as
Mill and the early neoclassicists, took man out of nature. The economy
was seen to be result of rational agency and, thus, no longer directly
governed by natural forces. (150)
Importantly, classical economists viewed their discipline as an applied science,
the primary purpose being to use knowledge to assist policy makers. George Stigler
(1972) states, “The academic economist shares the general tastes of academicians, and
they differ in important respects from those of the journalists, politicians, bureaucrats and
men of affairs who constituted the vast majority of economists in the earlier period. In the
pre-academic period, the dominant purpose was to understand and to influence public
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policy and fact-gathering and theorizing were both directed to the implementation of the
primary purpose.” (578)
The demise of the classical school of economics led to challenges by two distinct
groups of economists working both in Great Britain and in continental Europe. These
challenges formed the groundwork for both German historical and marginalist school of
economics, which were influential in the development of the institutionalist school and
the neoclassical school, respectively. Moreover, the debate between proponents of the
German historical and the marginalist school, referred to as the methodenstreit, was
remarkably similar to the later debate between the institutionalists and neoclassical
economists that will form the substance of this dissertation. 4

The German Historical School and the Marginalist School of Economics
The German Historical School of Economics
Both the institutionalist and the neoclassical school developed partially in
response to the German historical program, as it was represented in the work of this first
generation of professional American economists. The neoclassical school rejected the
emphasis on the inductive, historical, and interdisciplinary approach of the German
school and developed its program, as I will show in Chapter 5, in an entirely different
direction. The institutionalist school, on the other hand, embraced the German emphasis

As Marek Louzek (2011) observes the “Methodenstreit” was one of the most significant methodological
disputes in the history of economics. The debate centered on the divergent views of Carl Menger and
Gustav Schmoller (both of whose work we will discuss in more detail later in this Chapter). As Louzek
notes, the “methodenstreit” asks the question, “Should an economic theory be built abstractly, deductively
and hypothetically, regardless of empirical reality; or is economics condemned to be restricted to the dry
collection of empirical facts and their compilation into dull statistics? Does exact knowledge mean getting
rid of all empirical evidence, or conversely, making a radical move towards empiricism? Is methodological
individualism, as opposed to methodological collectivism, indispensable for economics or vice versa?”
(439)
4
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on the importance of institutions, the need for a practically oriented economics capable of
offering policy prescriptions, and a more nuanced conception of human nature. However,
institutionalists ultimately rejected the moralistic overtones of both the German historical
school and its American interpreters.
Economists from the German historical school were the first to systematically
react against the classical school. These economists argued that the classical approach
was unrealistic, and more importantly, that it failed to provide answers to the pressing
social and economic challenges (Betz 1988). Members of the German historical school
rejected the idea that systems of political economy should be composed of universal,
natural laws. Instead, most agreed that any generalizations about economic behavior were
contingent upon the historical, social and institutional context. The study of economics
was the study of this context, which required an interdisciplinary approach that drew on
the resources of political science, psychology, and sociology. Economic generalizations
could not have the status of laws and instead were contingent and derived inductively
from empirical data. The knowledge of economics was to be built from the ground-up
with a focus on the study of laws and customs through the collection of data. Policy
recommendations would need to be tailored to respond to the unique circumstances of
each society.
While the classical economists allowed for a conception of human nature that
encompassed emotions and passions, members of the German historical school took a
more nuanced approach that viewed people as influenced by their relationships, passions
and environment. As T.E. Cliffe Leslie states, “Man, in the eyes of the historical or
realistic school, is not merely an ‘exchanging animal’…with a single unvarying interest,
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removed from all the real conditions of time and place—a personification of an
abstraction; he is the actual…human being…history and surrounding conditions have
made him, with all his wants, passions, and infirmities” (quoted in Dorfman, 1955, 19).
This focus on the role of the environment in shaping individual decisions distinguished
members of the German historical school from classical economists. Members of the
German historical school also emphasized the dynamism of human behavior. Individual
behavior was not static and predictable but are influenced by numerous historically
contingent factors and constantly evolving.
At the heart of German objections to classical political economy was the belief
that the free market system did not promote the greatest social good. It was appropriate,
and even necessary, to dismiss it on these grounds and seek a more palatable alternative.
Most members of the German historical school believed that state intervention was
necessary to achieve desired social aims that could not easily be achieved through
voluntary individual effort (Senn 2005). It was this embrace of state intervention derisive
nickname given to members of the historical school by their opponents, the ‘socialists of
the chair’ (Dorfman 1955).
Not surprisingly, the program of the German historical school provoked a strongly
negative reaction from defenders of the classical framework. The principal objection was
that the German historical school was devoid of theory and simply a compilation of facts.
Commentators criticized members of the German school for failing to achieve their own
objectives of establishing even tentative economic generalizations based on empirical
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research. Instead, critics argued, they never moved past the morass of data they collected.
Even more seriously, critics alleged that they lacked the conceptual tools to recognize the
biases that drove their normative policy recommendations.5
Perhaps eager to distinguish themselves from the discredited German historical
school, with its socialist overtones and sanctioning of large-scale government
intervention, later institutional economists echoed this line of criticism. The consensus of
economic historians is that the German school did not reorient the method of economics
in the way it had hoped. However, some commentators argue that the criticism from the
German historical school played an important role in clarifying the ideas of their
opponents. Moreover, these commentators believe that some of the methodologies of the
German school were ultimately adopted by later economists, including the
institutionalists. (Pearson 2008). The German economists were not the only group
criticizing classical economics. Another challenge to classical economics, which would
prove both more significant and impactful, came from a group of economists who
became known as the marginalist school.

5

As we will see, this objection is frequently made against the institutionalist school as well. Mark Blaug,
the economic historian, claims that the methodology of the institutionalist school does not amount to more
than storytelling. “Storytelling uses colligation, the binding together of facts, low-level generalisations,
high-level theories, and value judgments in a coherent narrative, connected by a glue of an implicit set of
beliefs and attitudes that the author shares with the readers. Storytelling lacks rigor, lacks a definite logical
structure, and is too easy to verify and virtually impossible to falsify.”
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The ‘Marginalist Revolution’6
There has been much ink spilled on whether the emergence of three thinkers,
William Stanley Jevons (1835-1882), Léon Walras (1834-1910) and Carl Menger (18401921) who, working independently articulated the concept of marginal utility7,
constituted a revolution or can even be considered a novel development.8 However, no
one disputes the impact that the introduction of marginal utility had on the field of
economics. As Roger Backhouse (2008) argues, “This change, it is argued,
revolutionized economics by laying the foundations on which modern economic theory is

As Mark Blaug (1997) observes, “The ‘marginal revolution’, like the Industrial Revolution, went
unrecognized by those who lived through it…Most histories of economic thought published between the
years 1870 and 1890 did not even mention marginal utility and no complete account of the theory appeared
in any history of economic thought until after the turn of the century. Here was a revolution that was not
generally admitted having taken place until more than a generation after the event.” (289)
6

7

Marginal utility is defined the benefit gained from one additional unit of a product or service. The law of
diminishing marginal utility stipulates that as individuals consume additional units of a product or service,
the marginal utility they derive from such consumption decreases.
8

The works associated with the marginal revolution are the following: Jevons (1871) Theory of Political
Economy; Menger (1871) Grundsӓtze der Volkswirtschaftslehre and Walras (1874) Eléments d’Economie
Politique Pure. It is important to note that commentators have identified that these thinkers were not
homogenous in their approach. As Emil Kauder (1965) points out, the differences were predominantly
between Walras/Jevons and Menger. Specifically, Kauder notes that while Walras and Jevons viewed
focused on the applied goals of economics, Menger believed that economics was a pure science with the
pursuit of knowledge being valuable itself. While Walras and Jevons believed that mathematics is
particularly useful for solving economic problems, Menger believed that mathematics was unhelpful since
the task of economics is to investigate, “the essence of value, rent, profit, division of labor, bimetallism,
etc” rather than to consider the interdependence of economic phenomena. Finally, Menger’s adoption of the
Aristotelian model of causality, in which the purpose of an action and its cause were the same, made it
impossible for his to accept the Walras/Jevons contention that the laws of exchange can be expressed in the
form of mathematical equations. For Menger, equations could only arbitrary statements and not exact laws”
(91). As Winch (1972) argues, “Not only was Menger dubious about the use of mathematics in economic
theory – a topic on which Jevons and Walras were enthusiasts- but his fundamental dichotomy between
theoretical and historical-cum-statistical sciences allowed no bridge to be built between them. There was no
question of the a priori deductions of pure theory being verified by a posteriori inductive methods.” (330).
Roger Backhouse (2008), also noting the heterogeneity of the founders of the ‘marginalist revolution’
points out that there was significant daylight between Jevons and Walras as well. “Walras, closer to French
rationalism, saw his general equilibrium equations as an abstract system that could solve the same problem
that was solved in the real world. Jevons focused on mechanical analogies and the notion that the same
methods could be applied to physical and social sciences. The contrast was even more marked in their
applied work, where Jevons was a pioneer in the use of statistics but Walras was not.” (2)
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built. Its many dimensions – viewing behavior as optimization, using utility to describe
individual behavior, focusing on individual agents, the use of mathematics attest to its
importance.” (1)
The introduction of marginal utility shifted the problem of economics to the study
of the relationship between given ends and given scarce means that have alternative uses
(Blaug 2008). The driving idea is that economic welfare depends on efficient resource
allocation rather than capital accumulation and population growth. The introduction of
marginal utility was the first step in making economics a mathematical science since it
required its practitioners to become familiar with calculus. As Jevons wrote, “I contend
that all economic writers must be mathematical as far as they are scientific at all, because
they treat of economic quantities, and all quantities and all relations of quantities come
within the scope of mathematics.” (cited in Peart, 1996, 97)
Donald Winch (1972) argues that the elevation of marginal utility both extended
and narrowed the boundaries of economics. In the marginalist approach, it was
individuals, rather than social classes, which constituted the units of analysis.
Marginalists believed that it was the individual’s

preferences that determined the value

of a commodity, scuttling the production-based conception of value embraced by the
classical economists. This move expanded the boundaries of the economic science by
enabling the identification of what Winch (1972) terms the “universal laws of human
choice”, from which the choices of individuals could be derived.
However, this bracketing of the question of how wealth is produced and
distributed was the first step towards defining the discipline of economics as the study of
abstract relations. As Shackle (1972) notes, the difference between classical economics

20

and the marginalist economists, “was the difference between an economics of things and
an economics of thoughts” (589). In addition to a push towards abstraction, for Schabas
(2005), the marginalist revolution signified the completion of the process through which
the discipline of economics was divorced from history. If individual decision-making was
based, and always had been based, on the existing of universal laws, derived from the
marginal utility concept, then the study of the impact of social, political and historical
sources was irrelevant.
Commentators have debated the reasons why the introduction of marginal utility
played such a pivotal role in the direction of the development of the field of economics.
One interpretation is that the development of marginalism contributed to professional
progress. Donald Winch argues that in the marginalist approach, “Prescientific vestiges
and survivals were purged; economists became more self-conscious about maintaining
the distinction between improvements in their analytical tools and more effective
solutions to social problems. In this way, therefore, marginalism both reflected and
contributed to the process of professionalization and internationalization of economics as
an organized discipline which took place after 1870” (326).
Another interpretation is that marginalism developed as a sort of apologia the
capitalist system. Ronald Meek (1972) presents this criticism:
There is the question of whether the new theories did in fact encourage
economists to gloss over important aspects of capitalist reality. In a certain
sense, there is no doubt that they did. Leaving aside their general
abstraction from socio-economic production relations, which the
marginalists expressly or implicitly claimed to be irrelevant to the central
economic problem, the fact remains that during the period dominated by
the marginalists there was a tendency to remove from the agenda, or at any
rate to relegate to a low position on it, certain important problems –
notably those of development and the underemployment of resources, and
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(to a lesser extent) monopoly – which were of great practical importance
by any standards… (504)

Other historians, as Joseph Persky (2000) observe that the marginalist school was
hardly the only school within American economic thought and points that the many
marginalists adopted a pluralist approach. An example is provided by the work of J.M
Clark, who was perhaps the most well-known American marginalist. Clark (1936)
described the marginal method as, “perhaps the greatest single tool of economic analysis”
(3) and believed that it was a useful supplement to other currently used empirical and
statistical methodologies. However, Clark remained deeply committed a methodological
pluralism. He states:
What is needed is a readiness to use accepted theories, and the methods by
which they were derived as tools of analysis, with a clear eye for the
limitations of their applicability to the specific conditions of the problem
in hand, and a readiness to make the theories over, if need be, on a basis of
changed assumptions. In short, what is needed is thinking which is free,
but disciplined. A few of us are like soldiers going through the manual of
arms in the face of the enemy, more of us are throwing away our guns
because we see no use in the manual. Neither of these is the way to win
battles. (8)
It is important to note that none of these developments in the discipline of
economics took place in a vacuum. In order to place them into context, it is
necessary to look at the political, cultural and social landscape that contributed
to a uniquely American style of economics. It is to this task that I now turn.

The American Experience: The Political, Cultural and Social Landscape from 18651917
American economics developed in response to the unique characteristics of the
social and political landscape of the United States immediately after the Civil War.
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Scholars describe the American population after the Civil War, at least its white, nativeborn citizens, as optimistic, religious, anti-intellectual, individualistic and skeptical of
authority (Bateman 2005). In this climate, the ideology of laissez-faire, the belief that
markets should be left to operate without government interference, gained popularity.
Confidence in laissez-faire did not follow as an implication derived from a fully
formed economic theory, but rather as an expression of cultural mores and norms.
William Graham Sumner, a professor of sociology at Yale University, was perhaps the
most well-known advocate of this ideology. Sumner’s Social Darwinism and
promulgations about the evils of government intervention captured the imagination of a
public that was certain that continued national growth was assured only through the hard
work and ingenuity of their fellow citizens (Hofstadter 1959).
Social Darwinists interpreted economic competition as analogical to the natural
selection of fitter animals. The mechanisms of social selection would ensure that ‘fitter’
men would flourish and propagate by passing their wealth down to their children.
Policies aimed at social reform through wealth transfer would hinder the progress of
society by artificially maintaining its weakest members. For society to reach its potential,
it was necessary to relinquish these outmoded ideas. While Sumner viewed himself as an
objective scientist in the business of administering unpleasant, but necessary, truths, his
writings had striking moral undertones. Human progress is moral progress and moral
progress is largely the accumulation of economic virtues. “Let every man be sober,
industrious, prudent and wise and bring up his children to be so likewise, and poverty
will be abolished in a few generations” (cited in Hofstadter 61).
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General beliefs about the economy were based on similar moral foundations. As
late as 1876, Charles Dunbar, a future president of the American Economic Association
argued, “…the United States has, thus far done nothing towards developing the theory of
political economy” (cited in Coats, 1960, p. 561). Economics was taught in the nascent
American universities, although usually part of a ‘capstone’ class for graduating seniors
and was positioned as a branch of moral philosophy. The best-selling economics textbook
of the early 19th century, Elements of Political Economy, was written by Reverend
Francis Wayland. Wayland was a Baptist minister as well as the President of the Baptist
affiliated Brown University, and his text contained comfortable moral truths about the
value of hard work, personal responsibility and the problems caused by government
interference.
These familiar verities proved inadequate to account for the economic
environment after the Civil War. This environment was characterized by a downgrading
of opportunities for many Americans, as well as a rapidly changing social context on
account of new patterns and increasing levels of immigration, rising industrialization and
the expansion of urban areas.9 These demographic changes were accompanied by

9

During the time from 1871-1901, 11.7 million persons are recorded as immigrating to the United States.
This figure is more than those who came to the United States in 17th, 18th and the first decades of the 19th
century combined (Daniels 1999). In addition, there was a shift in the countries of origin of newly arriving
immigrants. Many of the new arrivals came from Southern and Eastern Europe, areas from which whose
previous numbers had been relatively small (Daniels 1999). Most of these new arrivals settled in urban
areas and were, on average, more likely to live in large cities than the native-born population. In the cities,
they created and settled into ethnic enclaves where they could live and worship in their customary manner.
Most immigrants worked in the growing industrial sector, typically accepting the less desirable and
hazardous positions at low wages. The story of these immigrants, whose lives were often lived in dire
conditions, would motivate the efforts of the social reformers well into the 20 th century. The increasing
industrialization of the American economy after the Civil War also led to significant dislocation. In 1880,
52 percent of the labor force was engaged in agriculture. However, during the course of the 1880s, this
figure decreased to 43 percent. The decline is even more striking since absolute size of the labor force
increased by almost 6 million during the same period. This period also saw a decline in the contribution of
the agricultural sector to national income, from 26 percent during the 1840s and 1850s, to 15 percent during
the 1880s and 1890s. Gains in the manufacturing and mining sectors made up the difference and

24

fundamental shifts in the shared beliefs about society and the way it should work. The
cumulative effect of these changes, including the social transformations occasioned by
advances in transportation and communication, undermined the ability of ordinary people
to understand their environment. The confident belief that success was possible through
hard work, ingenuity and moral virtue was challenged by an environment that seemed
increasingly shaped by forces out of the sight and out of the control of most Americans.
The events in the lives of everyday Americans went from having comprehensible
causes to becoming increasingly inexplicable. While people continued to believe in the
efficacy of individual action and the accountability of individuals for their successes and
failures, this belief was increasingly accompanied by a growing suspicion that there were
impersonal forces at work as well. As Thomas Haskell (1979) observes, people’s
suffering and their inability to ‘get ahead in society’ no longer seemed to be entirely their
fault.
During this time of social dislocation and disruption, people turned for answers to
the recognized leaders in nineteenth century society: doctors, lawyers, educators and
ministers. In 1865, a group of these professional men and women founded the American
Social Science Association (ASSA) both to identify solutions to the pressing problems
accompanying these social changes, as well as to maintain their reputation as the eminent
persons in society deserving of credibility and respect.

represented 25 percent of a national income whose absolute value had grown much larger in the intervening
decades (Mayhew 1987). The increasing urbanization of the population changed the American landscape as
newly arrived immigrants, as well as former rural dwellers, rushed to cities in search of increased
opportunities. In 1870, only 1 in 13 Americans lived in a city with more than 50,000 people, but by 1900,
more than 1 in 5 Americans lived in cities with more than 50,000 people (Mayhew 1987).
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The members of the ASSA represented the last generation of amateur social
scientists. They were men and women of sufficient privilege to spend some, if not all, of
their time occupied in intellectual study and social reform activities. Their interests were
often wide-ranging, and it was common for individuals to be actively engaged in
exploring problems in several different areas simultaneously. The emphasis was on the
cultivation and application of what Aristotle would have called ‘practical wisdom’, the
ability to perceive the situation accurately and correctly apply general principles to
concrete particulars. This broad and practical type of knowledge would later distinguish
members of the ASSA from the narrow specialization that would come to characterize
the newly emerging professions.
These liberal social reformers were well-educated, socially conscious and held
positions of authority within their local communities. They were liberal in the sense that
they were more open to alternative causal explanations, including explanations that
appealed to social factors. However, most remained steeped in the classical ideas of
political economy and the cultural mores of individualism and personal responsibility.
Given the lack of formal procedures to certify the competence of its members, any
institutional authority that ASSA possessed was dependent on the recognized expertise of
its individual participants (Haskell 1979). It was, in part, the inability of the ASSA to
create pathways for professional recognition and credibility that led to its increasing
irrelevance by the end of the 19th century.
ASSA members were united by the commitment to work within what they
believed to be a scientific framework. According to Mary Furner (1975), early reformers
were guided by a Baconian model for scientific analysis, a model that was especially
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attractive to these amateur investigators. “Baconian method required no consciously
articulated theory of causation, no theoretical questions to guide research, not even a
hypothesis…Yet even very talented amateurs clung to the fiction that piling up enough
data would lead to the discovery of self-evident truths. Those truths in turn would tell
men how they should live” (15-16).
ASSA members believed that the social order was fundamentally rational and
accessible to diligent inquirers (Haskell 1979). The emphasis on the importance of
adequate data collection was reasonable in an era in which collection techniques were
relatively unsophisticated and opportunities for data sharing were limited. Under this
version of naïve empiricism, it was perceived to be enough to let the facts speak for
themselves. Once a complete version of the facts was compiled and an accurate
description of the problem provided, the assumption was that all reasonable people would
agree to the solution. The emphasis on knowledge accumulation was important for
another reason, which was the widely accepted belief that social problems resulted from
ignorance, rather than flaws in human nature or inherent conflicts between different
groups with incompatible interests. The implication was that inquiry itself was an act of
reform, and that there was no meaningful distinction between the two concepts. All that
was needed to resolve social problems was adequate knowledge of the causes.

The First Generation of Professional American Economists
The legitimacy of the ASSA in the field of economics was challenged by the first
generation of professional economists. The most serious challenge was directed against
the ASSA members’ claims of competence. As John Parrish (1967) observes, given the
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lack of advanced training in the United States during the mid to late 1800s, many young
thinkers traveled to Europe for their post graduate studies. For those students interested in
studying political economy (as economics was referred to at the time) Germany was a
popular destination.10 While in Germany, these young economists received specialized
training in the methodologies and techniques necessary for in-depth study of political
economy. It was no longer sufficient to be a generally wise person, what mattered was
the ability to master the methods and techniques necessary for serious investigation.
These young economists returned to the United States seeking to earn their living
based on their professional expertise. Few came from backgrounds of sufficient privilege
that exempted them from the need for full-time remunerated employment. Instead, they
were competing for a relatively small number of university positions and needed a forum
in which they could distinguish themselves from peers. Much like the situation for
contemporary academics, these economists were looking for a place in which to share
their work, identify mentors and as well as a forum in which the relative merits of their
scholarship could be assessed.
The first generation of economists also challenged the naïve empiricism of the
ASSA members. They embraced the importance of a theoretical framework, which they
believed constituted as a set of fundamental propositions and assumptions that guided the
identification of problems and the tools and techniques to study these problems. These

10

Between 1820 and 1920, nearly 9000 American students pursued advanced educational opportunities at
German universities (Herbst 1965). At a time when international travel was arduous and funding available
only through private sources and personal connections, this is a remarkable number. This trend was driven
by the recognized superiority of the European system of higher education, especially as compared to the
few opportunities for advanced training provided by the American schools. Among the students who
traveled abroad, there were several who became well-regarded American political economists; including
J.B. Clark, Richard Ely, E.J. James, Henry Carter Adams and E.R.A. Seligman.
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social scientists operated self-consciously within a framework in a way that the liberal
social reformers did not. The academic controversies that defined the first of years of the
economics profession, and the founding of the American Economic Association (AEA) in
particular, were the result of disputes over different theoretical frameworks. While they
may have differed in the nature and the robustness of their theoretical commitments, they
agreed on that it was the use of theory that distinguished their professional practice from
the amateurs at the ASSA.
One result of this focus on theory construction was the separation between inquiry
and reform. While inquiry could be professionalized, reform could not. As universities
gained in importance, their function became increasingly to organize a community of
competent inquirers. This formalization of distinct academic disciplines populated by
competent inquirers facilitated the separation between reform and inquiry in the
universities, although the relationship between the two concepts would continue to be
debated through the end of the period under investigation and would remain ongoing
question through the interwar period.
The first generation of professional economists understood, like the members of
the now discredited ASSA, the importance of earning public credibility and trust through
maintaining the appearance of unity. Expert status is granted by society and it is hard to
have confidence in a group or collective that is consistently and publicly at odds. As the
19th century drew to an end, professional economists were increasingly willing to ‘police’
their profession to ensure that debate and disagreement remained within an acceptable
limit.
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Before I leave my consideration of the social and political environment that
characterized the period immediately prior to the interwar era, it is worth examining how
the academic freedom cases of the 1890s provided a unique opportunity for the
profession to discipline itself by outlining the boundaries of permissible dissent. These
battles formed the professional boundaries that would serve as guideposts for economists
of the interwar period, regardless of the theoretical orientation. An examination of these
trials indicated that it was a small group of influential fellow professionals that
determined the fate of the accused.
While there were other important academic trials involving professional
economists, perhaps the most well-known involved Richard T. Ely and The University of
Wisconsin Board of Regents. In part, Ely was the victim of unfortunate timing, his book
The Labor Movement in America (1886) which praised the Knights of Labor and argued
that it was the collective organization of the working men and women that promised the
greatest hope of social and moral progress came to market shortly after the Haymarket
Affair, even though it was submitted to the publisher well before the incident.11
Unfortunately for Ely, the timing of its release made Ely look sympathetic to the aims of
so-called ‘radical labor’ (Cohen 2002). The Board of Regents accused Ely of associating
with strikers and further, that his work in economics justified the perceived attack by

The “Haymarket Affairs’ refers the events occurring during a labor protest in Chicago on May 4. 1886. A
bomb was detonated during the protest, killing 8 people. “Despite a lack of evidence against them, eight
radical labor activists were convicted in connection with the bombing. The Haymarket Riot was viewed a
setback for the organized labor movement in America, which was fighting for such rights as the eighthour workday. At the same time, the men convicted in connection with the riot were viewed by many in
the labor movement as martyrs.” (“Haymarket Square Riot” 2009)
11
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organized labor. The Board asked that Ely be stripped of his academic chair and asked to
leave the university.
When the charge was made, Ely received little support from the community of
professional economists, many of whom believed that he had taken his advocacy efforts
too far to be appropriate and that the quality of his academic scholarship was lacking. In
the end, Ely staked his defense on the proposition that he was not guilty of the charges
presented against him, not that the charges against him were a violation of his academic
freedom. In short, Ely did not argue that he had a right to be a socialist and an economist;
instead, he argued that he was not a socialist.
After Ely was acquitted, he remade himself in the image of the new professional.
He upgraded scholarly content of his work, writing for more for his fellow economists
and less for his fellow agitators. He stopped using special interest publishing houses, and
generally tried to find less contentious fields of interest. In short, as Furner notes, he
exchanged advocacy for respectability. The career of Richard Ely is an interesting
microcosm of the trends examined in this chapter. By 1917, the standards for professional
acceptability were fairly well established and were enforced, often quietly, by other
professionals. Economists, as Ely realized, ignored these standards at their peril.
The prosecution of Richard Ely resolved the tension between advocacy and
objectivity definitively in favor of an emphasis on objectivity. By the beginning of the
interwar period, there was an important space created for the professional economist as a
‘policy expert’, however, these experts were expected to maintain an arm’s length
distance from their political context in which various policies were debated.
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Conclusion
The goal of this chapter was to provide the reader with important background
information that will, hopefully, facilitate the understanding of the material presented in
the Chapters that follow. In particular, I wanted to present the antecedents of the
institutional and neoclassical schools of thought as well as consider some of the unique
aspects of the American social and political environment that influenced that
development of both schools in the American context. With this groundwork laid, I will
turn to a detailed consideration of the institutional school of thought (Chapters 3 and 4)
and the neoclassical school of thought (Chapters 5 and 6).
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CHAPTER 3: THE PHILOSOPHICAL UNDERPININGS OF
INSTITUTIONALISM
The goal of this chapter is to consider the institutionalist approach to economics
from a philosophical perspective. I begin by exploring the shared conception of science
that unified the institutionalist economists. As Malcolm Rutherford (2011) argues,
institutionalist economists believed themselves to be practicing social scientists. They
considered their work properly scientific in contrast to the work of amateurs at the ASSA.
More importantly, institutional economists believed that neoclassical economics relied on
an outdated and wholly inappropriate vision of science, which illegitimately imported
methods from the natural sciences. The result was a style of economics that placed too
much emphasis on abstract model building and the search for universal laws and which
relied overly simplistic assumptions about human behavior.
I agree with Rutherford’s (2011) argument that one of the reasons for the
emergence of consensus around neoclassical economics was the shift in the
understanding of what constituted good science. This shift occurred not only among
practicing scientists (both natural scientists and social scientists) but also within the
philosophy of science community. As I will discuss in Chapter 5, science and the
philosophy of science evolved along a similar path and in ways that reinforced the
scientific credentials of the neoclassical approach to economics and diminished the status
of the institutional economists.
Modern economic historians often overlook this shift in the characterization of
‘good’ science that occurred in the 1940’s-1950’s. Since most modern commentators
assess the scientific credentials of the institutionalist approach through the contemporary
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standards of good science, formed in the middle of the 20th century and in place ever
since, their conclusions are typically unfavorable for the institutionalists. This uncritical
reliance on contemporary standards not only unfairly maligns the institutional approach
to economics, it also neglects to consider a fascinating period in the development of
science and the philosophy of science. To redress it, I will explore the conception of
science adopted by the institutionalist economists.

The Institutionalist Conception of Science and the Influence of Pragmatism
Commentators in the history of economics generally agree that institutional
economists were influenced by pragmatist philosophy (Mirowski, 1987; Bush 1993;
Webb 2007). To get a sense of what institutionalist economists meant when they referred
to themselves as ‘doing science’, it is helpful to review the pragmatist program and
consider how it was applied by the institutionalist economists examined in our case
studies.
When considering the influence of pragmatism on institutional economics, most
modern commentators focus on the work of John Dewey (Hirsch 1967, Bush 1993, Webb
2007, Rutherford 2011) although Mirowski (1987), while acknowledging Dewey’s
influence, argues that institutional economists would have been better served to follow
the approach of Charles Peirce. Moreover, several institutionalist economists
specifically mention the influence of Dewey on their work. For both reasons, we will
focus on Dewey’s theory of inquiry while keeping in mind that pragmatism is broader
than Dewey’s writings and that not all pragmatic philosophers or institutional economists
would agree with Dewey on all points.
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Dewey’s Logic of Inquiry
Dewey defines logic as the product of an inquiry into the practice of inquiry.
Scientists develop the tools and techniques that can be used in future inquiries through
examining previous inquiries and extrapolating from the findings.12 The tools and
techniques of inquiry are not developed and imposed as the result of an external process.
Dewey acknowledges that there are certain concepts, such as; ‘knowledge’, ‘method’,
‘problem’, ‘explanation’, ‘probability’, and ‘induction’ that remain stable across different
fields of inquiry and are essential for inquiry to be characterized as scientific. However,
the tools of inquiry specific to a particular field, such as economics or physics, emerge
from the practice of inquiry among the community of practitioners within that field. It is
unscientific to impose the tools of one discipline upon work in another discipline in a
wholesale way.
Dewey is clear that the goal of science is not the construction of systems, but the
resolution of indeterminate situations. Felix Kaufman (1959) defines an indeterminate
situation as a state of affairs scientists cannot resolve through an appeal to the established
body of knowledge. Since there are disputes regarding the scope of established
knowledge, it is essential that the standards of scientific criticism are established through
the process of inquiry. Dewey insists that the indeterminate situation must provoke
genuine feelings of doubt, which he distinguishes from the manufactured doubt that
motivated French philosopher René Descartes in his Meditations on First Philosophy.

12

In asserting that logic emerged through the process of inquiry, Dewey disagreed with others, such as
Bertrand Russell and Rudolf Carnap, who believed that logic was developed outside of the boundaries of
practice and then imposed from the outside on disciplines. Dewey, in contrast, emphasized the point that
there is no ‘place from ‘nowhere’. James Webb (2007) points out that “Pragmatism does not try to create
intellectual contrivances to escape the inescapable: we are always in the middle of things – existentially,
culturally, biologically, scientifically and historically.” (1070)
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While Dewey is clear that the indeterminate situation is experiential, he insists that it is
not subjective. James Webb (2007) quotes Dewey as stating, “the indeterminate situation
comes into existence from existential causes, just as does, say, the organic imbalance of
hunger. There is nothing intellectual or cognitive in the existence of such situations.”
(Dewey 1938, 107 in Webb, 2007, 1072)
To understand Dewey’s position on the relative roles of explanation and
prediction, we can refer to his work on the importance of Darwin’s evolutionary theory
for the development of philosophy. According to Dewey (1910), Darwin’s work shifted
philosophy in three ways; the first is that philosophers were no longer concerned with the
pursuit of so-called eternal verities in the form of unchanging and universal laws.
Darwin’s philosophy, by transforming the natural world into something that was mutable,
imposes on scientists and philosophers a greater responsibility for focusing on the right
problems and generating plausible and effective solutions.
Second, Darwin’s work undermined the importance of an appeal to a final telos in
the explanation of natural occurrences. As Dewey (1910) argues “Purposefulness
accounted for the intelligibility of nature and the possibility of science, while the absolute
or cosmic character of this purposefulness gave sanction and worth to the moral and
religious endeavors of man. Science was underpinned, and morals authorized by one and
the same principle, and their mutual agreement was eternally guaranteed” (10). The
implication is that Darwin’s work brokered a sort of separation between the realm of
science and the realms of morality and spirituality.
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Finally, Darwin’s work shifted expectations regarding the possibility of accurate
predictions. The lack of predictive capacity is most obvious in what Michael Scriven
(1959) refers to as ‘irregular subjects’, such as biology, psychology and history (and also
economics), in which the factors which produce variations are outside of the range of
scientists’ observations and cannot be predicted by any factors within that range. The best
that the irregular subjects can do is to suggest ‘hypothetical probability’ predictions. As
Scriven (1959) notes, “it should be noted that these ‘predictions’ are not easily falsified
by observation, since they only assert the likelihood of a certain outcome. Their cash
value is thus very much like that of a promissory note which says, “If I ever have enough
money, I will probably pay you $100’ whereas an ordinary prediction is like a check for
the sum” (478).
As a result, irregular fields cannot support the development of universal laws. For
example, the proposition that ‘the fittest individuals will survive’ cannot be used to
predict the survival of any individual, even if she is particularly fit, since it is certainly
possible that she could be killed through the chance occurrence of bad luck (for example,
being caught in a tidal wave). Moreover, it is also possible that an evolutionary ‘unfit’
individual could survive, for the similarly arbitrary and unpredictable good fortune (for
example, having the resources to afford high quality medical care).
However, Scriven is confident that scientists like Darwin have made a significant
contribution to the development of science in his identification of what Scriven refers to
as “particular indicators”. “Darwin’s success lay in his empirical, case by case by case,
demonstration that recognizable fitness was very often associated with survival, and that
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small random variations could lead to the development of species. He did not discover an
exact universal law but the utility of a particular indictor in looking for explanations.”
(478)
Scriven’s account sheds light on how Dewey might have understood the role of
explanation and prediction in science. For Dewey, explanation was important because it
provided a way to generate solutions to indeterminate situations. Without a body of
‘tendencies’ upon which to refer, the generation of potential interventions would be
scattershot and inefficient. Dewey was relatively unconcerned with the fact that these
tendencies did not take the form of universal laws. Inquirers may not be able to predict
with complete accuracy and precision, but they do know enough to make informed
projections.
Writing almost one hundred years later, Heather Douglas (2009) offers an
understanding of the relationship between explanation and prediction that I believe that
Dewey would endorse. Douglas argues that there is a mutually supportive relationship
between explanations and predictions. Explanations should enable scientists to generate
hypotheses, while predictions should tether explanations to experience. As Douglas
notes, “Explanations that do not have this generative power should be considered
scientifically suspect. Predictions assist our explanatory endeavors by providing a check
on our imaginations, helping to narrow the explanatory options to those that will provide
a more reliable basis for decision-making” (446).
Perhaps because of his understanding of the limitations of explanation and
prediction, Dewey blurs the traditional demarcation between science and non-science.
The differences between the two spheres are differences in degree rather than in kind.
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According to Dewey, it is possible to make distinctions along two continuums. The first
is the degree of precision possible in prediction and explanation and the second is the
degree of coherence among the tools of inquiry. As Dewey states,
Gradually and by processes that are more or less tortuous and originally
unplanned, definite technical processes and instrumentalities are formed
and transmitted. Information about things, their properties and behaviors,
is amassed, independently of any particular immediate application. It
becomes increasingly remote from the situations of use and enjoyment in
which it originated. There is then a background of materials and
operations available for the development of what we term science,
although there is still no sharp dividing line between common sense and
science. (Dewey, Later Works, 12:77 cited in Brown, 2012, 264)
The tools and techniques of inquiry are provisional, meaning that their continued
use is dependent on upon their continued success, with success defined as the ability to
resolve indeterminate situations. According to Dewey, reliance on outdated tools can
hinder scientific progress. As Larry Hickman (2007) states, “Once established, objects (or
settled forms) tend to persist long after their originating subject matter has been altered.
Old forms are imposed on new subject matter. In some cases, this works well enough, but
in other cases the old forms are not really relevant to the new subject matter. Their use
results in error and confusion” (218). Moreover, since the use of a particular set of tools
and techniques shape our habits of thought, it can be difficult for individuals to jettison
them even after they have proved unsuccessful.
Dewey’s logic of inquiry takes the form of five stages: 1) Observation; 2)
Problem; 3) Suggestion; 4) Reasoning; and 5) Experiment.
The observation stage consists of fact gathering. However, Dewey is clear that
facts are not simply given by experience, but rather they are taken from experience by a
particular agent. There is a mutually dependent relationship between theories and facts.
Theory is required to transform factual data into evidence, and theory is tested by its
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capacity to accommodate the empirical data while also providing a coherent picture.
Regarding the problem stage, inquiry transforms an indeterminate situation into
‘problematic situation’. Problems, in other words, do not merely present themselves as
such. Scientists may identify a variety of situations as problems and prioritize them as
deserving of scientific attention in different ways. Moreover, it is certainly possible for
scientists to identify the same situation as posing different problems. Thus, far from being
irrelevant, the unique perceptual skills of individual scientists are crucial in understanding
the process of inquiry. As Melvin Rogers (2007) states, “Responsibility for describing
the situation – crystallizing its contours or distorting them altogether – lies with the agent.
That one takes counsel with others, as Dewey often emphasizes in his understanding of
the cooperative character of inquiry, is based on the belief that others may very see the
matter differently because their particular experiences shape their perceptual abilities in
ways unlike our own. This is particularly so, he insists, in moral and political matters, but
is no less apparent in empirical science” (104).
In the suggestion phase, the scientist considers solutions for resolving the
problem. In the reasoning phase, the scientist considers the proposed solutions in relation
to the larger body of theory and conceptual frameworks. The scientist identifies
alignments between the observed facts and proposed solutions, suggests revisions and
designs experimental tests. In the experimentation phase, the scientist tests the hypothesis
through an intervention in the situation. The conclusion of an inquiry is judgment, which
closes the inquiry and results in what Dewey refers to as a ‘warranted assertion’.
Dewey prefers the term ‘warranted assertion’ since he believes that this term
conveys that conclusions of inquiry are always revisable. Successful inquiries can
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produce tools that can be used in future inquiries. However, Dewey is wary of labelling
this as scientific progress in a linear sense. It is possible that the process of inquiry itself
may generate new problems for scientists to investigate while it works to resolve the
original indeterminate situation

Important Points about Dewey’s Theory of Inquiry
It is useful to highlight several points from Dewey’s theory to understand how
institutional economists used his theory in their own work. The first point concerns
Dewey’s use of abstraction. Inquiry begins when a specific individual, possessing a
unique set of perceptual skills, confronts a concrete state of affairs. In contrast to socalled Cartesian ‘armchair philosophizing’, there is no ‘place from nowhere’ from which
inquiry takes place. Individual inquirers are always in the middle of things and
embedded in a community of other inquirers. While Dewey emphasizes the importance
of the particular, he does make use of abstract concepts, which he believes are essential
for the formulation of hypotheses as well as systematic understanding. However, as
Hickman states, Dewey is clear that, “abstraction is not an end itself, but a tool for
developing new meanings that can be brought back into the realm of concrete, existential
experience” (216).
A second point is that the process of inquiry is inherently social. Dewey believes
that interactions with other individuals and the environment deeply influence the self.
Scientists rely on community standards to assess the legitimacy of scientific problems,
methods and possible hypotheses. Dewey’s belief that the self is at least partially
constituted through its social interactions means that he would reject the ‘metaphysical
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individualism’, which would ultimately characterize the neoclassical approach to
economics.
A third point is that Dewey would reject a firm distinction between ‘knowing’ and
‘doing’. Dewey rejects the ‘spectator theory of knowledge’, in which the individual
inquirer remains outside of the process of inquiry. According to Dewey, the process of
inquiry always involves action on the part of the inquirer. As Dewey (1938) states:
The scientific worker has continually to appraise the information he
gathers from his own observations and from the findings of others; he has
to appraise its bearing upon what problems to undertake and what
activities of observation, experimentation and calculation to carry out.
While he ‘knows’ in the sense of understanding, systems of conceptual
materials, including laws, he has to estimate their relevancy and force as
conditions of the particular inquiry undertaken. (Dewey The Theory of
Inquiry, 163 cited in Bush, 1993, 82)
A fourth point is that values are involved in each stage of the process of inquiry
and constitute a form of knowing. Both cognitive and non-cognitive values determine
what inquirers notice and what they count as evidence.13 Values influence inquirers
recognition of an indeterminate situation as problematic and inform the definition of the
problem. Values direct their reasoning about the problem and guide an imaginative
consideration of possible solutions.
Finally, values inform inquirers’ standards of what should count as a warranted
assertion. The values involved are not only the values of the individual inquirer, but,
since inquiry is a social practice, the values of the community as well. The failure to

I am introducing a distinction between “cognitive” and “non-cognitive” values for the purposes of
clarification, noting that some philosophers would reject the possibility that it is possible to try a clear and
concise boundary between the two classes. For my purposes, cognitive values refer to the traditional,
epistemic virtues (for example, accuracy, simplicity, consistency, scope and fruitfulness). Non-cognitive
values will refer to social, political and ideological commitments and beliefs.
13
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subject values to the process of inquiry by pretending that they somehow exist in a
separate realm can lead to significant problems. Bush quotes from Dewey (1929):
When theories of value do not afford intellectual assistance in framing
ideas and beliefs about values that are adequate to direct action, the gap
must be filled by other means. If intelligent method is lacking, prejudice,
the pressure of immediate circumstance, self-interest and class-interest,
traditional customs, institutions of accidental historical origin, are not
lacking, and they tend to take the place of intelligence. Thus, we are led to
our main proposition: Judgments about values are judgments about the
conditions and the results of experienced objects; judgments about that
which should regulate the formation of our desires affections and
enjoyments. For whatever decides their formation will determine the main
course of our conduct, personal and social. (Dewey, The Quest for
Certainty, 211-212 cited in Bush 85)
The proposition that it was essential to introduce values into scientific inquiry
would prove an anathema to later philosophers of science as well as to members of the
neoclassical school of economics. Their belief was that scientific objectivity was
irredeemably compromised the presence of so-called ‘non-scientific’ values, typically
understood as values external to science. It is worth spending some time discussing the
nature of objectivity, a concept that will emerge at several critical points in this
dissertation. Heather Douglas (2009) distinguishes eight interpretations of objectivity and
categorizes each as a member of one of three operationally distinct modes. The first
operational mode concerns the processes through we gain knowledge about the world.
This mode contains two interpretations of objectivity, manipulable objectivity and
convergent objectivity. She defines manipulable objectivity as the extent to which we can
use empirical claims to, “reliably and successively intervene in the world” (119).
Convergent objectivity is defined by a state of affairs in which multiple and independent,
or as independent as possible, sources of evidence point towards the same result (121).
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The second operational mode contains interpretations of objectivity that focus on
individual thought and reasoning processes. There are three forms of objectivity within
this category; detached objectivity, value-free objectivity and value-neutral objectivity. In
each category the se of the term “values” refers to non-cognitive values. Detached
objectivity occurs when individual scientists make efforts to avoid replacing empirical
evidence with their moral, social or political value commitments (122).
The implication is two-fold. The first is that it is possible to reason in a way that is
free from these commitments or, more specifically, that it possible to do so to an extent
that would make this a meaningful epistemic goal. The second is that it would be
desirable to do so. In value-free objectivity, all non-cognitive values are viewed as
contaminating and banned from the reasoning process (122). In value-neutral objectivity,
non-cognitive values are not banned, but the scientist takes a position that is “balanced or
neutral with respect to a spectrum of values” (124).
The third operational mode refers to the objectivity that results from inquiry as a
social process. Again, Douglas posits three interpretations within the category.
Procedural objectivity is achieved when individuals follow a specified process that
eliminates individual judgment. As Douglas states, “if there is a very clear and rigid
quantitative form with which to process information, regardless of who processes that
information, the same outcome should result” (125). A second interpretation, concordant
objectivity, does not seek to eliminate individual judgment, but ‘polls’ participants to
determine whether their individual judgments are in alignment. There is no discussion or
debate that might bring about agreement. If the group is not in consensus, there is no
concordant objectivity. Finally, interactive objectivity goes beyond mere consensus and
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requires discussion among the participants to identify and resolve areas of disagreement.
According to Douglas, this process should allow for transformative criticism,
“Transformative criticism comes about from diverse perspectives producing critiques that
are heard and taken seriously” (128).
It is reasonable to assert that Dewey would support some form of interactive
objectivity. Unlike the logical positivists, who distinguished science from non-science by
the commitment of scientists to reason in a manner that was free from the influence of
non-cognitive values, Dewey does not believe that the presence of these non-cognitive
values in the process of inquiry necessarily diminishes objectivity. Inquiry is only
compromised when values are not subject to the process of inquiry. Nor did Dewey
believe that there was a ‘scientific mode of inquiry’ which guaranteed objectivity. Rather,
only through establishing scientific criticism at every stage in the process it was possible
to achieve objectivity. The methods of inquiry, the values that guide inquiry and the
products of inquiry need to be continually subject to revision and rejection.

How the Institutional Economists Applied Dewey’s Work
In a Deweyian spirit, institutionalists were committed to a way of doing science in
which scientific activity was a practice, rather than an isolated activity. Institutional
economists identified problems and imagined solutions through their engagement in
society and this required ‘doing’ in terms of making informed policy recommendations,
considering the results of those interventions and making the necessary adjustments.
Institutional economists were not ‘spectators’ in any sense of the word. However, they
were aware of the range of acceptable opinion regarding the behavior of professional
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academicians and remained within its boundaries. Each of the economists considered in
the case studies was actively engaged in avocation of their preferred political policies, but
none of them strayed far from mainstream values and norms. While institutionalist
criticized the laissez-faire style of markets advocated by classical economists, they
desired to work within the system and not to overturn it. These were not ‘rabble-rousers’
of the Richard Ely variety and therefore not only avoided his fate, but also served in
positions of prominence both in academia and in the government.
Regarding the symbiotic relationship between individuals and society, the
institutionalists believed that individuals’ social environments profoundly shaped their
habits, preferences and beliefs. Importantly, they believed that this interaction was an
appropriate subject of study for economists. The use of institutions as the primary unit of
analysis partially defines institutionalist economics, in contrast to neoclassical
economists, which took the rational, utility maximizing individual as the primary unit of
analysis. For institutional economists, institutions replace the role of general laws in
shaping economic phenomena. Walton Hamilton (1932) provides a definition of an
institution in his entry in the Encyclopedia of the Social Sciences
Institution is a verbal symbol which for want of a better word describes a
cluster of social usages. It connotes a way of thought or action of some
prevalence or purpose, which is embedded in the habits of a group or the
customs of a people. In ordinary speech it is another word for procedure,
convention, or arrangement, in the language of books it is the singular of
which the mores or folkways are the plural. Institutions fix the confines of
and impose form upon the activities of human beings. The world of use
and want, to which imperfectly we accommodate our lives, is a tangled
and unbroken web of institutions. (84)
Economic phenomena are variable because institutions are dynamic. However,
institutions also possess self-reinforcing qualities, such as individual habits, social
customs and shared expectations. The result is that while dynamic, institutions can also
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be quite durable. As Geoffrey Hodgson (1998) notes, “Institutions are formed as durable
and integrated complexes of customs and routines. Habits and routines thus preserve
knowledge, particularly tacit knowledge in relation to skills, and institutions act through
time as their transmission belt” (180). Institutions and individuals are in a symbiotic
relationship. Hamilton (1932) states “institutions and human actions, complements and
antitheses, are forever remaking each other in the endless drama of social process” (89).
Finally, individual institutions do not exist in a vacuum; institutions have complicated,
and intertwined connections. As Hamilton (1932) states, “An institution is an aspect of all
that it has met, a potential part of all that it will encounter” (88).
Institutional economists agreed with Dewey that it was impossible, as well as
undesirable, to attempt to separate non-cognitive values from scientific practice. One of
the ways in which values influence the practice of science is in the determination of what
problems are worth scientific investigation. Institutionalists, in general, are very explicit
about their value commitments in this sense. Institutional economists select problems for
investigation based on their perceived importance to influencing a conception of the
social good. Institutionalists were interested in improving the standard of living through
the elimination of inefficiencies in production and consumption. They are particularly,
although certainly not exclusively, interested in eliminating inefficiencies that result from
the operation of the free market.
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Key Methodological Points of Institutionalism
I now turn to an examination of some of the key principles of the institutionalist
approach. There are five points I consider as defining the institutional approach in a
philosophical sense: 1) Commitment to empirical investigation; 2) Rejection of universal
laws, coupled with the adoption of an alternative theoretical scaffolding; 3) Emphasis on
realism and realisticness; 4) Emphasis on the importance of both explanation and
prediction; and 5) Commitment to using a variety of investigative methods depending on
the problem under consideration.

Commitment to empirical investigation
Institutional economists were committed to the principles of empirical
investigation. However, this statement raises some interesting questions in the field of
economics. As Ingrid Rima (2002) asks,
What then can empiricism contribute to economics, given the differing
beliefs and expectations of individual agents about their world? Are its
empirical tests not inherently indecisive and limited by the ever-present
ceteris paribus condition? If so, we are led in the direction of a social
science perspective which, unlike that of the natural sciences, seeks
understanding (in the comprehensive sense that is conveyed by the
Verstehen of the German Historical School) to investigate how human
expectations and beliefs generate empirically observable outcomes. (18)
For Wesley Mitchell, empiricism meant examining data regarding the economic
indicators he believed were important to understanding the stages of the business cycle.
When the data Mitchell believed was important could not be found, he established
procedures to collect it himself. Mitchell’s commitment to the importance of accurate
measurement is often overlooked by contemporary commentators who take the existence
of a well populated data sets for granted. It was this commitment to measurement that at
least partially defined Mitchell as a scientist. As Nancy Cartwright and Rosa Runhardt
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(2014) argue, measurement is one of the most important roles of a scientist, “Designing
proper measures and carrying them out is one of the key jobs we expect science to
accomplish. Properly defined and properly executed scientific measurements provide us
with a precise picture of the things we study and give us the kind of information from
which we can build scientific laws, models, and principles that can help us predict and
change the world around us” (265).
Institutional economists were guided by a faith that accurate description,
dependent on the results of observation and experimentation, could shed light on old
problems and point the way to new solutions. While they were not naïve realists in the
Baconian sense, they were concerned that the premature reliance on theory to define
problems and identify possible solutions prevented scientists from recognizing all the
data relevant to a problem. Finally, institutional economists were confident in the
capacity of data to act as an arbiter in scientific disputes. Institutional economists were
skeptical that their opponents shared this commitment to empirical observations as
definitive and often accused neoclassical economists of a near-dogmatic dedication to
their theory that had the result of rendering its fundamental assumptions non-falsifiable.

Rejection of universal laws, coupled with the adoption of an alternative theoretical
scaffolding
While institutionalists were wary of an overreliance of theoretical systems, they
did use their theoretical commitments as a sort of ‘scaffolding’. These commitments
concerned shared assumptions regarding human nature and behavior that supported and
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guided their work. The institutionalists’ scaffolding differed from neoclassical theory in
that it played a clearly supporting role and did not constitute a central position in their
work.
A good example of this theoretical scaffolding is found in the work of Wesley
Mitchell. Mitchell’s work, which I will explore in more detail in the next Chapter,
contained what Rutherford (1987) referred as “working hypotheses” which, while not
rising to the level of general theory, guided his work. As Rutherford (1987) explains:
Mitchell thus came to argue that empirical work should be directed at
discovering new information by examining in detail the process or
phenomenon to be explained, within an overall conceptual framework, and
utilizing existing theories as working hypotheses to help guide inquiry in a
close interplay between working hypotheses and empirical findings. In this
fashion, Mitchell hoped to discover both the strengths and weaknesses of
existing hypotheses, and to more clearly define, in terms of what had to be
explained, the task remaining to the theorist. (68)
Consider what Mitchell had accomplished by the conclusion of 1913 volume on business
cycles. He established, through his review of the data, sufficient regularities in economic
activity to derive and identify the three stages of the business cycle. He has rejected a
variety of the thirteen existing explanations as inadequate. He developed a working
hypothesis that business cycles are implicit in the institution of the money economy.
Moreover, the concept of the money economy is based on institutionalist-type
commitments regarding the nature of persons and institutions. This seems very far from
the naïve empiricism of which he has been accused. (Koopmans 1947).
While Mitchell remained convinced that it would be impossible to develop a
general theory regarding business cycles, by 1946 he was willing to acknowledge a
significant degree of regularity in their occurrence.
Later monographs will demonstrate in detail that the processes involved in
business cycles behave far less regularly than theorists have been prone to
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assume; but they will demonstrate also that business-cycle phenomena are
far more regular than many historically-minded students believe (Burns
and Mitchell, 1946, p. 491 cited in Morgan 54).
Unfortunately, Wesley Mitchell died before the promised ‘later monographs’ could be
written, however, Burns and Mitchell’s comments certainly clear the path for the offering
of future theoretical explanations.
The other institutionalist economists considered in Chapter 4 express similar
sentiments. Walton Hamilton’s work on price policy represents another example of the
institutionalists’ ‘scaffolding’. Given his institutionalist beliefs, Hamilton was disposed to
consider the role of social custom and habit in determining the value of goods,
considerations that challenged the view that markets were impartial arbiters of value. In
addition, rejecting the proposition that individuals rationally determined their preferences
in insolation, Hamilton assumed that preferences were socially constructed through
interpersonal and institutional interactions. His research of the formation of prices was at
least partially instigated by his working hypothesis that the free market may not be the
most efficient way of distributing goods. Hamilton was particularly vocal regarding the
fact that supposed efficiency of the free market was not supported by empirical research.
Generally speaking, in a Dewyian spirit, institutional economists were usually more than
willing to challenge existing assumptions.
John Commons had a richer theoretical apparatus than other institutional
economists considered in Chapter 4. In his work on the market for rolled steel products,
Commons used two fundamental concepts; transactions (bargaining, rationing and
managerial) and property rights (in which he distinguished between legal and physical
control of goods) to explain the behavior of the competing groups involved. In addition,
Commons’ work was explicitly governed by his liberal political commitments, including
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his commitment to the expansion of the rights of labor, his suspicion of the motivations
of large corporate entities, and his belief in the power of institutions to shape attitudes
and behavior.

Committed to both realism and realisticness
Conversations about realism can be confusing because of differing interpretations
of the term. Uskali Mӓki (1998) observes that philosophers and economists use the term
‘realism’ to refer to different concepts. He argues that economists often use the term to
refer to a characteristic of a theory, while philosophers use the term to denote a “theory of
theories”. According to Mӓki, we can avoid this confusion by designating the term
‘realisticness’ to refer to the presumed properties of a theory and save the term ‘realism’
for the traditional philosophical usage. According to Mӓki, we can further specify
‘realisticness’ in the following way.
…it [realisticness] refers or fails to refer to something that is observable; it
is true or false about what it refers to; it is abstract or it is concrete; it is
broad, including lots of explanatory factors, or it is narrow, excluding lots
of factors; it captures the most important (e.g., the causally most relevant)
explanatory factors or it misses them; it is well confirmed by evidence or
it is unsupported or contradicted by evidence; it is plausible or implausible
in light of our system of beliefs; it is practically relevant or irrelevant; it is
practically useful or useless; and so on. (Mӓki 304-305)
Comparatively, we should restrict the term ‘realism’ to refer to statements
regarding how we orient ourselves to scientific theories. According to Chakravartty
(2016), realists, in the philosophical sense of the word, are committed to three sorts of
claims; that reality is mind-independent, that claims about the world have some truthvalue and, finally, that theoretical claims provide actual knowledge of the world.
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Institutionalists, in general, were committed to both realisticness and realism in their
theory building. Moreover, these commitments serve as a partial explanation for their
criticism of the neoclassical approach.
Specifically, institutionalists believed in the importance of ‘realistic’ assumptions.
Institutionalists believed that the picture of homo economicus presented by neoclassical
economists was virtually unrecognizable as a representation of human behavior. This lack
of alignment between theory and experience suggested to the institutionalists that they do
better by developed an idea of human behavior and motivations that reflected lived
experience. In addition, institutionalists insisted that economic theory needed to be
consistent with the state of scientific knowledge in related fields, mainly the discipline of
psychology. In particular, institutionalists argued that neoclassical economics relied on an
outdated psychology, hedonism, which had since been discredited. I will address this
criticism in more detail in Chapter 8.
Additionally, institutionalists were also committed to ‘realism’ in theory building
in the philosophical sense of the term. Institutionalists are committed to the proposition
that institutions, although unobservable, are real things. They are also committed to the
proposition that institutional changes are not merely semantic but are causal drivers of
observable behavioral responses to the new institutional environment. Moreover,
institutionalists believe that it is possible to know things about the world to be true, even
if that knowledge is provisional, and that this knowledge can be used to make predictions
and to justify interventions to resolve social problems. Thus, it seems clear that
institutional economists were committed to constructing a theoretical scaffolding that
reflected their commitments to both realism and realisticness. In this they differed from
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the neoclassical economists, most of whom were committed to a form of realism, but who
did not believe that there was a necessary connection with realisticness.

Emphasis on both explanation and prediction
Like Dewey, institutional economists believed that explanation and prediction
were closely connected. Even if it was possible to generate accurate predictions with
unrealistic assumptions, institutionalists believed that every effort should be made to
replace these unrealistic assumptions since this would lead to better and more accurate
predictions.
This commitment partially reflected their belief that economics was, to use
Michael Scriven’s terminology, an irregular science. This had several implications. The
first is that while predictions were possible, they were of the inexact and the ‘for the most
part’ variety. Thus, while Commons could use his framework to predict that while there
would be conflicts of interest between various stakeholders and that legal institutions
using established standards of reasonableness would mediate these conflicts, he could not
predict the precise nature of the conflict or its resolution. To do so would require
impossible level of foresight regarding a multitude of factors in each individual case.
While Hamilton could predict that the forces of custom and habit would affect
price formation (contrary to neoclassical price theory), he recognized that he could not
predict precisely to what extent they would do so and in what direction. Finally, while
Mitchell could identify the three stages of the business cycle as well as the indications of
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each, he could not accurately predict when each stage in the cycle would commence and
conclude (and acknowledged, as economists often do today, that it can be difficult to
determine precisely what stage of the business cycle the economy currently occupies).
In short, irregular sciences, such as economics, are limited in their ability to make
accurate and verifiable predictions, but this did not mean that progress was impossible.
Instead, as Scriven observes in discussing Darwin’s evolutionary biology, progress
occurs through the aggregation of a variety of cases that expand our knowledge base.
Understanding of the business cycles, accumulated through looking at multiple iterations,
provides a wider basis from which to extrapolate commonalities. We acquire knowledge
slowly through a diligent and careful review of cases, probing for similarities and
differences and using a variety of methodologies. It is perhaps a ‘messier’ way of doing
science, but it reflects the reality of the irregular sciences.

Committed to using a variety of investigative methods depending on the particular
problem under consideration
Interestingly, the institutional economists understood the imperative to present
persuasive arguments in favor of their methodological choices. Walton Hamilton’s
speech to the American Economic Association in 1918, discussed in the next Chapter,
was a manifesto of sorts that attempted to outline the need for a new approach to
economics. However, despite these efforts, the commitment of institutionalists to
methodological pluralism has sometimes led to the critique that institutionalists’ have no
recognizable methodology at all. In truth, institutionalists adopted a variety of methods,
although they were not always as explicit as Hamilton was regarding the reasons
motivating their choices. In general, methodological pluralists believe that the nature of
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the problem under investigation should dictate the methodology employed. Pluralists
believe that different problems require different methods and the same problems may be
effectively investigated (and perhaps even more profitably investigated) by a variety of
methods.
Wesley Mitchell, Walton Hamilton and John Commons each adopted different
methods in their work. As we have seen, Mitchell’s account of business cycles focused
on empirical techniques to gather descriptive statistics regarding the performance of
different sectors of the economy. Walton Hamilton adopted a case study approach in
which he commissioned a variety of authors to examine the price formation for seven
different consumer goods, which he determined to be representative of the economy. The
method adopted by John Commons is perhaps the most difficult to characterize.
Commons’ work is widely recognized as challenging by both contemporary and modern
scholars. Yngve Ramstad (1986), a well-known Commons scholar, characterizes
Commons’ method as ‘holism’
Reality is conceptualized as an integrated whole, a unity, not as a set of
logically separable structures and processed. Furthermore, there is no
sharp distinction between the empirical and logical nature of things.
Meaning, therefore, is linked to the context; entities or activities are
assumed to be truly comprehensible only in their interrelations with other
entities or activities. Additionally, the whole is seen in the main to
determine the part. (1071)
Specifically, a holist approach focuses on explaining phenomena through
determining its place in relation to the whole or the pattern. The structure of explanation,
accordingly, is concatenated rather than hierarchical. Holists are not particularly
concerned about prediction, what is important is whether the new discovery can be
accommodated by the existing pattern or narrative. Holists focus on the explanation of
the individual case. According to Ramstad, “this reflects the overriding aim of the holist
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to develop ‘practitioner’s knowledge’ – that is, knowledge directed to the understanding
and control of the specific case.” (1075)
Given the discussion of objectivity earlier in this Chapter it is worth addressing
how institutional economists would have defined objectivity. My analysis here is
speculative, given that none of the institutional economists spoke directly to this question.
I concluded earlier that Dewey would have likely embraced some version of interactive
objectivity. However, while institutional economists believed the social environment
shaped the habits, preferences and beliefs of individuals, they did not extrapolate from
this that objectivity results from the sociality of scientific practice. This eliminates two
of Douglas’ eight interpretations of objectivity: concordant and interactive. Nor did
institutionalists believe, as I have tried to show, that objectivity resulted from limiting the
impact of or outright banishing non-cognitive values from scientific practice. This
eliminates three interpretations of objectivity (detached objectivity, value-neutral
objectivity and value-free objectivity). Using Douglas’ framework, four possible
contenders remain; manipulable objectivity, convergent objectivity, procedural
objectivity and concordant objectivity.
The economists featured in our case studies adopted each of these forms of
objectivity. Concerning manipulable objectivity, institutional economists expected that
experts would judge the policy interventions suggested by their theoretical scaffolding
based on how well they worked to achieve the desired result. For example, if government
interventions to stabilize prices of certain goods resulted in a higher level of efficiency,
then experts would consider this a success. Moreover, the ability of the intervention to
affect the predicted increases in efficiency would confirm the truth of the scaffolding that
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predicted this result. Of course, the ‘messiness’ of economic science meant that the
attribution of effect to cause would be negotiated and debated.
Regarding concordant objectivity, institutionalists were broadly willing to use the
work of scientists working in related disciplines, such as psychology and sociology, to
bolster confidence in their conclusions. Moreover, they were willing to apply a variety of
methodologies to the same problem. For example, consider a study that showed that
prices in multiple industries were influenced by social factors, and not simply because of
supply and demand. Institutionalists would couple these results with policy interventions
that successfully stabilized the prices in certain markets, leading to more efficient
outcomes. If they also possessed a theoretical apparatus that accounted for both
phenomena through the role of institutions in preference formation, then these three
pieces of evidence would reinforce each other leading to greater confidence in the
dependability of the claims.
Finally, regarding procedural objectivity, many institutional economists,
specifically Wesley Mitchell, believed in the power of statistical analysis. One of its
perceived benefits was that it could be replicated by others. The fact that methods could
be relied upon to produce similar results regardless of the practitioner was an indication
that this was a more scientific form of economics. According to Daniel Breslau (2003),
Mitchell (along with Irving Fisher) worked to create a conception of the economy that
existed as an autonomous object and which could be studied and investigated in its own
right. Breslau argues that earlier economists, both from the classical and the historical
schools, viewed the economic questions as issues of how value should be distributed
between competing social classes. Thus, economic questions were inevitably bound with
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the moral and political questions of what the different classes owed each other.
Mitchell’s commitment to using statistical tools to investigate economic phenomena
functioned to support the notion of an economic system, a system which could be the
subject of scientific inquiry by multiple investigators using increasingly sophisticated
empirical tools.

Conclusion
In this Chapter I examined the philosophical foundations of institutional
economics. I tried to demonstrate how institutional economics was aligned with
pragmatism, which was one of the well-known and active philosophical schools of the
early 20th century. Specifically, institutionalist economists adopted a conception of ‘good
science’ that was firmly grounded in the pragmatist approach. This is an important point
since one of the arguments of this dissertation is to argue that one of the factors that led to
the demise of institutionalism was the shifting conception of what constituted ‘good
science’. Moreover, this review does go some way to undermining the claim that
institutionalism was simply ‘unscientific’, that moniker depends in the criteria that
distinguish science from non-science. It is now time to turn to a more detailed
investigation of how three representative institutional economists applied these beliefs in
Chapter 4.
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CHAPTER 4: CASE STUDIES OF INSTITUTIONALIST ECONOMISTS
In this Chapter, I will review the work of three institutional economists who
provide a representative selection of the institutionalist school during the interwar period.
Wesley Mitchell’s work on business cycles was paradigmatic example of the
institutionalist approach with its focus on the observation and collection of data coupled
with an unwillingness to engage in abstract theorizing. Moreover, the entire project on
business cycles was motivated by Mitchell’s desire to use the methods and tools of
science to ameliorate the harm caused by the cycles of ‘boom and bust’ that characterized
the modern economy. Finally, his explanation of the business cycle phenomena as an
implicit implication of what he refers to as the “money economy” a clear use of the
institutional analysis rather than universal laws to account for economic phenomena.
Walton Hamilton’s presentation at the 1917 American Economic Association meeting
positioned institutionalism as the only viable candidate for economic theory. Hamilton’s
work on price theory reflected the core institutionalist idea that public policy
recommendations cannot be made without a thorough understanding of the existing
economic situation. Moreover, his analysis of price policy relied on understanding the
complicated nexus of institutional forces at work. The result is an alternative account of
price formation that challenges the neoclassical account.
John Commons is perhaps the most idiosyncratic pick of the three. As Malcolm
Rutherford (2011) notes, Commons was not a founder of institutional economics.
However, he did explicitly identify as an institutionalist later in his career and was
working within the institutionalist framework during the interwar period. Commons is an
interesting case because of his focus on the interactions between legal institutions and
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economic phenomena. Commons was also deeply committed to social change. He
believed that the best way to achieve his social ends was through the legal process.
Commons, in contrast to other institutionalist thinkers, takes institutions as a unit of
analysis, but also looks at individual behavior as well. The result is that Commons offers
a nuanced account of how the individual is shaped by their institutional framework in
which they operate. Finally, Commons’ theory of legal institutions is dynamic in nature,
focusing on explicating how change occurs in both the legal and economics systems.
Commons’ account of the way institutions evolve in response to their environment, a
topic not addressed by his fellow institutional economists, represents an important
contribution.

Wesley Mitchell and Business Cycles
Wesley Mitchell is perhaps most identified with his work on business cycles. The
first of his three books on the topic, Business Cycles, was published in 1913. It included
data on a variety of economic indicators from four countries (Germany, France, Great
Britain and the United States) between 1890 and 1911. The second book, Business
Cycles: The Problem and its Setting, was published in 1927. It featured quarterly and
monthly economic data for the period between 1850 and 1925. In this volume, Mitchell
expanded his data set to include seventeen countries as well as supplementary
commentary from contemporary observers. In his final volume on business cycles,
Measuring Business Cycles, authored with Arthur Burns and published in 1946, Mitchell
went back to his original set of four countries, but used over one thousand monthly series
of economic data.
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Mitchell clearly presents his methodology in the 1913 volume. He finds it
difficult to account for the voluminous number of theories of business cycles purporting
to explain and predict economic conditions given that he believes that there is a lack of
credible data on economic indicators. Mitchell’s approach is to ‘attack the facts directly’
by providing an analytic description of the economic phenomena. However, Mitchell did
not entirely disregard the role of theory and acknowledged that he would be guided by
the previous theoretical work on the subject.
This plan of attacking the facts directly by no means precludes free use of
the results achieved by others. On the contrary, their conclusions suggest
certain facts to be looked for, certain analyses to be made, certain
arrangements to be tried. Indeed, the whole investigation would be crude
and superficial if we did not seek help from all quarters. But the help
wanted is help in making a fresh examination into the facts. (Mitchell,
1913, 19-20)
It is important to distinguish Mitchell’s approach, which Mary Morgan (1991)
refers to as ‘statistical economics’, from the nascent field of econometrics. According to
Morgan, Mitchell was a statistical economist who relied on the “unaided intellect”, and
“spurned the aid of both mathematical and statistical tools,” (47-48). Mitchell’s approach
focused on ‘descriptive statistics’, rather than the more sophisticated ‘inferential
statistics’ of econometricians, who relied on recently developed tools, such as multivariable regression analysis. Mitchell doubted the utility of econometric tools in the
study of business cycles since he believed that the data revealed that each business cycle
was a unique event. As Mitchell (1913) states,
The deepest-seated difficulty in the way of framing such a theory arises
from the fact that while business cycles recur decade after decade each
new cycle presents points of novelty. Business history repeats itself, but
always with a difference. This is precisely what is implied by saying that
the process of economic activity within which business cycles occur is a
process of cumulative change (449).
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While he backed away from this position by the 1940s, his work firmly remained in
‘descriptive’ rather than ‘inferential’ statistics.
Mitchell’s methodological choices were influenced by his belief that business
cycles are especially amenable to quantitative analysis, but also by his doubts concerning
the deductivism that characterized classical economics. Mitchell explicitly distinguishes
his work from classical economists, such as David Ricardo (1772-1823), and the early
neoclassical economists (the marginalists) who he followed in the classical tradition. It is
worth spending some time considering Mitchell’s criticisms, as they are broadly
representative of institutionalist position.

Mitchell’s Criticism of Contemporary Economics
In The Prospect of Economics (1924), Mitchell reviews Ricardo’s economic
theory and establishes its connection to the marginalists and early neoclassical theories.
Mitchell’s main criticism of Ricardo is that he relied on oversimplified and faulty
assumptions about human nature most likely derived, according to Mitchell, from his
personal experience working as a financier. Mitchell observes that even though Ricardo’s
conclusions were undermined by events, his economic theory went relatively
unchallenged for the next thirty years. Ricardo’s theory became a sort of dogma,
ultimately embraced by certain politicians because it was perceived to support favored
policy positions. Since Ricardo’s supporters positioned his theory as a series of
postulates, they argued that the truth of the conclusions was secured by the truth of the
postulates. If conditions specified in the postulates were fully realized, then the observed
facts would be in accordance with the stated conclusions. If the observed facts
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contradicted the conclusions, this is not a shortcoming of the postulates, but only
indicated that the specified conditions were not fully met. Mitchell believed that this
approach essentially rendered Ricardo’s theory non-falsifiable and therefore unscientific.
According to Mitchell, there were no meaningful methodological differences
between Ricardo and the early neoclassical economists. At the heart of their theories were
the same faulty assumptions about human behavior. These assumptions went
unchallenged since, according to Mitchell, economists did not view it within the scope of
their work to assess the veracity of claims about human behavior. Thus, the errors of
discredited psychological theory remained unacknowledged. As Rutherford (1987)
observed, Mitchell specifically criticized the reliance of classical and neoclassical
economists on the psychological hedonism, which he claimed had been proved to
exaggerate the scope of individual rationality as well as neglecting the extent to which
people’s behavior, as well as their norms and beliefs, are shaped by their participation in
various institutions. As Mitchell (1910) stated,
The latter [social concepts] are but prevalent habits of thought which have
gained general acceptance as norms for guiding conduct. In this form the
social concepts attain a certain prescriptive authority over the individual.
Their daily use by all members of a social group unremittingly molds
these individuals into common patterns without knowledge and
occasionally interposes definite obstacles in the path of men who wish to
act in original ways, (203).

Mitchell’s Conclusions on Business Cycles
While Mitchell’s goal may not have been to assess the competing theories of
business cycles, in Part III of the 1913 volume (widely regarded as one of Mitchell’s
most theoretical writings), he does indicate where these competing theories are and are
not confirmed by the data. According to Mitchell, the data show that a modern capitalist
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economy expands and contracts in a predictable sequence; prosperity, crisis and
depression. Moreover, this process is self-generating, meaning that the stages of the
business cycle are implicit within the pecuniary-based system of exchange that he refers
to as the “money economy’. The important point is that the nature of the business cycle
and its characteristic stages is a necessary consequence of the current institutional
arrangement of the economy. Each stage contains the necessary cause for the succeeding
stage. In the end, Mitchell provides a novel explanation that differs from the
‘intervening’ causes model of explanations offered by other political economists.
Mitchell believed that institutions are social constructions shaped by social
concepts. The ‘money economy’ is an institution composed of such socially derived
concepts as ‘private property’, ‘prices’, and ‘profits’. Since classical and neoclassical
economists fail to appreciate the influence of socially constructed institutions on thinking
and behavior they do not see that their analysis takes for granted certain aspects of
economic behavior that should be problematized instead of assumed. Mitchell (1910)
states the problem clearly in the following:
As such it [the rationality of human behavior] is the central problem of
economics—not a solid foundation upon which elaborate theoretical
constructions may be erected without more ado. Even if economists are
justified in starting with it as an assumption, they are not justified in
stopping before they have made it a problem. And when they treat it as a
problem they will find themselves working back to habits and from habits
back to instincts. (201)
In The Role of Money in Economic History (1944), Mitchell explores how,
“monetary forms have infiltrated one human relation after another, and their effects upon
men’s practices and habits of thought,” (61). “The “money economy” produces a variety
of contradictions, the most important of which is that while it removes barriers to free
exchange, it subjects men a “harsh, new discipline” Importantly, the rise of the money
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economy shaped the development of economics by imposing an objective aim of market
participants (maximizing profits) as well as a common denominator (currency) through
which the value of goods can be compared.
Contemporaries responded positively to both his 1913 and 1927 monographs, the
latter of which established Mitchell’s reputation as a leading scholar of business cycles.
However, as both Rutherford and Morgan (1987) note, he was not successful in creating a
new theory of business cycles. By the 1940s, his work was viewed by critics is a far less
favorable light. By this time, the field of econometrics had advanced sufficiently that it
was a leading econometrician, Tjalling Koopmans (1947), who launched a sustained
attack of Mitchell’s methodology, a dispute referred to as the ‘measurement without
theory’ controversy after the title of Koopman’s article that formed the opening salvo.
Regarding the ‘measurement without theory’ controversy, it is interesting to
consider the views of Milton Friedman (1950), a well-known neoclassical economist,
who, years later defended Mitchell against charges that he was atheoretical. Friedman
observes that there are four different types of work that contribute to the goal of science,
which he defines as explanation of phenomena sufficient to make valid predictions about
phenomena which is not yet observed: the collection of observation about phenomena,
the organization and arrangement of observations and the extrication of empirical
generalizations, the development of improved methods of measuring or analyzing
observations and the formulation of partial or complete theories to integrate existing
evidence.

66

Friedman argues that Mitchell’s focus on the first three tasks often obscure his
contributions to the fourth. Mitchell’s theoretical contributions were also obscured by his
interest in the processes driving change at a time when most economists were
preoccupied with economic statics, that is, with investigating phenomena in a stationary
state 467). Moreover, as Friedman states, these obstacles are exacerbated by Mitchell’s
unwillingness to make abstract statements:
It induces exasperation, because numerous significant theoretical insights
are so carefully hidden under the smooth, causal sounding exposition of
descriptive material. Time and again, Mitchell seems on the verge of
making explicit abstract statements about an essential element of the
cyclical process only to withdraw into a summary of empirical regularities
or a listing of special cases or an elaboration of qualification. (478)
Supporting Friedman’s claims, Rutherford (1987) argues that it is possible to
understand Mitchell’s theory of business cycles within a theoretical framework of his
larger institutionalist commitments.
Mitchell thus came to argue that empirical work should be directed at
discovering new information by examining in detail the process or
phenomenon to be explained, within an overall conceptual framework, and
utilizing existing theories as working hypotheses to help guide inquiry in a
close interplay between working hypotheses and empirical findings. In this
fashion, Mitchell hoped to discover both the strengths and weaknesses of
existing hypotheses, and to more clearly define, in terms of what had to be
explained, the task remaining to the theorist. (68)
Rutherford argues that Mitchell’s concept of working hypotheses was a broad notion and
included definitions, measurements, low-level empirical hypotheses as well as
explanatory hypotheses about behavioral or causal relationships, but it was the first three
that dominate his work. However, this approach has its limitations. Rutherford observes
that Mitchell’s use of theory is essentially a means of systematizing facts which makes it
impossible to make bold conjectures of novel facts and can also lead to ad hoc
justifications as new data emerges. Mitchell’s skepticism about the usefulness of abstract
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theorizing was no doubt motivated by what he believed to be the theoretical excesses of
the classical and neoclassical economists. However, his explicit eschewing of a
theoretical apparatus did not diminish his influence among institutional economists or
significantly diminish his contributions to the discipline.

Walton Hamilton
According to Rutherford (2011), the work of Walton Hamilton is the paradigmatic
example of the institutionalist approach to economics because of his engagement with the
important policy issues of the time, his innovative approach to research and his long
career of public service. Hamilton is perhaps the institutionalist economist who is the
most critical of neoclassical school of economics, which he refers to as value theory.
Unlike John Commons, who viewed the institutional approach as a complement to
neoclassical economics, Hamilton positioned institutional economics as its replacement.
Indeed, Hamilton (1919) argued that only the institutionalist approach could legitimately
claim the title of ‘theory’, even though other schools may offer valuable contributions.
I will outline Hamilton’s case for institutional economics by reviewing the five
criteria for scientific theories that Hamilton proposed to during his 1918 presentation to
American Economic Association. I will then turn to the consideration of Hamilton’s
methodology. Finally, I will explore how Hamilton applied his methodology to an
exploration of the process of price formation.
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Hamilton’s Critique of the Early Neoclassical Economists
The first public discussion of the institutional approach to economics occurred
during a panel presentation at the 1918 meeting of the American Economic Association.
Hamilton (1918a, 1918b) attributes the rise of the neoclassical school, which he believes
to occupy a dominant position within the field of economics, to the following three
factors. The first is the emergence of economics as a professional institution. According
to Hamilton, as the discipline of economics developed, students were attracted to the
study of economics because the perceived rigor of its logic and method. As these young
scholars became increasingly troubled by classical economics, which was organized
around the central concept of ‘wealth’, they began to find the concept of ‘value’ more
appealing. The developing practice of granting doctorates in the field of economics
facilitated this trend by creating a conventional course of study, which cumulates in a
thesis that reflects the interests of one’s professors and other scholars.
Hamilton (1918b) believed that the placing of ‘value’ as the central organizing
concept of economics, when coupled with the increasingly professionalization of the field
of economics and economists themselves, became a sort of self-fulfilling prophecy (387388). The second factor was the dominance of mechanistic logic, which became known
not as one way of doing science, but as the only way to do science. Although Hamilton
(1918b) notes that, “the characteristics of this method are so obviously familiar that they
require no extended presentation here,” (378), he goes on to provide the following
description:
It is essentially a logic of matter, of quantity, of statics; the questions
which it permits to be asked can be answered in quantitatively precise
terms; the result of a sustained inquiry can be stated as a mathematical
formula. This method, obviously applicable to mathematics and to
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sciences, which, like physics and astronomy, prosecute quantitative
inquiries, came to dominate academic work generally. It not only
expressed itself in researches in the natural sciences but thrust its tools of
investigation into the hands of workers seemingly as little in need of them
as students in history, psychology, literature and religion. (378)
According to Hamilton, economists was especially susceptible to the influence of
mechanistic logic and economists diligently began the search for universal laws.
Moreover, the focus on mechanistic logic led to the consideration of certain issues as
problems and the exclusion of other questions (for example, the role of institutions) as
designated as not appropriate subjects of scientific analysis.
Finally, Hamilton argued that while the early neoclassical economists were not
explicitly addressing social problems, they could not remain immune from the larger
debate concerning income inequality. Economists, such as Karl Marx, challenged the
conventional way of doing economics by introducing new terminology to explain the
sources of income inequality. Neoclassical economists responded to this critique by
appropriating Marx’s central technical concept of ‘capital’ and reinterpreting it as a form
of value. This effective co-option, according to Hamilton, further strengthened the
position of neoclassical economics.
In his presentation to the AEA Hamilton proposes five ‘tests’ that a body of
doctrine aspiring to the name of economic theory must be able to pass. The first is that
economic theory should unify science. According to Hamilton, the theory of the early
neoclassical economists) fails to meet this criterion because it does not possess the
theoretical tools to deal with several of what he terms the “subdisciplines” of economics;
including accounting and corporate finance. This failure is especially problematic since
progress in these fields is essential to achieving better social outcomes. The result is that
these subfields have developed independent of neoclassical economics.
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The second test is that economic theory should be relevant to the problem of
social control. While it is not the role of economists to pass judgments on practical
proposals, their work should be oriented towards gathering, in an objective manner, the
information necessary to solve practical problems. According to Hamilton, the experience
of World War I revealed the opportunities for improved outcomes through certain forms
of government intervention. As he argued in 1938, “[we can] hardly escape the
conclusion that the economic order yields far less of the wherewithal of living, leisure
and opportunity than even as a minimum we have the right to expect from it. It has served
us none too well, is only partially under our control, and still presents a turbulence that
awaits the domesticating touch of the future” (2). To effectively achieve more desirable
social outcomes, it is important to understand the details of the current institutional
arrangements.
The third criterion is that the proper subject matter of economic theory is
institutions. Hamilton notes that institutions can be of varying types, including formal
bodies (i.e., churches and governments), informal bodies (i.e. sporting teams) and social
arrangements (i.e. ‘money economy’ and democracy). It is impossible, according to
Hamilton, to firmly fix the origin of an institution, although it is possible to trace the
course of its development. Institutions are evolutionary and need to be understood within
their social and temporal context.
The fourth criterion states that a viable economic theory must be dynamic and
deal with the factors that contribute to economic change. This is a direct criticism of the
neoclassical approach, which Hamilton contends reifies economic phenomena and fails to
notice their interaction and change. Hamilton (1919) argued that a “genetic”
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understanding, a method of analysis that explains what a thing is in terms of how it came
to be, was essential.
The final criterion is that economic theory must be based on an acceptable theory
of human behavior. Hamilton objects that the early neoclassical economists uncritically
adopted an outdated and fundamentally flawed hedonistic psychology.
He criticizes this theory of behavior for two reasons. The first is its reliance on the
concept of self-interest, which is an ambiguous notion since it is unclear whether the
concept of self-interest should be understood on a short or longer timeline. Thus, he
argues, self-interest, which plays a pivotal role in neoclassical theory, turns out to be a
rather vacuous concept, which fails to fully account for any action at all. The second
criticism is that early neoclassical economists neglect the role of institutions, in
particular, and social interaction in general, in our forming our values, preferences and
habits. Hamilton (1919) concludes that the future of economics is institutional
economics, although he cautions that institutionalism will not resemble early neoclassical
economics and must be assessed by its own standards.
Its [Institutionalism] concern with reality, its inability to ground a scheme
of thought upon a few premises, its necessity of reflecting a changing
economic life, alike make its development slow and prevent it from
becoming a formal system of laws and principles. It must find in relevancy
and truth a substitute for formal precision in statement (318).

Hamilton’s Methodology and Price Policy
Hamilton’s methodology, which he defines as ‘concretion’, can be described as a
meaningful engagement with the particular event or object. The process of information
gathering should be directed by the objective of trying to resolve a particular question.
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The questions considered worthy of investigation are formulated against a background of
beliefs concerning human behavior and the importance of institutions. Hamilton was a
methodological pluralist who made use of a wide variety of quantitative and qualitative
tools. He also borrowed freely from other academic disciplines when he believed that
this would be useful.
Hamilton’s work on price policies provides an interesting example of both his
methodology and his approach to economics. His participation on a Cabinet-level
committee mandated to examine the adequacy of the price system sparked his interest in
the systematic analysis of price policy. The committee designed a study of the behavior
of prices under the National Recovery Act (NRA). An important part of this project was a
series of case studies, which considered the process of price formation in a variety of
industries. Unfortunately, as Rutherford (2011) details, the committee was not able to
carry out the proposed research because of the demise of the NRA in 1935.
However, Hamilton continued the project outside of government auspices,
recruiting a collection of researchers to conduct studies of price policy in a variety of
representative industries; automobiles, automobile tires, gasoline, cottonseed, dresses,
whiskey and milk. Industries were selected for investigation on the basis of the
availability of data and as they were considered to be representative of the standard of
living. The resulting collection, entitled Price and Price Policies, and including an
introduction and conclusion written by Hamilton, was published in 1938.
Hamilton argues the concept of a ‘industry’ cannot be understood through the
application of general principles. He analogizes the process of understanding the
workings of a particular industry to coming to know an individual or a character in a
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book, both of which are examples of the process of concretion which was described
above. As Hamilton (1938) states,
We come to know it [industry] as we know them (characters in a book], by
instances in the concrete, gradually. What has been found out assumes a
shape and takes on detail; the form, never abandoned for a completely
fresh picture, is constantly revised as knowledge is increased and
understanding grows. But intimate as the picture comes to be, it has its
surprise in the offing, and its actuality can never be exhausted…here is the
beginning, not an end, of a definition of industry. (527)

However, Hamilton (1938) is cognizant of the need to structure his inquiry into
the workings of industry around a clear set of research questions:
There are also the kindred dangers of garnering more of fact when what is
needed is understanding, of setting dramatic instances down as the order
of events, of piling concretion upon concretion in the expectation that
meaning will automatically emerge. However general its statement,
analysis only has meaning in terms of a reference and in respect to
particular questions. (24)

Hamilton notes that all the case studies in the book focus on the same question, which is
how the prices of particular products or services are generated. Hamilton’s goal is to
examine how well the competitive system works to achieve optimal outcomes. He is
particularly interested in investigating whether prices are determined through the
operation of free market forces. He notes that there has not been much research on the
performance of competitive markets and their propensity to achieve optimal outcomes.
As Hamilton (1938) states, “A test of a public policy by reference to the facts is difficult;
there are far more accounts of how competition is supposed to operate in general than of
its actual performance in specific industries” (20).
According to Hamilton, the ‘mythology’ of the market mechanism decrees that
the discipline of competition will allocate resources, including capital, to its most
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efficient uses. However, Hamilton (1938) argues that practical experience reveals
otherwise:
A continuous experience has revealed to practical men serious flaws in the
prevailing system. And if their gifts did not run to the nicety of statement
and abstract utterance, they could scribble concrete counts into a bill of
indictment. An overdone competition was evident in the foods for which
there were no markets, in factories kept idle for want of orders, in laborers
for whom no jobs could be found, in the serious discrepancy between
adequate productive resources and unsatisfactory standards of life. (20)

The early neoclassical economists argue the current system of price formation accurately
determines the value of goods and services. But, Hamilton points out, contrary to the
popular idea that price is computed through aggregating the costs of production, what
should be considered a reasonable ‘cost’ is a matter of social consensus and custom. This
may seem like a common idea to modern ears but represented a departure from the
thinking of the early 20th century. Hamilton (1938) provides the following example:
The factory cost of a package of cigarettes is only a fraction of the price
the buyer pays; and if the 6 cents in taxes is subtracted, the larger part
of the residue still remains unexplained, a number of items can be made
to account for the difference; but such expenses as high salaries,
bonuses to management, and advertising are made possible by the
spread. Their source lies in the ability of the concern to pay. Eventually
they become established in the industry and in the plausible rhetoric of
business they are set down as costs. (538)
Hamilton concludes that the complex practice of ‘price-setting’ cannot be captured by a
simple universal law like supply and demand. The crucial question for Hamilton, and one
that he believed was ignored by his contemporaries, were the factors that drove the
supply and demand for a product or service. In short, a price can only be understood
within its habitat, and this requires an analysis of social institutions.
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Hamilton concludes that the case studies in his book reveal the unreality of the
mythology of the market mechanism. While the market mediates the value of goods and
services, that it does so on the basis of largely unexamined factors. Unless and until these
factors are investigated, there is nothing sacred or absolute about the market’s
determination. As Hamilton (1938) concludes,
The market is not the creator, but the mediator, of values. All that
comes there – goods, services, wants fortified by ability to pay – is
given worth by habit and usage, procedure and technique, in the
industrial community. All that is a culture – the industrial arts, the
organization of industries, the processes of marketing, the ways of life
– converge there with their host of conflicting claims. If an analogy
must be used, the market is the umpire rather than the governor. (549)
Since prices shift in response to a variety of variables, it is impossible to generate a ‘onesize-fits-all’ approach that can be used to manipulate prices to achieve desired social
outcomes. This conclusion aligns with Hamilton’s belief that the search for universal
principles and universal solutions is inappropriate. However, Hamilton (1938), perhaps
anticipating the criticism of his lack of generalizable principles, defended both his
approach and his conclusions.
Concretion moves by way of sample and type, of incident and detail.
In an inquiry which is human and useful, general statement cannot be
rigidly held to the particulars which underlie it. These reports have
much of meaning for the industries with which they are not directly
concerned; yet the larger significance which can be set down here is
partial and tentative. It falls short of all that is needed to understand -or attempt to guide – the tangle of industrial arrangements under which
we are severally members one of another. That larger knowledge
awaits an explanation of more industries, a piling up of more instances,
a longer sweep of time, an inference of greater meaning. But even if we
demand intellectual riches, we must not spurn modest possessions.
(526)

76

John Commons and the Market for Rolled Steel Products
The work of John Commons represents a different approach to institutional
economics than the ones taken by Wesley Mitchell or Walton Hamilton. In particular,
Commons did not entirely reject early neoclassical economic theory and viewed his
approach as a supplement to orthodox theorizing although it is a matter for debate as to
whether he actually carried this intention into practice. This perspective is in most
obvious contrast to Hamilton who believed that institutionalism represented the only
doctrine worthy of being called a theory of economics.
As Rutherford (2011) notes, Commons is widely recognized as being the driving
force behind the school referred to “Wisconsin Institutionalism” at the University of
Wisconsin. His influence was extended by the unusual amount of external funding that he
received for his research projects, particularly those on the history of labor relations. His
access to generous funding allowed him to involve a large number of graduate students in
his work, creating a vibrant and attractive home for a community of scholars interested in
what they referred to as ‘action research’. Commons established himself as a leading
labor economist, whose accomplishments were recognized by his peers, as evidenced by
the fact that he was elected President of the American Economic Association in 1917.
However, despite these notable achievements, Commons’ work has not been well
received by modern commentators, many of whom view his writing as obscure and
lacking a clear theoretical framework. In this case study, I will explore Commons’ theory
of institutions and, in particular, his theory of institutional change. I will then apply
Commons’ theory to the case of the price system in the market for rolled steel products, a
topic on which he was both intellectually and politically engaged in the 1920s.
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Commons’ Approach to Institutions
Commons (1934) believes that a lack of consensus around the term ‘institution’
has hindered both the growth and understanding of institutional economics. He defines an
institution as, “collective action that restrains, liberates and expands individual action,”
(73). Institutions restrain individuals from performing certain actions, but they also
liberate people from coercion, duress and discriminatory or unfair acts perpetrated by
others. Collective action is also the expansion of the individual will into more than what
he could do alone by his own “puny acts” (73). As Rutherford (1973) notes, Commons
expanded the definition of institution adopted by early neoclassical economists and his
fellow institutionalists. Proponents of the neoclassical approach viewed institutions as
“constraints” on individual action, while institutionalists (such as Mitchell and Hamilton)
viewed institutions as instruments that reflect social norms and can be used to achieve
social purposes.
For Commons, institutions develop in response to the problems caused by the
scarcity of resources. This is a different explanation than is often provided by other
institutionalists who argue that institutions evolve naturally in response to a variety of
social conditions. By taking scarcity as his starting point, Commons is adopting a similar
approach to the one taken by neoclassical economists. However, Commons quickly
moves beyond the scarcity of resources to the larger, and to him, more pressing question
of how this scarcity impacts human relationships. In the absence of institutions,
Commons argues that individuals would resolve the conflicts resulting from scarcity in
inefficient and possibly violent ways. As Van de Ven (1993) notes, institutions are
‘workable’ solutions to the problems caused by scarcity. Institutions contain the
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mechanism for identifying rights and duties, the procedures through these rights and
duties can be enforced in formal and informal ways, as well as various mechanisms for
transferring knowledge about acceptable forms of behavior.
Institutions are governed by what Commons refers to as ‘working rules’. Working
rules delineate what actions individuals may perform (may not perform) and actions that
individuals must perform (must not perform) within particular institutions. Working rules
include everything from laws to collective bargaining contracts; social norms and cultural
conventions; religious doctrines and ethical principles, as well as custom.

The Role of the Law in Commons’ Theory of Institutions
Commons’ interest in the connection between legal and economic institutions was
motivated by his desire to write legislation that would not be deemed unconstitutional by
sitting judges. To do this, Commons educated himself on the evolution of common-law.
The result of his studies was an economic theory that is inextricably bound up with the
development of legal institutions. In his monographs, especially The Legal Foundations
of Capitalism (1924) and Institutional Economics (1934), Commons articulates a
framework to explain and predict the interactions of individuals within the context of
their shared institutional environment.
Commons believed that the focus of economic study should be firmly fixed on
problem solving. Even his definition of ‘theory’ has a distinctly practical bent.
According to Commons (1934), theory is, “a complex activity of Analysis, Genesis, and
Insight, actively constructed by the mind in order to understand, predict and control the
future” (102). He is interested in developing a science of economics, which requires
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identifying a unified system of principles. He defines principles, as “similarities of cause,
effect or purpose” (69). Applying these principles enables the economic scientist to make
testable predictions about individual behavior in economic transactions. Using these
concepts and tools, institutional economics can generate interesting theoretical insights
and predictions.

The Role of the Individual
Like neoclassical economists and unlike his institutionalist counterparts,
Commons took individuals as the basic unit of analysis. It was the actions of individuals
that built and shaped institutions. However, Commons parted company with the
neoclassical economists insofar as he believed that the social environment was of crucial
importance in explaining and predicting human behavior. Commons’ approach was not to
give priority to either individual or society, but rather to focus on the interaction between
these two forces. As Commons states (1934),
Individuals begin as babies. They learn the custom of language, of
cooperation with other individuals, of working towards common ends,
of negotiations to eliminate conflicts of interest, of subordination to the
working rules of the many concerns of which they are members. They
meet each other, not as physiological bodies moved by glands, not as
‘globules of desire’ moved by pain and pleasure, similar to the forces of
physical and animal nature, but as prepared more or less by habit,
induced by the pressure of custom, to engage in those highly artificial
transactions created by the collective human will…Instead of isolated
individuals in a state of nature they are always participants in
transactions, members of a concern in which they come and go, citizens
of an institution that lived before them and will live after them. (73-74)
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Commons believes that human nature is more malleable and dependent on social
institutions than is assumed by classical and neoclassical economists. Economists, such
as Adam Smith and Jeremy Bentham, explain economic behavior by referring to
psychological ‘instincts’ or tendencies. Adam Smith accounts for economic transactions
by referring to the innate desire of human persons to barter, truck and trade. Jeremy
Bentham accounts for the same behavior with his assumption that individuals seek
pleasure and avoid pain, in particular, that individuals seek the pleasure of consumption
and to avoid the pain of labor. While contemporary orthodox economists may not
explicitly embrace the psychologism of Smith and Bentham, they tacitly rely on it to
account for individual motivations. According to Commons, this reliance undermines the
importance of institution and custom in shaping individual value judgments, preferences
and behavior.
Individuals engage in transactions and the concept of transaction is a fundamental
one for Commons. Neoclassical economists generally assume that all forms of exchange
take place between legal equals who voluntarily agree to the terms of exchange.
Commons (1934) broadens this definition by defining a transaction as, “the means, under
operation of law and custom, of acquiring and alienating legal control of economic
quantities, including legal control of the labor and management which will afterwards
produce and deliver commodities towards ultimate consumers” (87). Commons’
innovation to separate the definition of property as the legal ownership of a good from
the definition of property as the physical ownership of the good. The two senses of the
term are united in his framework since legal control is future physical control.
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The distinction between physical possession and legal ownership makes it
possible for Commons to account for various intangible forms of property, such as
‘goodwill’ (an intangible asset that results from the perception that one company acquired
another company at a premium value) that remain unaccounted for under the neoclassical
account. Again, while many of the implications of Commons’ account may seem like
commonsense to 21st century thinkers, it is important to remember that at the time his
account was unintuitive and unorthodox. Commons, unlike his predecessors, places the
emphasis on legal ownership, stating that property is equivalent to property rights. Thus,
while other sciences deal with things, economics is the science that deals with the legal
rights over things. In addition, Commons’ account introduces a temporal element, which
is absent from the economic theories provided by his predecessors, focused as they are on
the commodity (or the material thing itself). For Commons (1934), property is the present
right to the future use of things.
The materials are mere physical accumulations from the past up to the
present point of time. They do not exist as ownership or value for human
beings until, from the present point of time, futurity is attributed to them.
For ownership (corporeal and incorporeal property is always a present
right to a future use or sale of the materials immediately as well as in the
remote future. The materials, as mere physical existences, are always in
the past. They have, in themselves, no futurity. But ownership and
valuation of those materials always look to the future. (406)

Commons uses the concept of transactions as an explanatory framework for how
economic exchange takes place. It also illuminates the important role of institutions in
facilitating a harmony of interests by resolving conflict and imposing and enforcing of
reasonable expectations. Commons’ theoretical solution flows from his identification of
the problem posed by the phenomenon of scarcity and the resulting conflict of interests.
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Commons (1934) categorizes transactions into three groups: rationing, managing and
bargaining transactions. “Bargaining transactions transfer ownership of wealth by a
voluntary agreement between legal equals. Managerial transactions create wealth by
commands of legal superiors. Rationing transactions apportion the burdens and benefits
of wealth creation by the dictation of legal superiors” (68). Every transaction is governed
by a set of ‘working rules’, as well as by the common law that outlines the perimeters of
acceptable behavior in both the legal and the ethical sense. When conflicts between
parties to a transaction cannot be worked out according to the working rules, the parties
can appeal to the legal system, which, relying on its own working rules enshrined in the
doctrine of due process, imposes a solution.
Each of the above transactions can also be ‘strategic’ or ‘routine’. Andrew Van
den Ven describes ‘strategic transactions’ as, “the generative mechanisms for establishing
customs, resolving conflicts of interests, and establishing working rules” (145). The result
of such strategic transactions is to restructure routine transactions by shifting the
changing the set of incentives or constraints. According to Commons, institutional
change results from these strategic transactions and serves as the basis for his explanation
of institutions as dynamic instruments.

The Case of Market for Rolled Steel Products
Commons was skeptical of direct government intervention in the market, a stance
that distinguished him from other institutional economists such as Hamilton and Mitchell
He believed that solutions to pressing economic problems were best discovered through
the creation of voluntary collective organizations to represent various interest groups.
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What was important is to ensure that one individual or one interest group was not able to
control the behavior of others. Commons presents an interesting case study in his article,
“The Delivered Price in the Steel Market” which was published in 1924. I will briefly
review the case and then present an analysis of it using Commons theory of institutional
economics.
The rolled steel market in the early 20th century was dominated by U.S. Steel,
which made 40-80% of all the steel products produced. U.S. Steel was based in
Pittsburgh and, during the period in question, was headed by a man named Judge Gary.
While Pittsburgh was the original base of operations for U.S. Steel, the company also had
three additional plants; in Chicago, Duluth and Birmingham. The costs of production at
these plants were often lower than the costs of production in Pittsburgh. Since individual
manufacturers, who Commons refers to as the ‘immediate consumers’ of rolled steel
products, did not have the capacity to transport the steel, they relied on the rail system to
transport the products from the steel mills to their factories.
Rolled steel was an important product in rapidly industrializing America. By the
end of the 19th century, rolled steel was a standardized product. By ‘standardized’
Commons means that information about the quality, chemical composition and size of
various rolled steel products was readily available. This made it relatively easy to
compare products and forced producers to compete for business on other factors, such as
service. Another important development in the rolled steel market was the stabilization of
prices. Elbert H. Gary, the founder of U.S. Steel, maintained price stability by allowing
smaller steel companies to remain in business so long as they held the line on prices. As
Commons notes, if a smaller company attempted to attract additional business by
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lowering prices, Gary reaffirmed U.S. Steel’s price position in the media, exercising a
subtle threat to the recalcitrant company to get back in line. This approach dampened
competition on prices, but it did provide manufacturers with a level of confidence of the
price that they (and all of their competitors) would pay for rolled steel products in the
near future. This policy of ‘live and let live (so long as prices were in line)’ was good
business for U.S. Steel since it allowed U.S. Steel to escape from charges in 1919 that it
violated the Sherman Anti-Trust Act, which was designed to prevent monopolies from
dominating trade within a particular industry.
Commons (1924) outlines the two pricing schemes adopted by U.S. Steel in the
early 20th century. The first is referred to as “Pittsburgh-Zone Plus”. Under this pricing
scheme, the country is divided into a series of geographical zones. Manufacturers
seeking to purchase rolled steel products are charged a base rate for the rolled steel
product and are also charged a ‘freight’ rate, which is based on their zone and is uniform
throughout the zone. Under this pricing system, the price of steel is a ‘delivered price’,
meaning that the manufacturers not only pay for the rolled steel products, they also pay
for the freight it costs to carry the steel to their factory.
The disadvantages of this system being obvious, one ingenious manufacturer,
whose factory was in Minnesota (and was therefore charged the Minnesota zone price),
discovered that the rate charged by the rail companies was the same whether the steel was
delivered in Minnesota or whether it was delivered in Wisconsin. Essentially, he
discovered that the freight rates charged by the steel companies were not reflective of the
actual rail rates. He told the steel company he needed the steel shipped to Wisconsin, but
then surreptitiously arranged for the rail company to deliver it to his plant in Minnesota.
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In so doing, he saved several thousand dollars. He later repeated the trick, again saving a
significant amount of money. However, it did not take long for the steel companies to
discover this ‘zone rate arbitrage’ and change the system to prevent it.
In response, the steel companies instituted a system referred to as “Pittsburgh
Plus”. This system ‘closed the loop’ by getting rid of the zones and mandating the
manufacturers pay the rate of the freight to their specific location. Manufacturers were
charged the base rate of the steel and then an additional and variable amount depending
on where final delivery of the steel was received. Commons referred to this as the
‘delivered price’ scheme. The catch is that the amount of freight was determined by the
freight rate from Pittsburgh to the delivery point. Importantly, freight was calculated as
if it was shipped from Pittsburgh even if the steel was actually produced one of the other
plants (located in Chicago, Duluth or Birmingham) mentioned above.
As an example, consider a manufacturer of rolled steel products whose factory
was located in Billings, Montana. When he purchased rolled steel products for use in his
factory, he was charged a base rate for steel purchased, and then charged freight costs to
carry the steel from Pittsburgh to Montana. It was impossible, under the terms of the
contract, for manufacturer to take delivery of the steel at the steel mills and arrange for
the costs of the transport himself. He was prevented from negotiating with the railways to
arrange for a more favorable price. He was compelled to purchase freight from the steel
companies as a condition of purchasing the rolled steel products. Moreover, under the
“Pittsburgh-Plus” pricing scheme, the manufacturer in Montana is charged a freight
rate as if the steel was produced in Pittsburgh; even it is produced at another location
(and actually produced at a lower price). So, the manufacturer in Montana pays the
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higher Pittsburgh base rate for the rolled steel products and pays freight as if the steel
were being shipped from to his location all the way from Pittsburgh, even if it is actually
coming from less than half of the distance.
According to Commons, the immediate consumers of steel products were largely
ignorant of the actual workings of the pricing policy until the War Industries Board
(WIB) mandated that a “Chicago Rate” be added to the “Pittsburgh Rate”. For example,
if the steel was produced in Chicago, the purchasers of rolled steel products were charged
freight rates that reflected the fact that it was actually being shipped from Chicago. This
change reduced the costs for producers of rolled steel products in several geographical
locations (namely, those who were located closer to Chicago than to Pittsburgh) and had
the result of improving their supply costs relative to their competitors in less favorable
geographic locations. However, this improvement was short-lived since the WIB
rescinded the requirement for the inclusion of the “Chicago Rate” after only 9 months.
Costs for manufacturers were further increased when the railways increased freight costs
during the war.
In response to these pressures, a group of manufacturers formed the ‘Western
Association of Rolled Steel Consumers for Opposing the Practice of Pittsburgh Plus’ to
lobby for a change to the policy. Because of their efforts, U.S. Steel voluntarily agreed to
restore the “Chicago Base”. However, as Commons points out, the interests of the
manufacturers (who Commons refers to as the ‘immediate consumers’) are not the same
as the ‘ultimate consumers’, who are the end users of rolled steel products. Given the
stabilization of prices and the lack of effective price competition, manufacturers of rolled
steel can simply pass the costs onto the consumers of their products. They can do so with

87

relative impunity since the policy of U.S. Steel ensures that rolled steel products cannot
be purchased for less on the market.

Therefore, according to Commons, the immediate

consumers, the manufacturers, have little incentive to seek additional price concessions
besides those necessary to effectively compete with their competitors.
However, there were significant gains to be had for the ‘ultimate consumers’ if
they could break the ‘delivered price scheme’, particularly given the importance of rolled
steel to a variety of everyday products. Representing the interest of its constituents,
legislatures in four states: Illinois, Wisconsin, Minnesota and Iowa formed an interest
group “Association of Ultimate Consumers of Opposed to Pittsburgh-Plus”. These states
were later joined by representatives of 28 other states who presented their case against
U.S. Steel for arbitration to the Federal Trade Commission (FTC), which ruled in their
favor in 1924 and mandated the discontinuation of the practice.

Analysis of the Case
Commons’ analysis of the case of the market for rolled steel products is an
illuminating example of his theory. Richard Gonce (1976) explains Commons theory of
the relationship between legal institutions and economics in the following way:
Whatever the case, the new economic force may signal alluring new
opportunities for profits, or frightening prospects for losses or both. But
it stirs up individuals’ interests, inspires new customs, reshuffles
conflicts of interest and prompts efforts by rival classes to organize to
protect their property interests. But the conflicts persist, and these
classes apply pressure on the state legally to protect their proprietary
interests (775).
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In this case, the ‘new’ economic force was the dominance of U.S. Steel in the American
market for rolled steel products. This dominance was manifested in two primary ways;
the first was the virtually complete control of the price of rolled steel products. The
second was the opportunity to dictate to the immediate consumers that the charged price
would be the ‘delivered price’, that is, that consumers would be compelled to purchase
variable rates of freight in addition to the desired amount of steel. Various stakeholders
of U.S. Steel were impacted by this development and it is helpful to both list these
stakeholders as well as their interests to understand their response:
•

Immediate Consumers of Rolled Steel Products (it is important to note that this is
not a monolithic group, since the interests of individuals manufactures are
determined by their geographic location). This group has an interest in:
o Stable prices
o Standard product
o Free competition with competitors
o Low prices

•

Ultimate Consumers of Rolled Steel Products
o Quality products
o Low prices

•

Smaller Producers of Rolled Steel Products
o Opportunity to compete in free and open markets
o Opportunity to price products at a rate sufficient to maintain a sustainable
business
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•

Politicians (local and national)
o Represent the interests of their constituents (or at least be perceived to
represent the interests of their constituents)
o Protect their authority and influence

•

Regulators
o Fulfill their mission (In the case of the Federal Trade Commission (FTC)
this means to protect consumers from unfair or deceptive trade practices)
o Protect their authority and influence

Commons’ theory predicts that each class (or stakeholder group) will seek to advance
their own interests and that these interests will inevitably conflict. It is this conflict that
leads the competing groups to appeal to the state, which is precisely what happened in
this case.
In the case of the market for rolled steel products, collective action occurred at
two stages; the first was the association of immediate consumers in the West. The second
was the initiative led by the political representatives of a wide variety of states. The
important point for Commons is that collective action does not always lead to the
common good, for the Western Association negotiated a deal with U.S. Steel that
satisfied their own interests but did nothing to help the ultimate consumer. This shows
that collective action, while an important stage, does have its limitations and creates the
need for government intervention to change the operating law or policy in a particular
case to assure fair outcomes.
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The second point is that, according to Commons, the FTC in the adjudicating the
case against U.S. Steel operated according to the standard of ‘reasonableness’, which he
understood as a sort of idealism within practical limitations. The current state of the
market for rolled steel products was demonstrably unreasonable, a fact recognized by any
number of stakeholders when the extent of the deceptive practices were revealed during
the war. The FTC’s decision did nothing to erode the dominance and virtual monopoly
power of U.S. Steel, although it mitigated the harmful consequences of the monopoly on
the consuming public. This result aligns with Commons’ commitment to social control,
which was a more limited form of social control than advocated by some other
institutionalists. Moreover, the process of legal change reflected Commons’ belief that
laws needed to change from the ‘ground up’, that is, the process of legal change resulted
from the agitation of interested parties working through the legal process to achieve a
reasonable balance of interests. This is a different model from the view that highly
educated ‘technocrats’ suggesting legal changes from the ‘top-down’ vantage point.
The third point is that understanding the market for rolled steel products depends
on Commons’ distinction between the physical ownership of property and the legal
ownership of property, a distinction he claims is the sign of a modern market. The
traditional understanding of exchange relies on the idea that sellers transport goods to a
common market, where they negotiate terms of exchange with potential buyers. This
exchange results in the transfer of ownership from the buyer to the seller. The transaction
concludes when the seller transports the goods to the desired location. This conception of
the market was outdated even by the time of the 1920s-1930s when Commons’ was
writing, the most obvious example being the stock market and other exchanges on which
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traded intangible forms of property, such as portions of corporate ownership or the right
to purchase commodities at some future date, were traded. The case of the market for
rolled steel products reveals the distinction between the physical and legal control of
property. The immediate consumers legally owed the steel that was being transported
from the steel mills to their location, but U.S. Steel retained physical control of the steel,
permitting them to dictate the terms and the costs of its delivery. This distinction
provided Commons with a theoretical framework to account for how U.S. Steel was able
to exploit the essential non-portability of its products.

Conclusion
The goal of this chapter was to show the work of three institutionalist economists ‘in
action’ and provide a sense of the ways in which a representative selection of institutional
economists practicing economics during the interwar period. I will refer to this Chapter
repeatedly in the philosophical analyses section (Chapter 7-9). It is now time, however, to
turn to the neoclassical economists. I begin with a ‘philosophical introduction’ to
neoclassical economics in the next Chapter.

92

CHAPTER 5. THE PHILOSOPHICAL UNERPINNINGS OF NEOCLASSICAL
ECONOMICS
This Chapter has three objectives. The first is to explore the evolution within the
philosophy of science during the period between the 1920s and 1950s. I will argue that
the interwar period in the United States was the scene of a significant evolution in the
philosophy of science. This period culminated in the adoption of an “Americanized”
version of logical empiricism that dominated the philosophy of science through the 1960s
before it was discarded in the 1970s. While philosophers ultimately rejected logical
empiricism, its importance and influence are asserted by a wide variety of commentators.
The second objective is to show how neoclassical economics aligned with this vision of
‘good science’, a fact which provided significant support to its contention to be the
dominant theory in economics. The timing is important since by the 1960s, the
dominance of neoclassical economics was already established. In short, had the
neoclassical position consolidated later than 1960s, one powerful weapon in its arsenal
would not have been at its disposal. A final objective is to identify and explain five
characteristics that served as the philosophical underpinnings of neoclassical economics.
1. Emphasis on the use of models
2. Search for and reliance on universal laws
3. Emphasis on prediction rather than explanation
4. Desire for a value-free science
5. Less tolerance of methodological difference
Consideration of these issues will assist both in the case studies in Chapter 6 and in the
philosophical analyses of Chapters 7, 8 and 9.
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Philosophy of Science during the Interwar Period – The Vienna Circle
To understand the emergence of the ‘Americanized logical empiricism’, it is
necessary to understand its progenitors. Like economics, a ‘new eclecticism’ prevailed in
the philosophy of science in the 1930s, however, by the 1960s consensus had formed
around the new orthodoxy with alternatives all but dismissed from serious consideration
(Richardson 2003).
I begin the investigation in Vienna in the 1920s. Unlike pragmatism, logical
empiricism did not originate in the United States, but rather had its origins in central
Europe, specifically in Vienna and Berlin. The Vienna Circle met from the mid-1920s to
mid-1930s under the leadership of Moritz Schlick. Members of the circle were both
philosophically oriented scientists and scientifically oriented philosophers. Participants in
the Vienna Circle included Rudolf Carnap, Herbert Feigl, Hans Hahn, Philipp Frank and
Otto Neurath, many of whom had training as natural scientists.
It is important to note at the outset that the Vienna Circle was not homogenous.
As Thomas Uebel (2016) states, it is more accurate to talk about ‘philosophies’ of the
Vienna Circle, rather than a ‘philosophy’ of the Vienna Circle. However, Uebel
distinguishes a core of four beliefs around which members of the Vienna Circle formed
consensus.
1. Logic and mathematics are analytic in nature
2. Synthetic statements of the empirical sciences are cognitively meaningful if and
only if they are empirically testable in some sense.
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3. No statements besides those that are a priori analytical and a posteriori synthetic
are admitted. Specifically, this means that the synthetic a priori statements are
banned.
4. Members shared a commitment to ‘unified science’ that rejected a principle-based
separation between the natural sciences and the social sciences in terms of the
methodologies and the goals of inquiry.

The logical empiricists of the Vienna Circle were centrally concerned with science,
although they were broadly catholic in mindset and believed in the importance of
learning as a communal endeavor. They reconceived the philosophy of science as a
‘second-order’ reflection on the natural and social sciences, rather than an autonomous
discipline. The early logical empiricists were applied scientists who believed the tools
and products of science could be used to transform society in positive ways. Members of
the circle achieved a high public profile in the 1930s, including taking over the journal
Annalen der Philosophie and reissuing it under the name of Erkenntnis with Rudolf
Carnap and Hans Reichenbach as co-editors. In addition, Otto Neurath launched a plan
for the International Encyclopedia of Unified Science, with Neurath as editor-in-chief and
Carnap and Charles Morris as co-editors (Uebel 2016).
An interesting question, much debated by contemporary scholars, concerns the
extent to which members of the Vienna Circle were politically engaged (Richardson
2009a; Richardson 2009b; Uebel 2010). Donata Romizi (2012) investigated the
philosophical and political orientations of Vienna Circle members to assess their level of
political engagement, rather than considering their explicit political stances or theories
about science. She argues that members of the Vienna Circle shared a worldview, which
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she names as the “Scientific World Conception” or SWC. Romizi defines the SWC as an
epistemological attitude or, “a set of recommendations, which served (and to a great
extent still serve) as guidelines for doing philosophy of science and entailed a particular
set of values” (210). All Vienna Circle members, whatever their various philosophical
positions and political sympathies, shared the SWC. The SWC was defined as an
appreciation of scientific knowledge as the only “real” knowledge, a recognition of the
importance of conceptual and linguistic clarity, a reliance on empirical evidence and
logically sound argument and a dismissal of metaphysics.
Romizi argues that by merely staking out a position such as the SWC represented
political engagement in the social and political environment that characterized Austria
during the interwar period. Specifically, the insistence of members of the Vienna Circle
on the importance of rationality, education and science, as well as their dismissal of
metaphysical claims, formed the basis of the opposition to the ‘conservative pole’, which
was characterized by an adherence to traditional values and hierarchies as well as a
commitment to such essentialist concepts as the Volksgeist. Don Howard (2003) agrees
that Vienna Circle philosophers posed a threat to the social and political order. “In the
political context of the 1920s and 1930s Vienna, Berlin, and Prague, an antimetaphysical
scientific philosophy was perceived by its conservative opponents and was understood by
its champions to pose a threat to a social and political order that depended upon
metaphysical abstractions like Volksgeist for its legitimation” (34).
The tacit political engagement of Vienna Circle philosophers informed their
scientific practice. Before I go further, it is worth looking briefly at the distinction
commentators have made between pure and applied science. Understanding these terms
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will not only assist in understanding the orientation of members of the Vienna Circle, but
will prove in later Chapters. Table 1 below outlines some of the distinguishing
characteristics of pure and applied science in broad terms.
Table 1. Distinguishing Characteristics of Pure and Applied Science
Pure Science
Applied Science
Motivation
Pursue knowledge for its own sake, not Pursue knowledge for the
for the sake of resolving a particular
sake of solving pressing and
problem and especially not for the sake particular problems.
of material gain.
Results
Science should generate new
Success is assessed by the
knowledge. However, success is not
use of knowledge to resolve
assessed through the application of
pressing and important
scientific knowledge to problems.
problems
Problem Generation Problems are generated from within the Problem generation is closely
scientific community. Pure science
tied to the environment.
cannot be ‘planned science’ whether
Moreover, the determination
planned through a government agency of which areas should
or by industry. There is an emphasis on receive attention and
the importance of autonomy of
resources is not determined
scientists in determining scientific
exclusively by scientists.
problems.
Values
Pure science only contains cognitive
There is room for social and
and epistemic values. The idea is that
political values in the
science should be free of moral and
scientific process.
political values, with these values
being limited to the application.
As Paul Lucier (2012) details, the debates over the relative value of pure and
applied science took place in academic journals during the Gilded Age. In these debates,
it is possible to detect a note of defensiveness in the statements of the advocates of pure
science as they sought to articulate its value as well as the dependence of applied
scientists on their efforts. Lucier quotes Henry Rowland, professor of physics at John
Hopkins University at the 1883 American Association for the Advancement of Science
(AAAS):
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American science is a thing of the future, and not of the present or past;
and the proper course for one in my position is to consider what must
be done to create a science of physics in this country, rather than to call
telegraphs, electric lights, and such conveniences, by the name of
science. I do not wish to underrate the value of all these things; the
progress of the world depends on them, and he is to be honored who
cultivates them successfully….And yet it is not an uncommon thing,
especially in American newspapers, to have the applications of science
confounded with pure science; and some obscure American who steals
the ideas of some great mind of the past, and enriches himself by the
application of the same to domestic uses, is often lauded above the
great originator of the idea, who might have worked out hundreds of
such applications had his mind possessed the necessary element of
vulgarity. I have often been asked, which was the more important to
world, pure or applied science. To have the application on of science,
the science itself must exist. (Rowland, “A Plea for Pure Science”
Science 1883, 2: 242-250 cited in Lucier, 2012, 527)
Despite Rowland’s protestations, by the end of the 1960s, the tide has definitively
turned in favor of pure science. It is an important point that while the work of the early
logical empiricists could be considered within the category of “applied science”, the
Americanized version of logical empiricism developed in America during the interwar
period had a decidedly different bent and was much more aligned with the characteristics
of “pure science” as defined in the table above. In what follows I will describe the factors
that influenced the evolution of logical empiricism in this direction and how this
development would have an important impact on the contest between institutional and
neoclassical economics.

The “Americanization” of Logical Empiricism
The outbreak of hostilities in Europe during the 1930s forced many of the
members of the European philosophical community to flee to the United States. By 1938,
the emigration of logical empiricism from Europe to North America was nearly
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complete.14 When they first arrived in the United States, the early logical empiricists
entered a philosophical community that was broadly open and accepting of different
political and ideological viewpoints. However, as George Reisch (2007) notes, “the
leftist, progressive milieu that received logical empiricism and the Unity of Science
movement in the 1930s did not last long” (68). By the end of the 1960s, the early version
of logical empiricism developed in continental Europe was rejected in favor of a new
“Americanized” version, categorized by its embrace of the model of pure science
described in the table above.
An important question is how to account for the transformation in the philosophy
of science during this period. One explanation is that the increasing fear of the
communist threat had a chilling effect on those academics (as well as members of other
professions) who had publicly espoused seemingly socialist viewpoints in the past. The
result was the shift among academics who aligned themselves with the goals of ‘pure
science’ as a defensive mechanism. The threat against academics was real given the
widely held belief that Moscow intended to attack the United States not only with
military force, but also through infiltrating the halls of academia. As George Reich states,
“Seminar rooms and lecture halls were feared to be natural settings in which the future
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Rudolf Carnap arrived at the University of Chicago in 1936 before accepting positions at Princeton and
University of California, Los Angeles (UCLA). Carl Hempel, was Carnap’s assistant at the University of
Chicago from 1937-38. Hempel ultimately held positions at City College, Yale University, Princeton
University and the University of Pittsburgh. Hebert Feigl arrived in the United States in 1930. He accepted
a teaching position at the University of Iowa in 1931 and remained there until he moved to the University
of Minnesota in 1940. Hans Reichenbach arrived at UCLA in 1938. Gustav Bergmann arrived at the
University of Iowa in 1938 (Howard, 2003, 55-56)
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leaders of America could be indoctrinated with communism…The result was a ‘climate
of fear’ that dominated most campuses and made many intellectuals nervous and
cautious” (69). University administrators compelled academics to sign patriotic loyalty
oaths. Political authorities, and often university administrators, viewed any previous
involvement in socialist activities or prior endorsement of planning activities as suspect.
Indeed, since many people equated communist sympathies with a form of mental illness,
which compromised the capacity for independent thought, even the suspicion of such
sentiments was enough to undermine an academic’s bona fides.
Another explanation considers the fate of individuals who became the
representatives of continental logical empiricism in America. The premature death of
Otto Neurath, who died before ever reaching the United States, deprived the left wing of
the Vienna Circle of a powerful advocate and led to the decline of the unity of science
movement (Reisch 2007). In Neurath’s absence, other philosophers filled the vacuum. In
particular, Herbert Feigl, Egon Brunswik and Hans Reichenbach organized professional
conferences that emphasized the formal and technical problems that would come to
dominate the philosophy of science in the 1950s. In 1953, Herbert Feigl founded the
Minnesota Center for the Philosophy of Science, which provided an intellectual home for
his views and those of his sympathizers. By the 1950s, the tide had shifted definitively in
favor of the pure science model advocated by Feigl and Reichenbach. Reichenbach’s
work, The Rise of Scientific Philosophy (1951), reinforces the distinction between the
context of discovery and the context of justification, a distinction that banishes values
from the process of doing science. According to Heather Douglas (2014), the shift in
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emphasis to pure science had important implications for the success of this version of
logical empiricism.
The rhetorical invention of pure science, and the claim of the essential
ontological dependence of applied science on pure science was
reinforced for sweeping historical claims. In order to cement the
dependence relation, and its accompanying hierarchy of valuation, with
pure science inherently more valuable than applied, it became
commonplace to claim that every technological advance in the history
of science had really depended on pure scientific work completed prior.
(58)
The clear message was that the pursuit of pure science should be encouraged and
supported by both the government and private institutions. The decision to cloak
themselves in the mantle of ‘pure science’ was a politically wise strategy for scientists in
the tumultuous social climate after World War II. As Don Howard (2003) observes,
“Objective science was widely viewed as the natural companion of political democracy
and economic freedom. Of course, the ‘end of ideology’ was itself an ideology, but the
prevalence of such attitudes would help make the academy more receptive to a
depoliticized philosophy of science” (76-77).
A third explanation is the increasing professionalization of philosophy of science
as an academic discipline. In Chapter 2, I cited research that argued that
professionalization involves the establishment of a self-regulated credentialization
process, the willingness of professionals to police their peers and a consensus around
legitimate problems and methods. Historians also note that the process of
professionalization tends to move its practitioners more towards the mainstream of
opinion, often exerting a conservative influence on more radical elements (Howard, 2003,
75-76). In the case of the philosophy of science, consensus formed around the
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conception of the philosophy of science as a second-order study of the sciences, as
described above. Reichenbach (1951) makes this point clearly:
It was not until our generation that a new class of philosophers arose,
who were trained in the technique of the sciences, including
mathematics, and who concentrated on philosophical analysis. These
men saw that a new distribution of work was indispensable, that
scientific research does not leave man time enough to do the work of
logical analysis, and that conversely logical analysis demands a
concentration which does not leave time for scientific work – a
concentration which because of its aiming at clarification rather than
discovery may even impede scientific productivity. The professional
philosopher of science is the product of that development. (123 cited in
Howard, 2003, 68-69)
In this section, I tried to show how powerful social and cultural forces led to the
adoption of what I termed the American version of logical empiricism. As mentioned at
the beginning of this Chapter, the perceived alignment between logical empiricism and
neoclassical economics served as a factor that influenced the formation of consensus
around economics. The next step in my argument is to show that, if logical empiricism
dictated the standards of good science, neoclassical economics was in a far stronger
position than institutionalism. It is to this task that I now turn.

Logical Empiricism and Neoclassical Economics
Logical empiricism is characterized by the commitment to a set of five noncognitive values, which we can also refer to as theoretical virtues. They are the following:
1) Accuracy; 2) Internal and external consistency; 3) Broad scope; 4) Simplicity; and 5)
Fruitfulness.
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Accuracy
Accuracy is defined as both the correctness and precision of a theory’s
predictions. Most logical positivists believe empirical accuracy is the most salient of the
theoretical virtues. Logical positivists, like Carl Hempel and Karl Popper, would want to
know which approach to economics was the more empirically adequate. Representatives
of the neoclassical position in the early 1950s, such as Milton Friedman, argue that
neoclassical economics had developed a rich conceptual framework from which it would
be possible to generate accurate predictions. However, it is important to note that by 1954
Arrow and Debreu had only just presented the general equilibrium theory that would
become the centerpiece of orthodox economic theory during the second half of the 20th
century. It is tempting to get into a discussion about whether general equilibrium theory
ultimately lived up to its original promise in this sense, but this would take us too far
afield from the time frame under consideration.

Internal and External Consistency
As Heather Douglas (2013) notes, it is problematic to elide the concepts of
internal and external consistency. Douglas defines internal consistency as, “the minimal
logical consistency of a theory” and classifies it as one of the minimal criteria for a viable
science (along with empirical adequacy). She states, “These are values that are genuinely
truth assuring, in the minimal sense that their absence indicates a clear epistemic
problem. If the theory lacks these values, we know that something is wrong with our
theory. Thus, these are truly minimal criteria, values that must be present if we are to be
assured we are on the right track” (799). External consistency provides a different form

103

of epistemic assurance. As Douglas notes, “If a diverse range of evidence can be
explained, or the theory fits well with other areas of science (and, crucially, the evidence
supports them), or the theory makes successful novel predictions, we gain precisely the
assurance that we need” (801).
Regarding internal consistency, neoclassical economics is logically consistent in
the sense that its premises or assumptions do not result in logically contradictory
conclusions. The question of external consistency raises interesting issues. Coherence
with other established scientific theories can provide additional epistemic reassurance
that the scientists are on the right track. The most important discipline to consider here is
psychology, which went through its own period of development during the time in
question. It is valuable to consider the degree to which neoclassical economics and
institutionalism aligned with contemporary psychological theories since developments in
the field of psychology were used both as source of criticism of as well as a strategy to
bolster a paradigm’s scientific credentials.
Both neoclassical and institutional economists were concerned with the hedonic
underpinnings of economic theory and were casting around for a new approach. Both the
quantitatively minded institutionalists and the later neoclassical economists landed on the
emerging psychological discipline of behaviorism. Behaviorism was characterized by
several factors. The first is the rejection of introspection as a legitimate methodology and
the insistence that all scientific methods should be public. Behaviorists did not
acknowledge the difference between the natural and the social sciences. There was only
one correct method of science which should be applied universally. The second factor is
the belief that psychology should focus exclusively on observable behavior, shunning the
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use of unobservable mental states, such as beliefs, desires and intentions (Angner and
Lowenstein 2007). Finally, there was an emphasis on the use of knowledge to achieve
practical aims of social control.
In Chapter 6, I will show how the neoclassical economists’ embrace of
behaviorism informed some of their most deeply held assumptions and undergirded their
most notable achievements. Neoclassical economists took preferences as primitive and
claimed that the observation of individual choice in the marketplace (i.e. behavior) was
the only legitimate way to collect information about those preferences. While later
neoclassical economists did not deny that people may be motivated by mental states, such
as pleasure or pain, they were professionally uninterested in the factors that led to
preference formation. All the information they needed could be gleaned from observation
of choices. Moreover, they argued that such issues remain outside of the scope of
economics
Malcolm Rutherford (2000) and Phillip Mirowski (1987) consider the shift from
instinct psychology to behaviorism as one of the main factors that contributed in the
1930s and early 1940s to the decline of institutionalism as a vital force in American
economics. This was the result for two reasons. The first is that the adoption of
behaviorism among only a portion of the institutionalists was a further division in a group
that was already divided. A more serious reason is that, in the absence of a robust
conceptual framework like the one developed by the later neoclassical economics,
institutionalists’ embrace of behaviorism fueled the criticism that institutionalists, such as
Mitchell, were mere data collectors.
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Broad Scope
Scope considers the explanatory breadth of a theory and it is reasonable to prefer
a theory that is broader in scope than its competitors. The consideration of the scope leads
back to the debated question, “what should be the scope of the discipline of economics?’
From the vantage point of contemporary economics, it appears that neoclassical
economics had the virtue of a broader scope than institutional economics in the sense that
it provided answers to more of the important questions considered by economics.
However, some form of the ‘value change’ Kuhn describes, and that I will describe in
more detail in Chapter 8, has taken place which diminished the importance of the
institutionalists’ broader project. Prior to this shift, the questions that institutionalists
raised were considered firmly located within the purview of economics. An
institutionalist would argue that their theory had the broader scope since it answered
more of the questions that they believed were relevant. A neoclassical critic would likely
retort that institutionalists were focused on the ‘wrong’ sort of questions.

Simplicity
Neoclassical economics was able to generate its predictions from a relatively
small set of clearly articulated assumptions. The example of general equilibrium theory
that I will consider in Chapter 6 is an excellent example. However, as we would expect,
institutional economists would reject the notion that simplicity is a theoretical virtue.
While Heather Douglas (2013) argues that, “simpler claims are easier to follow through
to their implications” and therefore we are more likely, “to hone in on the truth” in the
presence of simplicity rather than in its absence (800). However, institutionalist
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economists are likely to object that the reduction employed to achieve these simplified
assumptions makes explanation impossible and correct prediction less likely.

Fruitfulness
A fruitful theory is characterized by its capacity to unify phenomena through a
few simple principles, predict novel phenomena and cope with difficulties through the
introduction of auxiliary assumptions. Neoclassical economists were guided by their
commitment to formulating universally applicable laws containing abstract concepts.
From this simple and elegant framework, they believed it would be possible to generate a
variety of empirically useful predictions. By 1954, as I will argue in Chapter 6,
neoclassical economists had a ‘defining puzzle’ in the form of general equilibrium
theory, which offered the promise of generating novel predictions and challenging
scientific puzzles. In terms of novelty, general equilibrium theory was widely perceived
to provide a new and truly scientific method of doing economics. Neoclassical
economists had tremendous faith in the capacity of such an approach to both move
beyond the ‘fuzzy thinking’ of the past and to provide new insights into the economy and
its participants. However, it is important to remember that, for the purposes of this
dissertation, the assessment of either school of economics ends at 1954, the time that I
argue that consensus was formed around the neoclassical school. Questions regarding the
fruitfulness of neoclassical economic theory to predict novel phenomena and cope with
anomalies after this date, while fascinating, take me beyond the current scope. It is
reasonable to conclude that, according to the logical empiricist definition of science,
neoclassical economics had the potential to be tremendously fruitful given its
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commitment to the virtues of simplicity and scope, as well as the promise of general
equilibrium theory. On the other hand, institutional economics, largely because of its lack
of commitment to simplicity, would not appear as promising.
In this section, I attempted to provide a brief assessment of how the logical
empiricist theory developed at the beginning of the Chapter would assess the neoclassical
and institutionalist schools of economics. I concluded that there was a greater alignment
between neoclassical economics and logical empiricism than there was between the latter
and the institutionalist school. I will have the opportunity to revisit some of these themes
in the philosophical analysis of both schools from the perspective of the noted logical
empiricist, Carl Hempel, in Chapter 7.

A Wider Influence? A Brief Consideration of the Influence of Logical Empiricism
on the Broader Social Sciences
In his 2006 Presidential Address to the History of Economics Society, D. Wade
Hands (2007) asks an interesting question, “Why did mainstream economics, circa 19451965, look so much like mainstream philosophy of science during the same period?”
Hands observes that, in the 1950s, both the philosophy of science and economics went
from being broadly pluralistic to having an almost universally accepted mainstream view.
In economics, the ‘neoclassical synthesis’, which combined neoclassical microeconomics
with Keynesian macroeconomics, came to dominate the discourse. In the philosophy of
science, it was the ‘Americanized’ version of logical empiricism, known as the ‘received
view’, that rose to dominance. Moreover, Hands argues that these stabilizations were not
correlated with stabilizations in other disciplines, providing evidence for the conclusion
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that there may be a connection between the formation of consensus in economics and in
the philosophy of science.
Hands (2007) suggests three possible narratives to account for this alignment, all
of which pose interesting possibilities. The first is a connection between the early
mathematical economists and members of the Vienna Circle. As Hands states, “It was not
simply that the two most famous seminars, Karl Menger’s mathematical colloquium on
the economics side and Moritz Schlick’s Thursday evening seminar on the philosophy
side, were there, but rather that it was an environment awash in intellectual connections
and associations” (8).
As a second suggestion, it is possible to construct a common origin story that
centered on Harvard University in the late 1930s and early 1940s. It was at this time that
the “Science of Science Discussion Group (SSGD)”, whose members included such
noted logical empiricists as Rudolf Carnap and Herbert Feigl, was formed. According to
Hands, the SSGD played an important role in making operationalism, “a respectable
position in the philosophy of science” (10). At the time a promising economist, Paul
Samuelson, was also at Harvard University, finishing work on his Foundations of
Economic Analysis. While there is no direct evidence that Samuelson took part in the
SSGD, it seems reasonable to think that intellectual connections were established
between individuals whose research broadly overlapped. Finally, Hands suggests that a
connection between logical empiricists and neoclassical economists could have been
forged during joint work doing “operations research” during World War II, an argument
that I will address in Chapter 8.

109

However, Hands’ contention that there were not similar stabilizations in other
social science disciplines is worth exploring in more detail. I believe that the fields of
political science and sociology developed along similar trajectories in this period. While
a detailed investigation into these changes would take me far beyond the scope of this
dissertation it is worth briefly commenting on these developments.
Regarding developments in the field of sociology, Jennifer Platt (1998) explores
the claim that sociology was influenced by what she terms “scientism” in the 1950s and
1960s. While Platt believes that the case is more nuanced than the story of the
triumphalist march of science would indicate, she observes that there was a shift away
from the case study as a preferred methodology during the interwar period (67). In place
of the case study was a definite preference for the use of surveys and what she terms
‘participant observation’. Data collected through surveys permitted quantitative analysis
and increased access to data sources. Moreover, the development of new tools and
technology to facilitate data analysis were important factors in its increased popularity as
a methodological tool. However, beyond increased access and better tools, the
preference for quantitative analysis and participant observation was also driven by a
desire for the profession to appear more scientific, particularly in the eyes of the public
and private funders who were an important means of support.
Writing in 1969, Herbert Gamberg bemoaned how the commitment to pure
science had undermined sociology. As he states, “…scientism has undermined both the
progress of knowledge and the relevance of that knowledge for the society that produces
it” (115). He defined the forms of scientism that he believes have dominated sociology;
the first is what he terms neo-empiricism, the practice of researchers working in narrowly
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defined fields on questions that are divorced from any larger theoretical conceptions. The
second is what he terms formalism, which strives to understand social interactions
through the application of abstract concepts and universal social processes. While these
approaches pose different threats, adherents are united in their commitment that noncognitive values cannot and should not affect scientific practice.
In the end, much of the problem revolves around the modern
acceptance of the fact-value distinction. The problem is not whether
such a distinction actually exists (since it obviously does) but what
kinds of people push this distinction above all else. The major-domos
of the social-scientific world have made this distinction their measure
of professional recruitment and their badge of professional honor. The
quality of the practitioners and the results of their practice demonstrate
the perniciousness of creating a way of life based on a separation of
data from evaluation (114).
Gamberg makes the interesting point that the trends in sociology seem to be
uniquely American phenomena that have produced a uniquely American style of
sociology. As he notes, “Curiously enough, American sociology has been strongly
embraced in countries where there is a divorce between intellectual and scientific
interests and the actual social conditions of the country” (112). Gamberg’s insight
highlights that perhaps there was something distinct about the American intellectual
climate immediately following the Second World War, a conclusion which would be in
alignment with the argument of this dissertation.
It is worth briefly considering the development of another field during the period
under consideration. This is the field of international relations. While it is often
considered a branch of political science, it is possible to trace the development of an
autonomous field from the writing of the Greek philosopher and historian, Thucydides, to
the present day. Skipping ahead several centuries it is possible to identify the 20th century
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inheritors of Thucydides in the work of the “classical realist school” of international
relations. Hans Morgenthau is perhaps the most well-known proponent of the classical
realist school. His six principles of the realist approach to international relations were
published in his 1948 work Politics Among Nations: The Struggle for Power and Peace.
The first principle states that politics is governed by universal laws. As Morgenthau
states:
Political realism believes that politics, like society in general, is
governed by objective laws that have their roots in human nature. In
order to improve society, it is first necessary to understand the laws by
which society lives. The operation of these laws being impervious to
our preferences, men will challenge them only at the risk of failure.
Realism, believing as it does in the objectivity of the laws of politics,
must also believe in the possibility of developing a rational theory that
reflects, however imperfectly and one-sidedly, these objective laws (4)
The second and third principles state that the concept of interest in international
politics should be understood as power and although the concept of power is universally
valid, the definition is not fixed. Morgenthau noted that we could not depend on
speculation about personal motives to help us understand the behavior of politicians. He
acknowledges that this assumption of power as the sole interest is not necessarily
reflective of reality, but believes it is possible to act “as if” this were the case. The fourth
and fifth principles acknowledge that there is an irreconcilable tension in political action
between moral and political imperatives and further, realists refuse to equate the moral
norms of an individual state with the moral norms of the universe. Finally, while realists
believe that there is an autonomous sphere for political action, they are aware that human
nature is a multifaceted construct. “Political realism is based upon a pluralistic
conception of human nature. Real man is a composite of 'economic man', 'political man',

112

'moral man', and 'religious man'. A man who was nothing but 'political man' would be a
beast, for he would be completely lacking in moral restraints” (15).
Classical realists, like Morgenthau, emerged to challenge the idealist school that
was prominent immediately after World War I. As Korab-Karpowicz (2018) states,
idealists believed that conflict did not result from any characteristic implicit in human
nature, but rather through imperfect social conditions and arrangements. They believed
that the way to resolve problems was through a concerted effort to create and sustain a
system of international institutions (such as the League of Nations) to guide the behavior
of nation-states and impose norms of peaceful conflict resolutions. The failures of these
institutions to prevent the aggression of the National Socialist party in Germany during
the interwar period did much to undermine their cause.
However, the classical realist school did not remain unchallenged. As KorabKarpowicz notes, the 1950s and 1960s saw an influx of scholars from a variety of
disciplines into the field. The result was the division of the community into two groups;
the traditional (classical realists) and the positivists. “The traditionalists raise normative
questions and engage with history, philosophy and law. The scientists or positivists stress
a descriptive and explanatory form on inquiry, rather than a normative one. They have
established a strong presence in the field. Already by the mid-1960s the majority of
American students in international relations were trained in quantitative research, game
theory and other new research techniques of social science (24)". These new entrants, the
positivists, were eager to establish their bona fides as scientists. Stanley Hoffmann
writing in 1960 clearly articulates the danger of the applied science model.
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The policy scientist often starts with the Faustian dream of becoming
the intellectual leader of his society through ‘a configurative approach
to the decision process’ which aims at ‘providing intelligence and
making recommendations to all who have the will and capacity of
decision’...Thus in the end he will, at best, ‘turn into an administrator,
distinguished from some of his colleagues only by having been
recruited from the intellectual community,’ or turn into a gadfly or
become the politician’s Peeping Tom. At worst he will become the
docile or deceived ‘expert’ who obligingly shows to the decision
makers how they can best use for their purposes the techniques of his
own field, and who shows to his colleagues how the decision-makers’
purposes and his original goals really amount to the same thing. The
result, I submit, is a violation of the scholar’s duty to serve truth and of
his necessary commitment to freedom without which the search for
truth is a farce (11).
This necessarily brief discussion into the development of other social sciences
during and immediately after the interwar period is not sufficient to refute Hands’
argument, but perhaps does provide some room to contest his contention that there was
something unique about the case of American neoclassical economics. In addition, even
our brief review highlights some intriguing similarities between the different social
sciences during this period. In particular, it might be possible to parse out a common
narrative to account for the diminishing status of the “idealists” in international relations,
the “institutionalists” in economics and the more qualitatively-minded researchers in
sociology. Moreover, it is possible to wonder whether there is a similarity between the
“classical realist school” and the “classical economics” in terms of their challenges by a
more quantitatively focused school of thought (positivism in international relations and
neoclassical economics in economics) that embraced some of their fundamental tenets
but rejected others. Unfortunately, I need to place these questions aside and return to the
field that is the subject of this dissertation.
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Whatever was happening in other disciplines, the dominance of the ‘received
view’ was an important ally for neoclassical economics after the end of World War II.
The key point to remember that the normative question of ‘what science should look
like?’ was a moving target in the interwar years, although the answer was definitively
settled in favor of logical empiricism by the time that consensus formed neoclassical
economics.
It is helpful to consider the table that detailed the differences between pure
science and applied science. As Hands suggests, it certainly seems possible that the same
social and political currents that encouraged the shift to ‘pure science’ immediately
following World War II also encouraged a similar shift in economics. However, there is
an obvious difference between the received view and neoclassical economics, which is
that the received view was widely discredited by the end of the 1960s, while neoclassical
economics persisted long beyond this date. It is an interesting question to consider why
the same factors that led to the decline of logical positivism did not lead to a similar
decline, or even a similar critical analysis, in neoclassical economics. I will have the
opportunity to address this question in concluding chapter of this dissertation. The final
objective of this Chapter was to consider the characteristics of neoclassical economics
from a philosophical point of view. It is to this task that I now turn.
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Philosophical Underpinnings of Neoclassical Economics
In this section, I will review the five characteristics that I argue are shared by
neoclassical economics. Having completed the review of logical empiricism, it should be
easier to identify connections between what I am calling the philosophical foundations of
neoclassical economics and logical empiricism.

Emphasis on the use of models
As I will discuss in Chapter 6, each of the economists whose work is featured in
the case studies; Harold Hotelling, Paul Samuelson and Kenneth Arrow, used models in
their work. While modelling is a topic of great interest among contemporary philosophers
and economists working in the field of the philosophy of economics, our focus is on how
economists working during the interwar period conceived of and used models. However,
it will prove helpful to consider some of the contemporary tools and distinctions to
inform our understanding of models in the interwar and immediate post World War II
period.
Gordon (1991) states that the basic definition of the purpose of a model is that
models function as tools for scientific investigation (cited in Morgan and Knuuttila, 2012,
73).15 Two modeling strategies may helpful inform an understanding of the neoclassical
economists considered in Chapter 6. The first type is what Morgan and Knuuttila refer to
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Morgan and Knuuttila suggest that models have been used for a variety of purposes within the discipline
of economics such as to (1) suggest explanations for certain specific or general phenomena observed or
measured (2) carry out experiments to design, specify and even help execute policy (3) make predictions,
ascertain counterfactual results, and conduct thought experiments (4) derive solutions to theoretical
problems that might be treated within a model (5) explore the limits and range of possible outcomes
consistent with questions that can be answered using a model (6) develop theory, concepts and
classificatory systems with the model (73)
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as ‘models as idealisations’, a strategy in which economists try to isolate the core causal
factors they are interested in studying while abstracting from everything else.
Idealisation is partially justified by its accompanying strategy, referred to as ‘deidealisation’ in which the model is applied to the real-world environments and its
contents are reassessed and reconfigured. (55). However, this process is often not
seamless, especially in the field of economics, in which there is significant work required
to bring the theory and the data together (55-57).
A second approach can be termed ‘models as constructions’ in which the model
provides a caricature, alternate reality or analogy of the phenomena under investigation.
In this strategy, models are not meant to be true representations, and often contain
additional features or characteristics known to be different from the phenomenon under
consideration. Models are fictional creations designed to provide illumination or generate
predictions. The primary objection to the use of models in neoclassical economics, both
then and now, is that these models are largely perceived to be built on unrealistic
assumptions.
The neoclassical response, as I briefly discussed in Chapter 3, is that the
predictive accuracy of theories is not necessarily tied to the realisticness of its
assumptions. Perhaps the most well-known advocate of this position is Milton Friedman,
who argued that in his article “Methodology of Positive Economics” (1953) that
economics could be successful as a predictive science even while relying on unrealistic
assumptions.
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Insofar as a theory can be said to have ‘assumptions’ at all, and in so
far as their ‘realism’ can be judged independently of the validity of
predictions, the relation between the significance of a theory and the
‘realism’ of its ‘assumptions’ is almost the opposite of that suggested
by the view under criticism. Truly important and significant hypotheses
will be found to have ‘assumptions’ that are wildly inaccurate
descriptive representations of reality, and, in general, the more
significant the theory, the more unrealistic the assumptions (in this
sense). (153)
There has been much ink spilled on the overall soundness of Friedman’s instrumentalism,
which has in general, been widely repudiated by contemporary commentators.16
However, there is no doubt that his instrumentalism has been powerfully influential
among later neoclassical economists, while also providing fodder for their critics.
It is worth noting that some contemporary neoclassical economists make a virtue
from what they perceive to be a necessity and argue that the lack of realism provides
neoclassical economists with a significant advantage, both in terms of predictive and
explanatory power. As Frank Hindriks (2008) argues:
Thus, unrealistic assumptions serve an explanatory purpose by
suggesting explanatory questions. However, unrealistic assumptions
not only play a role in determining the contrast and thereby in
suggesting explanatory questions; they are also crucial to providing
answers to those questions. Relative to the purpose of explanation,
then, it can be a virtue of a model that it has many unrealistic
assumptions. Highly unrealistic models may have a large amount of
explanatory power. (336)
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An example of a typical line of criticism comes from Daniel Hausman (1992) who believes economists
should be concerned about the realism (or lack of realism) of their assumptions. “For there is no good way
to know what to try when a prediction fails or whether to employ a theory in a new application without
judging one’s assumptions. Without assessments of realism (approximate truth) of assumptions, the process
of theory modification would be hopelessly inefficient and the application of theories to new circumstances
nothing but arbitrary guesswork…Even if all theories are valid predictions concerning particular
phenomena, one needs to judge whether the needed assumptions are reasonable approximations, and one
thus needs to be considered about incorrect predictions, no matter how irrelevant.” (169)
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Search for and reliance on universal laws
Unlike their institutionalist counterparts, neoclassical economists prioritize the
use of abstract statements and universal laws. Whereas institutional economists, as
described in Chapter 3, describe individuals and markets as embedded in a thick social
context, neoclassical economists account for economic phenomena, both in terms of
markets and market participants, in abstract terms. The assumptions of neoclassical
economics do not purport to describe a particular individual or even a particular class of
individuals, but rather to describe ‘ideal’ types. Moreover, neoclassical economists
search for universal laws to operate as consistent explanatory mechanisms to account for
the behavior of both individuals and markets.
The appeal of both abstract statements and universal laws is not difficult to
understand. Several contemporary commentators, perhaps most notably, Phillip Mirowski
(1991; 2002), have observed that neoclassical economists sought to achieve the
credibility of the so-called ‘hard sciences’, such as physics, by replicating their methods.
Moreover, as we have seen, various social and political factors may have made this aping
of the hard sciences personally and professionally advantageous.

Emphasis on prediction rather than explanation
Neoclassical economists were interested more interested in theory-building than
their institutionalist counterparts. That is, they were committed to constructing a system
of universal laws that could be used to generate predictions about economic phenomena.
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They were not interested in constructing theory for the purposes of providing an accurate
depiction of individual and market behavior. This accounts for their dismissal of
objection that their theoretical propositions were unrealistic.

Desire for a value-free science
In Chapter 3, I introduced Heather Douglas’ (2009) eight interpretations of
objectivity. Douglas categories each of the eight interpretations as members of one of
three operationally distinct modes. The first contains interpretations of objectivity that
result from the processes through which humans gain knowledge by interacting with the
world. The second contains interpretations of objectivity that focus on individual thought
and reasoning processes. The third refers to interpretation of objectivity which results
from the following of a specified social process (455-456)
I speculated in Chapter 3 that John Dewey, the philosophical inspiration for many
institutional economists, would have embraced an interpretation of objectivity from the
third category. Neoclassical economists, on the other hand, would embrace an
interpretation from the second category, which focuses on individual reasoning. This is
not surprising given neoclassical economists’ commitment to methodological
individualism. Douglas proposed three interpretations of objectivity that dealt with the
thought processes of individual scientists: detached objectivity, value-free objectivity and
value-neutral objectivity. The question is which of the three possible interpretations
would have been most amenable to neoclassical economists.
By way of a brief review, she defines detached objectivity as refusing to allow
values (social, ethical or cognitive) to take the place of evidence or to provide reasons to
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ignore or diminish evidence. As Douglas states, “allowing values to function in the same
role as evidence in one’s reasoning damages the purpose of pursuing empirical
knowledge, which is to gain knowledge about the world, not to gain an understanding
that suits one’s preferences” (122). In the value-free interpretation of objectivity all
subjective values are banned from the reasoning process because of their perceived
corrupting influence (122). Finally, under the value-neutral interpretation, scientists are
required to take a ‘neutral’ or ‘balanced’ position with regard to values at stake in which
scientists acknowledge the various values at stake in a particular situation but refuse to
advocate for any particular value proposition.
Paul Samuelson (1948) in the first edition of his textbook, Economics: An
Introductory Analysis describe the sort of approach that economists should take:
At every point of our analysis we shall be seeking to shed light on these
policy problems. But to succeed in this, the student of economics must
first cultivate an objective and detached ability to see things as they
are, regardless of his likes and dislikes. The fact must be faced that
economic subjects are close to everybody emotionally. Blood pressures
rise and voices become shrill whenever deep-seated beliefs and
prejudices are involved; many of these prejudices are thinly veiled
rationalizations of special economic interest. A doctor passionately
interested in stamping out disease must train himself to observe things
as they are. His bacteriology cannot be a different one from that of a
mad scientist out to destroy the human race by plague. Wishful
thinking is bad thinking and leads to little wish fulfillment. (5)
Samuelson’s statement is a good example of sort of ‘detached objectivity’ embraced by
most neoclassical economics. As described in Chapter 2, the increasing
professionalization of the discipline of economics led to an embrace of this sort of
detachment, which the scientific community and the public increasingly perceived as the
properly ‘scientific’ attitude. This attitude was rewarded by both the academic
community as well as privately funded ‘think-tanks’ that emerged during the interwar
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period. Moreover, economists (such as Richard Ely) who adopted an explicitly values
directed approach were penalized for doing so. These factors, taken together with what
was most likely a sincere belief by neoclassical economists in the value of this approach,
led them to adopt an interpretation of objectivity that differed significantly from the one
adopted by institutionalists.
It is an important point to note that the famous Kantian dictum, “ought implies
can” is applicable here. Neoclassical economists, along with adherents of the ‘received
view’ believed that it was possible, for scientists to achieve objectivity by reasoning in a
detached way. However, its appropriateness as a definition of scientific reasoning
depends on the capacity of most individuals to reason in a way that is free from bias or
prejudice. Neoclassical economists were more sanguine about this possibility of nonconflicted thought than institutional economists. As I will discuss in Chapter 10, both
behavioral economists and feminist economists challenge the presumption that
individuals, if only they exerted sufficient discipline, are able to reason without being
influenced by various forms of bias and conflicts.
However, it is interesting to tie the neoclassical economists’ commitment to the
idea of a value-free to science to the idea that it is possible to distinguish between the
context of discovery and the context of justification in science. Perhaps the most wellknown proponent of this distinction is Karl Popper (2002), who writes the following:
The initial state, the act of conceiving or investigating a theory, seems
to me neither to call for logical analysis nor to be susceptible of it. The
question of how it happens that a new idea occurs to a man – whether it
is a musical theme, a dramatic conflict, or a scientific theory – may be
of great interest to empirical psychology, but it is irrelevant to the
logical analysis of scientific knowledge. This latter is concerned not
with questions to fact, but only with questions of justification or
validity. Its questions are of the following kind: Can a statement be
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justified? And if so, how? Is it testable? Is it logically dependent on
certain other statements? Or does it perhaps contradict
them...Accordingly, I shall distinguish sharply between the process of
conceiving a new idea, and the methods and results of examining it
logically. As to the task of the logic of knowledge – in contradistinction
to the psychology of knowledge – I shall proceed on the assumption
that it consists solely in investigating the methods employed in those
systematic tests to which every new idea must be subjected if it is to be
seriously entertained (7).

The distinction between the context of discovery and the context of justification
imposes a separation between the ‘generation of an idea’ (the context of discovery) and
the defense or establishment of an idea (the context of justification). The context of
discovery is descriptive and empirical, it is possible to study the process through which
people generate ideas, but it is not possible to assess whether that process was
‘appropriate’ in a systematic way. There is no right way or wrong way to come up with
ideas. The context of justification is normative, which means that it is possible to debate
whether philosophers have identified the right criteria or whether these criteria have been
applied correctly. This demarcation, of which much was made by the logical positivists,
became a way of drawing the boundaries between what could be considered the purview
of the philosophy of science and what was outside of it.
To Popper and logical positivists like Carl Hempel, at least during the early part
of his career, this distinction meant that non-cognitive values are limited to the context of
discovery but should be banished from the context of justification. Certain values,
however, were considered appropriate to the context of justification, but these were
values that were deemed to be ‘internal’ to science. That is, internal values were those to
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which scientists qua scientists, rather than qua individuals, were committed. These are the
theoretical virtues I described earlier in this Chapter. Failure to commit to these values
meant the rejection of the scientific enterprise itself.

Less tolerance of methodological difference
Arnsperger and Varoufakis (2006) argue that neoclassical economics is founded
on the acceptance of three axiomatic propositions: methodological individualism,
methodological instrumentalism and methodological equilibrium. Regarding
methodological individualism, Jon Elster (1982) defines it as the following, “the doctrine
that all social phenomena (their structure and their change) are in principle explicable
only in terms of individuals – their properties, goals and beliefs” (453). The reliance on
methodological individualism is a key difference from institutional economics, which
takes the institution as the basic unit of analysis and which asserts that social institutions
are not reducible to the behavior of the individuals who participate in these institutions.
Milton Friedman’s essay on methodology in economics provides a clear example
of methodological instrumentalism. I briefly discussed this topic above and can recall
that instrumentalists such as Friedman believe that theories are nothing more than
instruments, which cannot be claimed to be true or false, but instead should be assessed
on the accuracy of the predictions they are able to generate. Finally, the third axiom is
methodological equilibrium, which is the assumption that an equilibrium state will
spontaneously result because of individual’s instrumentally rational actions. Charles
Fischer (1986) argues that the axiom of methodological equilibrium has three purposes.
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The first is that it functions as a ‘heuristic’ device, which provides clarity and
imposes order. A second function allows the general equilibrium concept to operate as a
theoretical norm, “which serves as a point of reference since economists can understand
current states in terms of their distance from a state of equilibrium” (362). Finally,
equilibrium provides a system of logic, manifested in a particular form of reasoning and
argumentation, which is perceived to enable economists to apply the scientific method.

Conclusion
In this Chapter, I attempted to cover a significant amount of ground. The first
objective was to outline the political and social currents that led to the transformation of
the logical empiricism of the Vienna Circle to the Americanized version of logical
empiricism that became known as the ‘received view’. The ‘received view’ was
characterized by the five theoretical virtues of accuracy, consistency, simplicity, broad
scope and fruitfulness and it was the standard of good science at the time consensus
formed around neoclassical economics. A second objective was to show how
neoclassical economics aligned with this vision of ‘good science’, a fact which provided
significant support to its contention to be the dominant theory in economics. It is
reasonable to conjecture that economists during the interwar period were subject to the
same social and political trends that influenced the transformation of logical empiricism
and that they found it advantageous to identify more closely with the model of pure
science than their predecessors had in the past. A brief discussion into the development of
other social science disciplines at this time provides some support for this suggestion.
Finally, I identified the five characteristics that served as the philosophical underpinnings
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of neoclassical economics. Understanding these foundational commitments should be
helpful in both understanding the case studies that follow in Chapter 6, as well as the
individual philosophical analyses in Chapters 7-9.
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CHAPTER 6. NEOCLASSICAL CASE STUDIES
In this Chapter, I will consider the work of three neoclassical economists: Harold
Hotelling, Paul Samuelson and Kenneth Arrow. Each economist had special reasons that
recommended him for inclusion in this Chapter. Harold Hotelling may be considered an
idiosyncratic choice given that he was not prolific (he only wrote six articles in the field
of economics) and is much better known for his work in statistics. For this reason, I have
provided a brief biographical sketch. However, I believe Hotelling merits inclusion
because he was one of the individuals responsible for revitalizing the field of
mathematical economics. Since mathematical tools played an increasingly important role
in the development of economics, it is helpful to look at how these tools were applied and
to what purposes during the period under investigation.
The other two economists, Paul Samuelson and Kenneth Arrow, require no
similar introduction. The inclusion of Paul Samuelson’s work presented an opportunity
to place his work on revealed preference within the context of the history of neoclassical
thought on the important problem of consumer choice. Finally, Kenneth Arrow and
Gerard Debreu’s work on General Equilibrium Theory allows us to examine the question
that became, to borrow from Thomas Kuhn, the ‘dominant puzzle’ of the neoclassical
paradigm in the latter half of the 20th century. For these reasons, while it certainly would
have been possible to consider the work of other economists, I feel confident that the
economists selected present a broad and fair representation of the field during the period
under investigation.
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Harold Hotelling
Most people are familiar with Harold Hotelling for his work in statistics rather
than for his contributions in the field of economics. As Erich Lehman and Kenneth
Arrow observe, “It is no exaggeration to state that during the 1930s and early 1940s,
Hotelling nearly single-handedly brought American statistics into the modern age” (911).
However, it is certainly true that Hotelling made significant contributions in
mathematical economics, and his work on a variety of topics proved influential to later
scholars, although his contributions were not widely recognized while he was actively
working in the field.
Hotelling never received any formal training in economics, but his lack of formal
training did not prevent him from developing a sophisticated understanding of complex
economic issues, although it did result in the fact that his work developed somewhat
independently from other economists working on similar issues. Hotelling’s lack of
exposure to the work of other economists was not a serious limitation since as a
mathematical economist, one of Hotelling’s goals was to ‘translate’ the work of other
economists into the language of mathematics.
However, Hotelling should not be understood as completely isolated from
practicing economists. He taught at Columbia University during the 1930s along with
both Wesley Mitchell and J.M. Clark. During the Second World War, he worked with
George Stigler, who later became a well-known neoclassical economist, at the Statistical
Research Group. His students include future luminaries such as Milton Friedman and
Kenneth Arrow. Moreover, his close collaboration with Henry Schultz, a well-connected
economist at the University of Chicago, will be explored in this chapter.
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Hotelling’s use of advanced mathematical techniques made much of his work
incomprehensible to other economists, many of whom lacked the training in
mathematical was necessary to understand his work. According to Arrow and Lehman,
Hotelling was one of the first who truly could be called a mathematical economist. Paul
Samuelson (1960) goes so far as to say that Hotelling was responsible for a ‘resurrection’
of mathematical economics.17 Hotelling was not prolific. He wrote six articles in the
field of economics, all of which were written between the period of 1925 and 1938, after
which Hotelling his attention to the emerging field of statistics.
This chapter will focus primarily on one of these six articles, “Edgeworth’s
Taxation Paradox and the Nature of Demand and Supply Functions”, which was
published in 1932. I will also discuss “Demand Functions with Limited Budgets”, which
was published in 1935. The other four articles are the following: “A General
Mathematical Theory of Depreciation” (1925), which developed the work of James S.
Taylor (1923) and examined the question of how to determine the useful life of a
machine and how to distribute the depreciation charges optimally over time. Hotelling
expands Taylor’s model by applying a continuous, rather than a discrete, time
framework. This paper was originally presented to the American Mathematical Society in
1924 and his analysis relied on understanding of the calculus of variations. According to
Samuelson (1960), as simple as this idea was, it cast the problem of computing

17

For additional information on the history of mathematical economists, please see Weintraub (2002).
Other well-known mathematical economists working in the same time period as Hotelling were Ragnar
Frisch, Jan Tinbergen, Griffith Evans, Henry Schultz and Charles Roos, all of whom are considered leaders
in the pre-1930 revival of mathematical economics (Samuelson, 21).
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depreciation in a new light. “It is remarkable that Hotelling’s first economic paper,
dealing in 1925 with the thorny problem of depreciation, already shows, in addition to a
firm mathematical technique, a keen understanding of the subtle economic problem,”
(21).
“Stability in Competition” (1929) is perhaps one of the best known of Hotelling’s
contributions in economics. Hotelling notes that when businesses are in different
locations, the end cost to the consumer will include transportation costs. The result is
that there will tend to be a concentration of businesses around the middle. The idea
proved fruitful and thirty years later entered into political science as the median voter
theorem. In “The Economics of Exhaustible Resources” (1931), Hotelling provided a
formal argument that the price of a commodity (the excess price over the cost of
extraction) over time would have to rise at the same rate as the rate of interest. The
article turned out to be tremendously influential, as Darnell notes, “the importance of
Hotelling’s paper is great; indeed, all subsequent work on the problem has been
essentially based upon this work, and the literature recognizes it as the seminal paper on
the subject” (14).
However, like much of Hotelling’s work in economics, its beginnings were not
auspicious. The Journal of Political Economy, because of the difficulty of its
mathematics, originally declined to publish the article. The final article, “The General
Welfare in Relation to Problems of Taxation and of Railway and Utility Rates (1938) was
originally presented as Hotelling’s Presidential Address to the Econometric Society. In
this article, Hotelling considered how we could judge whether a change in policy
represented an economic improvement. This article represents an example of Hotelling’s
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long-standing interest in examining the role of the government in economic affairs and
assessing the differences between market-derived outcomes versus those outcomes
derived through ‘optimal’ government intervention (20).
Hotelling believed that the use of mathematical techniques represented the
creation of ‘scientific economics’ and he was dismayed by the lack of critical attention
both to his own work and to work of those working within the same tradition, such as
Roos and Evans (Darnell, f. 33). Hotelling offers a concise argument in favor of the use
of mathematical techniques in his paper “Prosperity through Increased Production”
(presented to the Econometric Society in December 1933):
It has often been said that mathematical operations are dangerous, as
tending to induce a false sense of confidence in their results because
mathematical symbols obscure the underlying relations. On the contrary,
however, mathematical demonstrations, which are to be distinguished
from mere calculations, serve a very useful purpose in forcing into the
open assumptions which otherwise are accepted tacitly, and thus to
emphasize the limitations of the result. Thus, in contrast with the usual
notion, one who has written out a mathematical demonstration of a
proposition whether in economics or in physics, is likely to have less
confidence in the applicability of the conclusion to an actual situation
than has a person who knows the conclusion, but not the reasoning on
which it is based. (Cited in Darnell, 22)
By 1965, however, his fellow economists began to recognize the value of
Hotelling’s contributions. This is confirmed with Hotelling’s receipt of the American
Economic Association’s (AEA) Distinguished Fellow Award. Evidence of Hotelling’s
estrangement from his more mainstream contemporaries is found in the fact that
Hotelling was not even a member of the American Economic Association, the premier
scholarly organization in the field, whose membership were largely suspicious of the
growing use of advanced mathematical techniques in the practice of economists.
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Hotelling opted instead to join the American Mathematical Society (AMS), an
organization that served as a home to many of the foremost mathematical economists
(Darnell, 5).
Hotelling’s declining interest in economic problems should not be solely
attributed to the lackluster reception of his ideas; it is likely that it is at least partially
attributed to the scope of his intellectual interests and proclivities. Arrow and Lehman
argue that it is possible to divide mathematicians into two groups; system-builders and
problem-solvers, and they place Hotelling firmly in the latter group. Phillip Mirowski
(2002) echoes the point, accounting for his departure from economics as follows:
His intellectual preoccupations, already drawn during the way back
towards the physical sciences from which he had begun, now
progressively gravitated towards fields that striving to incorporate newer
developments in mathematical statistics in their own research practices,
such as psychology and medical diagnosis. So, it would seem that we have
another instance of a peripatetic mathematical savant, bringing his
portable expertise to one field, only to abandon it abruptly to enrich
another. (197)

Hotelling and Demand Functions
Hotelling published two famous papers about demand functions. “Edgeworth’s
Taxation Paradox and the Nature of Demand and Supply Functions” (1932) and
“Demand Functions with Limited Budgets” (1935). In this section, I will focus primarily
on his argument in the 1932 article, while referring to the 1935 as necessary.
In his 1925 article, Edgeworth challenges the intuition that taxes increase prices. As
Nancy Cartwright (1999) states, “The ‘paradox’ pointed out by Edgeworth is that this is
not the only possibility. In the right situations, taxes can decrease prices, and they can do
so by following just the same principles of operation that ‘normally’ lead to price
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increase” (60). This example is a persuasive way to show the value of a mathematical
approach to economic problems since it provides the tools to challenge the commonsense
belief that taxes will inevitably raise prices.
Edgeworth’s example concerns a railway company that supplies two classes of
passenger services at different prices. In this scenario, the company provides first-class
service at a certain rate and coach service at another rate. Edgeworth assumes that the
goal of the railway company is to generate as much profit as possible. When the
government compels the company to pay a tax on the first-class tickets, Edgeworth
proves that the company will find it profitable to reduce the rates on tickets for both
classes of service, resulting in a reduced rate for coach passengers. It is important to note
that the existence of Edgeworth’s paradox is subject to several limitations, specifically it
only occurs under monopoly conditions, defined as the state in which a company
exercised domination over the market.
In his 1932 article, Hotelling’s innovation is to expand Edgeworth’s findings by
showing that the same result can occur under conditions of free competition. The
imposition of a tax on a pair of related demand functions can have one of three effects:
both commodities increase in price; one commodity increases in price, while the other
commodity decreases in price; and the final case in which both commodities decrease in
price.18 It is this final class that is the object of his paper (578). Specifically, Hotelling
finds that prices for both products are lowered when the commodities are substitutes in
the joint supply and joint demand function (604).

18

A demand function reveals the relationship between the price of a commodity and the quantity demanded
at that price.
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Hotelling observes that constructing demand functions that display the decrease of
both prices with the imposition of tax on one commodity has been, “difficult and
laborious” (581). These failures are explained by the difficulty of constructing demand
functions that satisfy all the conditions perceived to be necessary. In short, Hotelling
presents the main impediment to Edgeworth’s paradox as a lack of theoretical
comprehension concerning interdependent demand functions. He will undertake an
investigation of interdependent demand functions in the hopes of developing a model that
will provide direction for future empirical research (616).
Hotelling distinguishes his approach from the one taken by Edgeworth in two
ways: the first is that Hotelling will provide equations in which it is explicit that q1 and q2
are simple functions of p1 and p2.19 The second is that Edgeworth used continuous
demand functions and supposed that the tax was infinitesimal. Hotelling acknowledges
that Edgeworth’s phenomenon is generally considered improbable. This is because it is
not displayed by randomly constructed demand functions. Moreover, its veracity is
doubted because a simple proof seems to show that the imposition of a tax on a
commodity, unrelated to any other commodity, leads to an increase in the price of the
commodity (616).20

As Hotelling (1932) states, “If we let q1 be the number of first-class, and q2 the number of second-class,
journeys, it is natural therefore to think of q 1 and q2 as functions of p1 and p2. Edgeworth, however, did not
give these functions explicitly, but gave the prices that the company could obtain as functions of q1 and q2.
To be sure, his equations can theoretically solved for q 1 and q2, but they are of such complex forms that the
solution in intelligible terms in virtually impossible” (579)
19

According to D. Wade Hands and Phillip Mirowski (1998), Hotelling misrepresents Edgeworth. “For
starters, Edgeworth produced his counterintuitive numerical examples in order to undermine the whole idea
of a stable demand curve, but Hotelling recasts the problem set by Edgeworth as one of finding out the
conditions under which interdependent demand curves could rule out the appearance of the ‘paradox’.”
(352)
20
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Hotelling claims that his work broadens the application of Edgeworth’s argument
in four ways: (i) a change in the cost of production will have the same effect as a tax.
That is, if it were to cost the seller x dollars more to produce the first class experience,
that this would have the effect as a tax of x dollars (ii) a bounty paid to a seller in
proportion to his sales of an article may lead him to increase the price of this article, and
also the prices of other things that he sells (iii) the results derived for a seller’s monopoly
may be applied to a buyer’s monopoly (iv) this reasoning may be applied to all of the
railway and utility rates which essentially are taxes.

Integrability Conditions and Budget Constraints
According to Hotelling, one of the advances of his model is the simplicity of the
demand functions. Hotelling tried to prove that the integrability conditions must exist for
the demand functions of interrelated commodities. Adolf Kozlik (1942) defined
integrability as follows: “If there is a relation between a consumer’s demand for two
commodities, A and B, a small price increase of commodity A must change the
consumption of commodity B by the same amount as the same price increase of
commodity B changes the consumption of commodity A” (73). It is possible, at least in
theory, to observe the effects of this relationship. As Hands and Mirowski state,
Empirically these conditions imply that a change in the quantity of apples
purchase will have the same impact on what the buyer is willing to pay for
oranges, as a change in the quantity of oranges purchased will have on
what the buyer is willing to pay for apples: the same in both directions and
magnitude, (f.4, emphasis added).
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Before I consider the empirical results of applying Hotelling’s integrability
conditions, it is necessary to consider how Hotelling intended his model to be applied.
This question has been the subject of much debate in the secondary literature. The issue is
whether Hotelling, in his 1932 paper, intended his model to be applied to either
individual consumers or to entrepreneurs. This is an important issue because the
simplicity of Hotelling’s model is accounted for, at least in part, because he did not
assume a budget constraint. According to economists like Leonid Hurwicz and Adrian
Darnell, Hotelling meant his model to be applied to entrepreneurs.21
This is the case for two reasons. The first is that the assumption that individuals
are not subject to any constraints on their income runs counter to experience. The second,
as Hurwicz notes, is that the imposition of a budget constraint was an integral part of
consumer choice theory by the 19th century and was certainly standard by the 1930s
(399). The implication is that the assumption of a budget-constrained model of consumer
behavior in modeling would have been natural and uncontroversial (411). In the absence
of a budget constraint, the interpretation that Hotelling intended his model to apply to
entrepreneurs seems more plausible.22

Adrian Darnell is clear that Hotelling’s model (at least in the 1932 paper) is meant to account for the
behavior of a producer/entrepreneur who faces no budget constraint, “Hotelling’s work, which culminated
in this paper, is one the earliest and most complete contributions to the theory of integrability; however, the
paper of 1932 was directed more to the theory of the producer than to the theory of the budget constrained
consumer. Thus, his analysis of the consumer is essentially that of a consumer acting without a budget
constraint. The integrability conditions which evolve are correctly stated for the producer (who faces no
budget constraint) and for the consumer in the specific circumstances described; the integrability conditions
are, in this case, that the observed cross-price effects are symmetric. In a later published paper (1935) he
addressed directly the more traditional, general, income-constrained consumer’s problems and there stated
the more familiar integrability conditions in the context of constrained choice” (17).
21

22

Specifically, Hurwicz argues that there are two models contained in the 1932 paper; one that does not
contain budget constraints (A) and one that does contain budget constraints (B), and the focus of
Hotelling’s analysis is on the former (A) and not the latter (B) (402). Even if there was an ambiguity of the
subject of analysis in the 1932 article, Hurwicz argues that this ambiguity is resolved in the 1935 article.
“Fortunately, whatever Hotelling’s thinking on this point might have been when writing the (1932) paper,
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However, Hands and Mirowski (1998) offer a different interpretation and argue
that Hotelling intended the primary model developed in the 1932 article to apply to
individual consumers. They cite texts from the 1932 article as evidence for this
interpretation:
Not only entrepreneurs, but also purchasers of goods for their own
consumption tend to proceed according to the same principle. To be
sure, the buyer may not have in mind a quantity so definite as net profit
to maximize, and may behave in an irregular and inconsistent manner.
But so far as he weighs in a consistent manner the relative utilities of
various goods, considering whether one prospective purchase is a
‘better bargain’ then another, it is clear that there is a function of u of
the quantities purchased which he trying to make a maximum. (332
citing Hotelling, 1932, 591)

The idea, according to Hands and Mirowski, is that individual consumers behave
sufficiently like entrepreneurs to treat them as such. Hands and Mirowski explore why
what they call “Hotelling’s Dream” to develop a consumer demand theory free of budget
constraints was instead what they refer to as a ‘hopeful failure’.23
The relevance of this debate over who was Hotelling’s subject of analysis is that
the outcomes impacts how we should approach the empirical testing Hotelling performed
with Henry Schultz. The collaboration between Hotelling and Henry Schultz represents
an interesting episode in the history of economics. Hands and Mirowski (1998) present a

the matter was I feel completely clarified in the 1935 paper ‘Demand Functions with Limited Budgets’ in
favour of interpreting the (A) model as pertaining to a firm, with the (B) model as appropriate for consumer
choice,” (Hurwicz, 405). Hurwicz cites Arrow, “I do not recall the slightest hint that the 1932 model was
appropriate for consumer behavior. It was the theory of the firm, as the 1935 paper was the theory of the
household…I see no evidence in the papers that he was unaware of the difference or that he thought that
the unconstrained case was an adequate basis for consumer theory,” ( 406).
Hands and Mirowski define hopeful failures as, “programmes or approaches that seemed to provide
solutions to a number of the discipline’s recognized problems and yet did not survive intact into the later
stages of the field’s development. Such hopeful failures do not get much attention in the conventional linear
histories of science” (324)
23
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detailed account of their professional relationship. Schultz, an economist at the
University of Chicago, was the editor at the Journal of Political Economy and was
responsible for overseeing the publication of Hotelling’s 1932 article. While Hotelling is
generally believed to be the superior mathematician of the two, Schultz was one of the
first to carry out a large-scale empirical inquiry informed by linear regression analysis
and neoclassical theory (346). Hotelling’s integrability conditions provided Schultz with
a model which could generate empirical predications which could then be assessed.
Hotelling and Schultz shared four important similarities that facilitated their
working relationship. Both believed that demand functions ‘really existed’ in an
objective manner, that is, demand functions should be considered ontological entities.
Referring to the discussion in Chapter 3, this would make both economists ‘realists’ in
the philosophical sense of the term. In addition, both believed that demand functions
were interdependent and, moreover, that this interdependence was governed by a series of
laws. As Schultz states, “The equations summarizing the interrelations in question
constitute a category of laws that is relatively rare in the social sciences: they specify
quantitatively definitive relations which must exist between the variables – if the theory
is true.” (646, 1938 cited in Hands and Mirowski, 366) Third, they agreed the use of
mathematical tools was required to discover and investigate these laws. Both referred to
the ‘classical’ mathematical economists; Walras, Pareto and Edgeworth, for inspiration
(Hands and Mirowski, 345). Finally, despite their use of the tools of advanced
mathematics, Hotelling and Schultz were committed to exploring the practical
applications of their research on demand functions. Neither Hotelling nor Schultz was
only interested primarily in theory for its own sake. Their theoretical work was motivated
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by a desire to resolve that which they identified as pressing social problems. As Hands
and Mirowski observe, “both started out in the 1920s engaged in extremely pragmatic
tasks, estimating demand functions for agricultural staples, in response to the dire
problems besetting the American farm community in that decade” (345).
According to Kozlik, Hotelling’s integrability conditions specify that “If there is a
relation between a consumer’s demand for two commodities, A and B, a small price
increase of commodity A must change the consumption of commodity B by the same
amount as the same price increase of commodity B changes the consumption of
commodity A” (73). The important point is that the changes needed to be the same both
in terms of direction (that is, a positive or negative) and terms of in magnitude.
Unfortunately, as Hands and Mirowski report in detail, the results of Schultz’s
experiments were not favorable.
The letter of 22 September 1932 [from Schultz to Hotelling] bore bad
news: the symmetry or ‘integrability’ conditions frequently failed to
hold, and worse, sometimes the signs differed, so the complementarity
co-efficient would give conflicting results when the order of calculation
was inverted (355)
Hands and Mirowski detail how Schultz and Hotelling responded to the lack of empirical
success. In his 1935 paper, Hotelling dismisses Schultz’s empirical findings:
Schultz’s results as a whole seem to confirm the applicability to these
commodities of the integrability conditions. It must be remembered that
even though a single discrepancy may be judged significant when it
exceeds double its standard error, still, among six, it is quite probable
that one will fall beyond this limit (Hotelling, 1935, n1 cited in f. 43,
Hands and Mirowski).
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Schultz was not so sanguine and looked for better success with the model
developed by Eugen Slutsky, whose symmetry conditions he had recently discovered. He
did so in a 1935 paper in the Journal of Political Economy, which was coauthored with
one of his students, Milton Friedman. In this article, Schultz and Friedman presented an
empirical comparison of the Hotelling and Slutsky symmetry conditions in newly
estimated demand curves for beef, pork and mutton in the United States during the period
of 1922-33. Unfortunately, according to Hands and Mirowski, for Schultz, the results
were not favorable for either the model developed by Hotelling or Slutsky (363).
If Hotelling’s model was intended to be applicable for entrepreneurs (who do not
face a budget constraint) and not applicable than for individual consumers (who do face a
budget constraint), its empirical failures are not surprising Hotelling did not pursue other
opportunities for empirical testing any further after his interactions with Schultz. Given
the theoretical emphasis on the 1935 paper on demand functions, it seems that Hotelling
believed that a solution to the problems of modeling interdependencies will be found on
the theoretical, rather than an empirical, level.
Hotelling is a good example of someone who positioned their work as ‘pure
science’. The first indication is how he identified the problems that occupied his work. In
his work on demand functions, Hotelling is concerned with resolving a problem state that
emerged within the theory itself. Moreover, the problem of demand functions as defined
by Hotelling was highly abstract. As such, it presents an interesting contrast with the
work of Walton Hamilton on price policy considered in Chapter 4. Hamilton attempted to
understand the factors that influenced prices through an empirical investigation. He
wanted to investigate the factors that drove the forces of supply and demand in particular
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markets. Hamilton’s conclusion that these factors could not be generalized into a
universal law was important. However, more important was his conclusion that markets
did not always function to coordinate these forces in way that ensured the most efficient
distribution of goods. The implication is that government intervention in the market could
produce better outcomes for consumers in some cases.
Hotelling took a fundamentally different approach. Hotelling’s problem statement
was not motivated by a desire to improve outcomes for consumers, but rather to
investigate an interesting theoretical paradox already identified by Edgeworth.
Edgeworth had already identified the counter-intuitive result that the imposition of a tax
could have the result of lowering the price of a commodity. Hotelling was interested in
seeing how far it is was possible to extend the anomaly. Hotelling’s objective, in other
words, was to improve theory rather than to improve outcomes. This motivation, as seen
in a previous chapter, is clearly in alignment with the motivation of pure science.
Hotelling’s tool kit also distinguishes his work from the institutional economists
considered in Chapter 4. Hotelling’s reliance on mathematical tools presents a
fundamentally different approach than the one taken by Hamilton. As Hotelling, and
other mathematical economists argue, the reliance on mathematics reveals the structure of
their argument (and its weaknesses and assumptions) more clearly. The use of
mathematical tools, in other words, provides a sort of check against rhetorical excess and
verbal ‘handwaving’. Hotelling’s reasoning is similar to that of the logical positivists who
rejected metaphysics. metaphysics. Both emphasized the importance of stripping down to
the essentials. Moreover, although it is not clear that Hotelling was explicitly motivated
by this concern, the adoption of mathematics as the primary tool did much to place the
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appearance of his work as “value-neutral”. Again, it is notable that Hotelling’s writings
took place during a time of significant upheaval in the American economy (the 1930s)
and yet his works have a sort of timeless quality representing his lack of engagement with
the economic and political questions of the time and place.
Whatever Hotelling’s intent regarding the use of a budget constraint, it is notable
that the question as to whether Hotelling assumed that consumers in his model had
limitations on their spending even arose. Hotelling, like the neoclassical economists who
followed him, was less interested in the “realisticness” of his assumptions than in the
capacity of those assumptions to inform models to produce testable predictions.
As a final point, Hotelling’s response to the empirical failures of his model
demands attention. Mathematical economists are not pure theoreticians. The instinct
behind mathematical economics is to use mathematics to develop models which can then
be subject to empirical confirmation (or disconfirmation). Importantly for this purpose, it
was possible to test Hotelling’s theories. They were to use Karl Popper’s term
‘falsifiable’. However, Hotelling seemed to refuse to admit that they were falsified. Is it
possible to shed any light on this question?
One possibility is that in his failure to accept the empirical results of his theory,
Hotelling failed in a personal way as a scientist. Under this interpretation, Hotelling
should have acknowledged the limitations of his work and did not do so because of some
character flaw such as pride or dishonesty. Of course, it is important to note that this
interpretation would hold only if Hotelling intended his theory to apply to the budgetconstrained consumer. This is certainly a matter for debate and there are several of the
most well-respected contemporary economists who would disagree with Hands &
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Mirowski’s account Hotelling’s intent regarding the use of a budget constraint, it is
notable that the question as to whether Hotelling assumed that consumers in his model
had limitations on their spending even arose. Hotelling, like the neoclassical economists
who followed him, was less interested in the “realisticness” of his assumptions than in the
capacity of those assumptions to inform models to produce testable predictions.
Another interpretation gets at the subtle and nuanced questions of scientific
attitude. Hotelling seemed to trust more in his model than he did in the world. The point
at which a model (or a scientific theory) should be considered disconfirmed is subject to
disagreement. This is particularly the case in the social sciences, such as economics,
which usually present usually only “natural experiments”. This limitation can make it
easier to explain the failure to get desired results because of some unidentified condition.
The result is that economists may continue to adjust their model, either in systematic or
ad hoc ways, to try and get a more favorable result. However, this was not the case for
Hotelling, who simply abandoned the field of economics for other pursuits. It is perhaps
this characteristic of his work that makes him a powerful representative and a precursor
to neoclassical economics.
Neoclassical economics ultimately developed into a set of theoretical assumptions
and tools that could (and was) applied broadly to almost every question within the
domain of social science and was supposed to bring a level of scientific clarity and rigor.
In this approach, these later neoclassical economists were carrying on Hotelling’s legacy
even if they did not know it. As mentioned in the introduction to this Chapter, economists
have increasingly begun to appreciate the significance of his contributions. However, it is
time to turn to an economist whose contributions have never been in doubt.
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Paul Samuelson and Revealed Preference Theory
Samuelson’s Revealed Preference (RP) is widely recognized as a significant
development in the history of economics. This is because it represented the final ‘escape’
from psychology and an important step towards the establishment of economics as a
legitimate science. In this section, I will briefly review the history of consumer choice
theory to place Samuelson’s achievements in a broader context.

Classical Approach to Consumer Choice Theory
As discussed in Chapter 2, Carl Menger (1871), Jevons (1871) and Walras (1984)
are collectively referred to as the members of the marginalist or early neoclassical school.
These three economists, working independently, arrived individually at the basic
marginalist framework on which neoclassical demand theory was built. The early
classical theory of consumer choice was defined by three characteristics. The first is that
all individuals consistently will try to maximize their utility and that the truth of this
proposition is known through introspection. Introspection was viewed as legitimate tool
of empirical science, although this assessment would shift during the early part of the 20th
century. William Jevons makes the reliance on introspection clear:
The science of Economics, however, is in some degree peculiar, owing
to the fact…that its ultimate laws are known to us immediately by our
intuition, or, at any rate, they are furnished to us ready made by other
mental or physical sciences…The theory here given may be described
as the mechanics of utility and self-interest. Oversights may have been
committed in tracing out its details, but in its main features this theory
must be the true one. Its method is as sure and demonstrative as that of
kinematics or statics, nay, almost as self-evident as are the elements of
Euclid (cited in Stigler, 1950a, 317).
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The second point is that utility functions were viewed as hedonistic, additive and
cardinal. The early neoclassical economists believed in hedonism, that is, the proposition
that pleasure and pain are the only comprehensible measures of value. Utility functions
were considered additive, which renders measurements of utility quantitative. For
example, the utility of a unit of ice cream is determined only by how many units of ice
cream consumed (and not, for example, impacted by the consumption of another good,
such as frozen yogurt, which may act as a substitute). Each commodity is assumed to be
subject to diminishing marginal utility, which means that each additional unit of the
commodity consumed (for example, each additional bowl of ice cream) would yield
progressively less pleasure than the one immediately consumed before it. The adoption
of the additive function of utility has two important implications; the first is that the
demand curve for each commodity bundle will have a negative slope (reflecting an
inverse relationship between the price of the commodity and the amount of the
commodity demanded). The second implication is that an increase in income will lead to
increased purchases for each commodity. The assumption of cardinality means that it is
possible to express the relative utility of a commodity in quantitative terms. For example,
the utility provided by a bowl of ice cream could be 10 units, while the utility provided a
bowl of quinoa could be 2 units. The obvious advantage of this approach is that it
facilitates the making of interpersonal comparisons and the calculation of general
welfare.
The third shared characteristic among the early neoclassical economists is that
difficulties of measuring units of utility were generally ignored. According to Stigler
(1950a), both Menger and Walras glossed over the problem of developing a reliable
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measurement of utility, while Jevons argued that utility was measurable in principle, but
economic science had not yet advanced sufficiently to develop a reliable measure for
utility (317). Later economists came to believe that the problem of reliable measurement
was irresolvable and began to look for other possibilities.
By the end of the 19th century, economists identified two additional limitations to
the early neoclassical approach to consumer choice theory. The first is that the
assumption of additive utility is unrealistic since experience reveals that the utility of
commodities is interdependent (i.e. impacted by the presence of substitution goods). The
second is that conception of demand curves as necessarily negative and downward
sloping is contradicted by the theoretical possibility of so-called “Giffen Goods” (a good
that lacks available substitutes and therefore which people consume more of as the price
increases).

The Ordinal Revolution
The mathematical economist Francis Ysidro Edgeworth (1881) demonstrated that
it was possible to capture the interdependence of the utility functions of more than one
good by mapping bundles of commodities between which the consumer would be
indifferent. The introduction of indifference curves reveals the relationship between
commodities by demonstrating the ‘marginal rate of substitution’, which is defined as the
rate at which a consumer is willing to give up one commodity for another commodity
while retaining the same level of satisfaction.
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While Edgeworth jettisoned the assumption that utility was additive, his
understanding of preferences remained rooted in the utility concept. Moreover,
Edgeworth, like Jevons, believed that future advances would enable the direct
measurement of utility functions. However, by the beginning of the 20th century
economists were moving away from the belief that utility functions could be specified in
quantitative terms. Within an ordinal framework, it was sufficient for consumers to rank
bundles of commodities in order of preference without assigning each bundle any unique
value. This shift is often referred to as the “ordinal revolution”. Moreover, although
economists still believed that individuals were ‘utility maximizers’, utility was no longer
linked to the maximization of pleasure and the avoidance of pain. The rejection of the
hedonistic basis of utility was followed by the replacement with the more neutral idea of
‘preference’, which did not require inferring the existence of mental states such as
pleasure and pain.
The economist Vilfredo Pareto is widely acknowledged to have been at the
forefront of the ‘ordinal revolution’. Pareto’s main contribution was to demonstrate that
the main conclusions of traditional demand theory and equilibrium analysis do not
require the measurement of utility. He did this by showing that it was possible to derive
utility functions from indifference curves. It is important to note the switch in emphasis
from Edgeworth. While Edgeworth believed that preferences were derived from utility
functions, Pareto believed that primitive notion were preferences, as mapped on an
indifference curve, and that it was not possible to derive utility functions from
indifference curves with any reasonable degree of precision. Pareto described his own
contribution as follows:
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The entire theory…rests only on a fact of experience, that is to say, on
the determination of the quantities of goods which constitute
combinations which are equivalent for the individual. The theory of
economic science thus acquires the rigor of rational mechanics; it
deduces its results from experience, without the intervention of any
metaphysical entity (Pareto, 1906 quoted by Stigler, 1950b, 382)
Pareto theorized that it was possible to derive preferences through observation of
behavior, and thus economists could jettison the problematic dependence both on
introspection as an epistemic tool as well as on outdated psychological assumptions. As
Bruni and Guala (2001) observe, Pareto’s emphasis on the importance of the observation
makes his work a harbinger of the operationalism that was to characterize Paul
Samuelson’s work on consumer choice.

The Revolution Continues: Hicks and Allen
Commentators debate whether Pareto’s revolution should be characterized as a
failure, or more charitably, as incomplete. Hicks and Allen acknowledged the importance
of Pareto’s accomplishments in their 1934 work A Reconsideration of the Theory of
Value:
Of all Pareto’s contributions there is probably none that exceeds in
importance his demonstration of the immeasurability of utility… Pareto
definitely abandoned this and replaced the concept of utility by the
concept of a scale of preferences. It is not always observed that this
change in concepts was not merely a change of view, a pure matter of
methodology; it rested on a positive demonstration that the facts of
observable conduct make a scale of preferences capable of theoretical
construction (in the same sense as above) but they do not enable us to
proceed from the scale of preference to a particular utility function
(52).
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Hicks and Allen viewed their joint project as completing Pareto’s work.
What has to be done is to take in turn a number of the main concepts
which have been evolved by the subjective theory; to examine which of
them are affected by the immeasurability of utility; and those of which
have to be abandoned to enquire what, if anything, can be put in their
place (55).

Given this statement, it would be reasonable to expect that Hicks and Allen would
proceed with constructing an ordinal approach to consumer theory. Instead, according to
Nicola Giocoli (2003) they shifted their goal to the “the establishment of the neoclassical
analysis of value as a quantitative exact theory” (92).
Hicks and Allen’s desire for quantitatively exact measures influenced their focus
on the marginal rate of substitution (MRS), a quantitatively exact magnitude that was
designed to take the place of ‘marginal utility’. Their strategy in the 1934 article is to use
the MRS to derive the results of classical demand theory in a quantitatively exact manner.
Specifically, according to Ivan Moscati (2007), Hicks and Allen use the MRS concept to
do three things: (1) determine the relationships between demand for goods, their price
and the consumer income in elasticity terms (2) decompose the effect of a price change
on demand into income and substitution effect and (3) provide a new, non-cardinal
definition of complementary and substitute goods.
Unfortunately, Hicks and Allen were unable to use the MRS to eliminate all
references to utility. The difficulty resulted from the persistence of utility (and other
psychological concepts, like pleasure) in the assumptions of the MRS. Specifically,
Hicks and Allen assumed that the MRS was positive and that it was increasing, which
implied the principle of non-satiation (the belief that individuals will always prefer more
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goods) and the principle of the diminishing rate of substitution. However, despite these
failures, Hicks and Allen’s 1934 article had a profound impact on the field of economics
and paved the way for Paul Samuelson’s Revealed Preference theory.

Paul Samuelson’s Revealed Preference Theory
Samuelson was more explicit about his methodological commitments than other
economists. During his career, he engaged in a particularly lively debate with some of his
more methodologically oriented contemporaries, although it seems that he did not have
much of an engagement with the philosophy of science literature.24 However, despite his
engagement with methodological issues, it seems that he believed that such engagement
was of somewhat limited value. Perhaps slightly tongue in cheek, Samuelson (1964)
remarked that, “I should also have predicted that it [methodology] is an activity where the
law of diminishing returns holds in the most virulent form” (1164).
By his own account, Samuelson’s work in economics is driven by two basic
methodological commitments. The first is that there is no explanation in science, only
description. Explanation is not and should not be a goal of scientific theorizing. As he
stated in 1964, “Scientists never ‘explain’ any behavior, by theory or by any other hook.
Every description that is superseded by a ‘deeper explanation’ turns out upon careful
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As Bruce Caldwell (1994) notes, “We know that Samuelson was exposed to readings from Carl Hempel
and Ernest Nagel, which was apparently the first time he had been exposed to these philosophers of
science. He claims that does not see the difference in Hempel’s articles between explanation and
prediction”. And further “…It is just as clear that he has no knowledge of the prescribed but significant role
attached to scientific explanation by logical empiricists since the 1940s, of whose ranks he would
presumably consider himself a member” (194).
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examination to have been replaced by still another description, albeit a possibly more
useful description that covers and illuminates a wider area,” (737). Economics is no
different in this respect that any other scientific discipline since, according to Samuelson,
there is no distinction between the natural and the social sciences. In eschewing the
search for causes, Samuelson is reacting against the perceived metaphysical excesses of
the early marginalist thinkers, the last vestiges of which remained in consumer choice
theory of Hicks and Allen.
The second is that scientists should seek to discover operationally meaningful
theorems. Samuelson’s version of operationalism differs from the version commonly
associated with the physicist Percy Bridgman, who believed that nothing more can be
meant by a concept than a set of operations. In Samuelson’s view, operationalism simply
implies the normative, Popperian statement that economists should generate falsifiable
hypotheses and that statements that are not falsifiable, at least in principle, should not be
considered scientific statements.

Samuelson’s “A Note on the Pure Theory of Consumer’s Behavior” (1938)
The brief history of consumer choice theory provided above creates the context
for Samuelson’s ‘problem-situation’ as he saw it. Many working in the history of
economics accept the dominant narrative that presents Samuelson’s work as the
completion of the ‘escape from psychology’, which began with Pareto. However, several
commentators have challenged both whether this was Samuelson’s objective and if it was
indeed his objective whether he in fact achieved it.
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I will begin by reviewing Samuelson’s 1938 article “A Note on the Pure Theory
of Consumer’s Behavior”. Samuelson viewed himself as completing the work begun by
Pareto and developed by Hicks and Allen by reconstructing consumer choice theory
along behaviorist lines. Samuelson (1938) stated his objective, to provide a theory of
consumer choice without any reference to preferences or utility that could be used to
generate empirically falsifiable propositions, in strong terms:
Hence, despite the fact that the notion of utility has been repudiated or
ignored by modern theory, it is clear that much of even the most
modern analysis shows vestigial traces of the utility concept...I propose,
therefore, that we start anew in direct attack upon the problem,
dropping off the last vestiges of the utility analysis (62)
In the 1938 paper, Samuelson attempts to make ‘preference’ an operational term
by defining it in terms of an individual’s choice behavior in the market. He concluded
that individual consumer behavior, to be rational, must be consistent. The proposition that
consumer behavior must be consistent became known as the Weak Axiom of Revealed
Preference (WARP). A nice explanation of the WARP is found in Giocoli (2003):
This means that given two bundles x and x’, if the latter bundle is
affordable when the price set is p and the income is px and is not
chosen, then the former bundle must not be affordable when the price
set is p’ and the income is p’x’ and the latter bundle is chosen. In other
words, the agent is required to behave consistently: if at the new priceincome pair he/she chooses x’ instead of x’, then x must be not
affordable, otherwise the agent’s choice would be inconsistent with that
made at the old price-income pair when both bundles were affordable.
(100)
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Moreover, since all the elements of the WARP are expressed in observable terms (i.e.
price, quantities and income), the WARP is amenable to empirical falsification. Given
Samuelson’s methodological commitments, he believed that the potential for falsifiable
predictions was a significant advance over previous theories of consumer behavior.
Samuelson’s Later Writings on Consumer Choice Theory: “Consumption Theory in
Terms of Revealed Preference” (1948) and “The Problem of Integrability in Utility
Theory” (1950)
Some commentators, most notably Stanley Wong (1973), have accused
Samuelson of being inconsistent in his later writings on consumer choice theory. In
Samuelson’s 1948 work, “Consumption Theory in Terms of Revealed Preference”, his
objective is to construct an individual’s indifference map from the observation of his
market behavior. Samuelson wanted to investigate whether it is possible to take the
observed behavior of a consumer as a starting point and then determine whether that
behavior was generated through the maximization of a utility function. However, his
critics contend, that this approach “returned to psychology” by reintroducing mental
states in the form of preferences based on pleasure and pain. As Giocoli (2003) observes,
“from a tool capable of wiping off the preference/indifference relation from demand
theory, the WARP was turned into an instrument for revealing or uncovering the
preferences underlying the agent’s observed choices” (104).
Stanley Wong’s (1973) critique revolves around the fact that if ordinal utility is
not an observational concept, then neither is indifference since the concept of
indifference is defined in terms of ordinal utility. Moreover, if an indifference curve,
which can be constructed from market observations, is observational, then the same
should apply to ordinal utility theory (114- 115). The implication, according to Wong, is
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that Samuelson’s approach is neither radical nor groundbreaking. He has simply showed
that that ordinal utility theory (as developed by Hicks and Allen) can be operationalized
into its observable components. Moreover, Wong observes, Samuelson seems to have
shifted focus and instead of ‘getting rid of the last vestiges of utility’, has now turned his
attention to another problem.
In “The Problem of Integrability in Utility Theory” (1950) Samuelson responds
favorably to the work of Hendrik Houthakker. Houthakker proposed the theory that has
become known as the Strong Axiom of Revealed Preference (SARP). The advantage of
SARP is that it does not allow consumer to be indifferent between two bundles of goods.
SARP presented the solution to the integrability problem referenced in the 1948 paper.
Further, it rendered what was now referred to as Samuelson’s Revealed Preference (RP)
approach fully compatible with ordinal utility theory, as presented by Hicks and Allen.
As D. Wade Hands (2014) notes, “This also means, of course, that ordinal utility theory
and SARP-based revealed preference theory were equivalent: one could start from the
consumer maximizing a well-behaved ordinal utility function subject to a budget
constraint, or from demand functions satisfying SARP, and the empirical restrictions on
demand functions would be exactly the same” (91). The 1950 paper was to represent
Samuelson’s final views on the topic of consumer choice theory, which he held until the
end of his life. And he believed that WARP and its descendants had made a significant
contribution to clearing away the psychological debris that had previously cluttered
theories of consumer behavior. In 1964, he confidently stated the following, “The
doctrines of revealed preference provide the most literal example of a theory that has
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been stripped down to its bare implications for empirical realism: Occam’s Razor has cut
away every zipper, collar, shift, and fig leaf” (738).
Despite Samuelson’s optimism, according to Giocoli (2003) the equivalence of
revealed preference theory (both in the form of WARP and SARP) and ordinal utility
theory was a mixed blessing. If SARP was logically and observationally equivalent to
ordinal utility theory, then it would be hard for a positivist like Samuelson to make the
case that they were different theories at all.
Samuelson’s work provides explicit examples of several of the characteristics of
neoclassical economics that were discussed in Chapter 5. He believed his work
represented a more scientific approach that focused on the observation of
intersubjectively verifiable behavior. This shift was taken to better align the version of
objectivity found in economics to the one found in the natural sciences. Objective
science was value-neutral and eliminated or rigorously limited the space for scientists to
incorporate their own preferences, interests and values. The result was a theory of
consumer choice that was bracketed from the choices of individuals and the reasons for
their choices. It exercised no judgment on these choices or on the market-level outcomes
that emerged from the choices. Economics was a discipline that reported on observable
phenomenon using mathematical models in a way that was stripped of individual and
social context.
The evolution of consumer choice theory reveals how the standards of “good
science” changed by the time Samuelson was writing. An interesting question, from the
point of view of this dissertation, is: why did the original approach to consumer choice
theory fell into disrepute? On the face of it, it is not unreasonable to think that it is
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possible to account for individual choice through the attribution of particular mental
states, nor is it unreasonable to ask others to look in themselves to confirm their existence
and extrapolate in a rough way to the fact that others may possess similar mental states.
However, by the time Samuelson was writing, both approaches were considered
unscientific. Part of what happened, I think, was a shift in how scientists thought of
human reasoning. Samuelson’s definition of rationality as consistency of behavior
represents a shift of focus from the institutionalist conception of rationality. Geoffrey
Hodgson (1998) explores the notion of rationality that informs the work of the
institutionalists which was influenced by the pragmatist philosophy presented in Chapter
3. According to Hodgson, the main idea is that rationality depends on habits, “…habit is
regarded as crucial to the formation and sustenance of institutions. Habits form part of
our cognitive abilities. Cognitive frameworks are learned and emulated within
institutional structures. The individual relies on the acquisition of such cognitive habits,
before reason, communication, choice or action are possible” (180). Institutionalists
believe that individuals form their concept of rationality through their interactions with
institutions. This idea is seen in Wesley Mitchell’s work on the “money economy” that
was explored in Chapter 4.
It is worth noting that whatever conception of rationality we develop does have
implications. An interesting analogue can be found in the 20st century in the work of
Dale Miller (1999) who argues that the wide acceptance of the definition of rationality as
the pursuit of self-interest is the result of a self- fulfilling prophecy. The result is that this
egoistic conception of rationality becomes a “norm’ such that individuals are unwilling to
deviate it from at the risk of incurring social sanction or ridicule. For institutionalist
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economists, taking the definition of rationality as fully pre-determined is problematic and
neglects the opportunity to investigate the social and political context. Neoclassical
economists like Paul Samuelson are untroubled by such question and adopt a ‘thin’
definition of rationality, stripped of such context, which has the advantage of being both
easily modeled and parsimonious. The contemporary question of how to define
rationality and the frequency with which people can be said to act in a rational manner is
raised in Chapter 10. However, I will now consider the work of another economist,
Kenneth Arrow, whose contributions of the neoclassical canon have also never been in
doubt.

Kenneth Arrow and General Equilibrium Theory25
It is reasonable to consider general equilibrium theory (GET) the paradigmatic
example of neoclassical economics. Scholars consider the solution to the question of the
existence of a general equilibrium provided by Kenneth Arrow and Gerald Debreu in
their 1954 Econometrica article one of most important developments in economic theory,
which had the result of reshaping the field and recrafting its problem set.
General equilibrium theory is generally believed to consist of four questions. The
first question, referred to as the “existence of equilibrium question”, considers whether
there exists a set of prices at which the supply of goods and services equals the demand
for these goods and services. A second question, the “uniqueness of equilibrium
question”, investigates whether there is a unique set of prices for each initial allocation of
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General equilibrium can be a difficult concept to grasp for the person who does not have training in
economics. I would suggest the following general overview by Lionel McKenzie (2018) in the New
Palgrave Dictionary of Economics as providing an excellent and relatively accessible introduction.
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goods and factors of production. A third question, referred to as the “stability question”
refers to the circumstances under which an economy will reach an equilibrium state and
how quickly it can be achieved. This leads to a consideration of the processes and forces
that tend to drive supply and demand to a state of equilibrium. Finally, the ‘optimality of
equilibrium’ question considers the relationship between an equilibrium state and Pareto
efficiency, defined as a state of affairs in which one person cannot be made better off
without someone else being made worse off. During his career, Arrow (with various
collaborators) investigated each of these questions; however, in this case study will limit
our considerations to 1954 article, written with Gerard Debreu that looked at the
existence question.
Historically there have been two different meanings of equilibrium. The first is as
a balance of forces or equipoise. The second denotes to the reconciliation of different
plans. An example of the latter, made famous in Adam Smith’s metaphor of the
individual hand, in which individuals’ pursuit of their self-interest leads to an efficient
allocation of resources. As John Geanakoplos (2004) notes:
The most striking feature of general equilibrium is the juxtaposition of
the great diversity in goals and resources it allows, together with the
supreme coordination it requires. Every desire of each consumer, no
matter how whimsical, is met precisely by the voluntary supply of
some producer. And this is true for all markets and consumers
simultaneously (119).
The idea that market forces will lead the most efficient distribution of resources is the
cornerstone of the laissez-faire capitalism that characterizes 21st century Western-style
economies. It also undergirds the ideology of marketization which encourages the
exposure of goods and services to the forces of the market as a means of promoting their
most efficient operation.
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A general equilibrium analysis, as distinguished from a partial equilibrium
analysis, considers the economy as a closed and interdependent system. It takes prices
and quantities from the interaction of economic agents across every market. In this sense,
it offers a more realistic account of economic behavior than a partial equilibrium model
since activity in one market (for example, oil market) impacts behavior in another market
(for example, automobile sales). Economists define a ‘market-clearing price’ (or
equilibrium price) as the price at which the quantity supplied is equal to the quantity
demanded.

Arrow and Debreu’s 1954 article
In later interviews, Arrow stated that the solution to the problem of the existence
of a competitive equilibrium was ‘in the air’, and that any number of individuals could
have proved the existence of a competitive equilibrium in 1952-1953 (Düppe and
Weintraub, 2014, 143). However, Arrow and Debreu’s contribution was a significant
advance over previous attempts to demonstrate the existence of general equilibrium
theory. The Arrow-Debreu model represented an application of the ‘formalist approach’
to the question of the existence of equilibrium. According to Giocoli (2003), the
formalist approach represents “a complete characterization of the situation under scrutiny
in terms of a self-contained formal structure, made up of primitive terms (the agents, the
strategies and the payoffs) and the rules to combine them” (6). A formalist model is
justified by its internal logical consistency rather than by any correlation of the model
with the actual economy.
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It is possible to consider the question of the existence of equilibrium from either
an empirical or a theoretical perspective. According to Arrow (1983), the theoretical
proof of the existence of equilibrium is valuable because it reveals the importance of
particular conditions and assumptions (cited in Feiwel, 30). The revelation of these
conditions is helpful, for example, since they provide information as to the circumstances
in which unfettered markets are most efficient. Bruna Ingrao and Giorgio Israel (1990)
make the point about the importance of the theoretical inquiry:
To assess the relevance and validity of this long tradition [of the
invisible hand], it is not sufficient to ascertain whether its basic thesis is
verified in real economies. It is equally important to know under what
conditions it could be true. It is, in fact, not enough to observe that the
coordination of the invisible hand does not take place in the real world.
It is equally necessary to see which of the features regarded as essential
for a correct representation of the real world are in contradiction with
the model’s basic hypotheses and thus make the compatibility affirmed
in the theory impossible in real terms (279).

The Arrow-Debreu solution required two tools, both of which became available to
economists at the time the article was written. The first is the use of the fixed-point
theorem, a mathematical technique introduced to economists in the work of Shizuo
Kakutani. The second tool was development of game theory, particularly in the work of
John von Neumann and John Nash. Von Neumann’s first paper on game theory in 1928
attempted to provide a prescription for rational behavior for agents acting in a strategic
way. John Nash built on von Neumann’s work in his 1950 paper that presented the
concept of “Nash Equilibrium’, which is a collection of strategies undertaken by players
of a game in which no player can improve his outcome without coordination from others.
Nash’s innovation was important since it allowed for the introduction of multiple players
whose choices are interdependent.
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Both the work of von Neumann and Nash paved the way for the attempt to find a
Nash equilibrium for an abstract economy. According to Giocoli (2003), Arrow and
Debreu’s innovation was that, given a set of certain assumptions, they establish the
existence of an equilibrium point (a set of market-clearing prices) in a game in which the
strategic actions of each player affect both the strategic choices and outcomes of every
other player. It is important to note that Arrow and Debreu did not provide, nor did their
model allow for the provision of, actual examples of an equilibrium state. That is, Arrow
and Debreu’s model did not allow for the calculation of a set of ‘market-clearing’ prices.
Arrow and Debreu provided a non-constructive proof, which posited that an equilibrium
point does not exist and then proved that its non-existence was a contradiction.
Arrow and Debreu made several important assumptions in their model. While not
an exhaustive list, it is worth noting three of these assumptions. The first is that since
individuals make all future consumption and production decisions at one point in time,
their model assumes unlimited foresight regarding future preferences. As Geanakoplos
notes, this has important implications for what we can and cannot learn from the model
(119). Specifically, when the first market transaction takes place after all goods have
been distributed, it is impossible to examine how preferences were formed or the way the
means of production have evolved. A second assumption is that individuals are
characterized as having an “unlimited greed” regarding future preference satisfaction, an
assumption that also seems to equate rationality with utility maximization. Finally,
theories of general equilibrium assume ‘strong convexity’ both in regard to production
and in regard to household preferences. Arrow (1983) notes that these assumptions are
the most empirically vulnerable. “In production, convexity excludes indivisibilities or
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increasing returns to scale. In consumption, convexity excludes cases in which mixed
bundles are inferior to extremes; for example, in the very short run, a mixture of whiskey
and gin is regarded by many as inferior to either alone or living part time in each of two
distant cities may be inferior to living in either one along” (119).26
The publication of the 1954 article represented a watershed moment in
economics. Arrow and Debreu were celebrated as luminaries in the field. Arrow received
the Nobel Prize in 1972, while Debreu was awarded the honor in 1983. Their model has
proved abundantly fruitful, serving as the foundation for multiple investigations into the
four questions mentioned above, namely, existence, stability, optimality, and uniqueness.
Panegyrics like the following offered by Geanakoplos (2004) are common in the
literature:
It is not easy to separate the significance and influence of the ArrowDebreu model of general equilibrium from that of mathematical
economics itself. In an extraordinary series of papers two of the oldest
and most important questions of neoclassical economics, the viability
and efficiency of the market system were shown to be susceptible to
analysis in a model completely faithful to the neoclassical
methodological premises of individual rationality, market clearing and
rational expectations, through arguments at least
as elegant as any in economic theory, using the two techniques
(convexity and fixed point theory) that are still, after thirty years, the
most important mathematical devices in mathematical economics
(116).

26

Critics argue that while the inclusion of this assumption allows for the derivation of mathematical
theorems, it is not very realistic (Ingrao and Israel, 1990, 15). Arrow (1983) acknowledges this criticism as
well as the importance of the assumption of convexity to the existence proof, “In effect, convexity ensures
that supply and demand are, in a suitable sense, continuous and thus adjusted to varying levels of initial
assets.” (120). However, he does not believe that the objection is insurmountable, “More explicitly, if each
agent (household or firm) is small compared with the total economy, then by suitable choice of prices and
consumption and production bundles, the discrepancy between supply and demand can be made small
relative to the economy. Each household is certainly small relative to the economy, so that nonconvexities
in individual preferences have no significant effect on the existence of equilibrium” (120).
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The assumption of general equilibrium as the starting point in microeconomics as
well as the definitive representation of a new way of doing economics led to rise of class
of heterodox economists, who defined themselves by their opposition to both. According
to Düppe and Weintraub (2014), “For an entire community of post-Keynesian and
otherwise heterodox economists, lamenting the limits of Arrow-Debreu became
constitutive for their very identity as economists” (234). Part of their frustration,
according to Mark Blaug (2003), is that the ‘formalist revolution’ crowded out analysis
on any problems, specifically, those problems related to forms of ‘disequilibrium’ not
related to the existence and determinacy of equilibrium. The Arrow-Debreu model,
according to Blaug, redefines a social science problem as a mathematical problem and
then tries to solve the new problem using only mathematical tools. Moreover, and
perhaps more importantly, their methodology renders their solution non-falsifiable.
Blaug (2003) argues, “The existence proof of Arrow and Debreu has held up as it did in
1954, if only because the method of indirect proof that they employed is logically
impeccable and is immune to revision on grounds of new evidence, being concerned with
little else than the notional consistency of the trading plans of purely virtual agents”
(151).
As was the case with the work of Hotelling and Samuelson, Arrow and Debreu’s
general equilibrium theory was an example of “pure” economics, a model designed not
improve outcomes for individuals, but rather to extend the reach of economic theory for
its own sake. At its publication in 1954, there was much anticipation of how the
implications of GET would shape economics. However, a consideration of the relative
success of GET in relation to the heavy weight of expectation placed upon it would take
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us beyond the scope of this dissertation. It is worth observing, however, that consensus
formed before all other empirical results were in, a development I will explore in the final
chapter of this dissertation.

Arrow as a Theorist
Before concluding, it is interesting to consider Arrow as a theorist. Arrow was
well known for his wide-ranging collaborations with other scholars. According to Düppe
and Weintraub (2014) he had a reputation for being broad minded and generous. “Arrow
was so embedded in a large and open community that he seemingly lived unconcerned
with his status and his role. His early omnivorous reading created numerous opportunities
for connections with disparate intellects, and he sought opportunities to escape the
narrower economics communities of like-minded people” (222-223).
Another point, which is interesting in light of the criticism that his work on
general equilibrium theory was abstract and divorced from the ‘real economy’ was
Arrow’s commitment to applied work. When asked about what motivated his work in
applied economics, he gave the following response: “Primarily two factors: social
conscience and an attempt to be a complete economist. Somehow, I always had this idea
that one ought to be socially useful…when we talk about studying people, we also talk
about advising them. This dualism is very deep in the subject.” (cited in Feiwel, 1987,
228). Looking over the body of his work, Ingrao and Israel (1990) note Arrow’s focus on
application.
Arrow’s work is largely and perhaps fundamentally characterized by its
constant endeavor to combine an abstract treatment supported by
extensive use of formal tools with immediate questions of application,
especially as regards normative issues….The mixture of normative
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interests – endeavoring to establish criteria of rationality for choices
and decisions regarding themes of direct and immediate political and
social importance – and the consistent use of axiomatic methodology in
the framing and discussing of relevant problems account for the
singular and rich character of Arrow’s scholarship (273).

Given both his self-perception and the perception of others, it is perhaps not
surprising that Arrow’s career was not much shaped by the existence proof. He did not
continue working on the existence of equilibrium for competitive economics. As Düppe
and Weintraub (2014) note, “He was increasingly unsympathetic to the manner in which
such analysis [equilibrium] was increasingly used in economic research; the hermetic
spirit of such analyses stood in stark contrast to his own interdisciplinary-cybernetics
spirit” (228).
Looking at the work of Kenneth Arrow after the period under investigation
presents a fuller view and perhaps a cautionary tale. While it is certainly true that
neoclassical economists hewed closely to the model of ‘pure science’ promoted by the
received view, it would be incorrect to assume that it possible to draw this connection
with complete confidence. There were certainly neoclassical economists who, especially
after the period in question, were less preoccupied with the imperative to maintain such a
close identification with the commitments of a ‘pure scientist’. However, it remains the
case that much of this movement happened after the time we are considering. Having
concluded my analysis of the case studies of three neoclassical economists and three
institutional economists, I am now able to consider the work of these two schools within
the three distinct philosophical frameworks provided by Carl Hempel, Thomas Kuhn and
Helen Longino. It is to this task that I now turn.
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CHAPTER 7. HEMPEL’S PHILOSOPHY OF SCIENCE
Carl Hempel and Paul Oppenheim’s 1948 paper “Studies in the Logic of
Explanation” represented a watershed moment in the consideration of the topic of
explanation within the philosophy of science. As Wesley Salmon (2006) states, “This
landmark essay provides the initial document of the old consensus concerning the nature
of scientific explanation that emerged around the middle of the twentieth century. It is the
fountainhead from which the vast bulk of subsequent philosophical work on scientific
explanation has flowed – directly or indirectly” (6). The fact that the 1948 article became
the grounding of what would become the ‘received view’ is especially interesting since it
was virtually ignored by other philosophers of science in the decade after it was written.
Once it was discovered, however, it became the source of spirited debate within the
philosophic community for nearly a decade.
As Heather Douglas (2009) notes, one the reasons for its initial success was that it
was perceived to present a logic of explanation. As discussed in Chapter 5, the
increasingly dominant logical positivist movement was united in its suspicion of
metaphysical entities. There was a pervasive belief that any reference to explanation must
necessitate a covert reliance on metaphysical entities, and therefore would not be
acceptable in a pure philosophy of science. Hempel and Oppenheim’s focus on the logic
of explanation partially relieved logical empiricists of this concern.
Ultimately, the ‘received view’ was ultimately rejected by most philosophers of
science (including by Hempel himself) by the late 1960s.The rejection of the ‘received
view’ led to a ‘backlash’ against explanation and an intensified focus among philosophers
of science on prediction (Douglas 2009). The elevation of prediction over explanation
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will play a part in the story of the eventual decline of institutionalism. As described saw
in Chapter 3, institutionalists while concerned with prediction adequacy, were committed
to seeking a connection between explanation and prediction. This is in contract to
neoclassical economists who tended to focus, almost exclusively, on the importance of
predictive adequacy. In this way, neoclassical economists aligned themselves with one of
the emerging trends in the philosophy of science in a way that the institutional
economists did not. In this chapter, I will review Hempel’s logic of explanation as
articulated in his 1948 piece, coauthored with Paul Oppenheim, although I will draw on
other examples of Hempel’s work as needed. I will then analyze the institutionalist and
neoclassical approaches to economics through a Hempelian lens. I will conclude with a
verdict of sorts as to whether a Hempelian would have endorsed the consensus that
emerged around neoclassical economics at mid-century.

Hempel’s Logic of Explanation
Hempel describes two models of scientific explanation, the deductivenomological (D-N) model and the inductive-statistical (I-S) model. According to
Hempel, the use of these models distinguishes scientific from pseudo-scientific
explanations, which he describes as those explanations that appeal to metaphysical or
ultimate factors. Adequate scientific explanations, whether they are in the D-N or I-S
format, need to meet two criteria: explanatory relevance and testability. Concerning the
explanatory relevance, Hempel (1966) states that, “the explanatory information adduced
affords good grounds for believing that the phenomena to be explained did, or does,

167

indeed occur. This condition must be met if we are entitled to say: ‘That explains it- the
phenomenon in question was indeed expected under the circumstances!’” (48)
Hempel believed that scientists were motivated both by the desire to explain as
well as to predict events and taken together, prediction and explanation constitute the
goals of scientific inquiry. Hempel’s symmetry thesis stipulates that explanation and
prediction follow the same logic. Since explanations are arguments, if the premises (the
initial conditions and covering laws) were known in advance of the event, it would have
been possible to predict its occurrence. Hempel’s hypothetico-deductive method
stipulates that it is possible to deduce a particular predictive statement from a set of
general laws and initial conditions.

If the prediction is accurate, this provides

confirming evidence. Additional instances provide further corroborating evidence, but a
given hypothesis can never be definitively accepted as true.
The second criterion, testability, requires that the statements constituting a
scientific explanation be capable, in principle, of empirical test. While a lack of
technology may prevent the immediate testing of the hypothesis, the important thing is
that it is possible to specify the conditions under which such a test could take place.
Hempel refers both the deductive-nomological model and the inductiveprobability model as ideal types. Hempel acknowledges that scientists do not explicitly
reason in accordance with the steps presented in either model. However, for explanation
to be considered scientific, it must be possible to reconstruct the steps of their reasoning
in accordance with the schema set forth by one of the two models. These models are
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important because they reveal the logical connections underlying successive steps of
sound reasoning. Thus, these models represent the standards for the critical assessment of
any proof and provide the basis for a theory of proof, provability and other concepts
(1963a).
Scientific explanations, as opposed to pseudo-explanations, contain reference to a
universal law, or a ‘covering law’ (1966). The term ‘nomological’ refers to the view that
events are explained by the presence of at least one lawlike statement in the description.
The deductive-nomological model consists of two components, an explanans (the
premises or the explanation) and the explanandum (conclusion, or that which is
explained). The explanans can be further divided into sentences stipulating the general
law and sentences stipulating the necessary initial conditions.
The deductive-nomological model is particularly attractive because the subsuming
of empirical generalizations under broader laws or theories increases the breadth and the
depth of our scientific understanding. Understanding is broadened since the explanation
can account for a wider range of phenomena and it is deepened since the attempt to
extend explanatory principles often reveals the limits of the original empirical laws.
The deductive-nomological model is distinguished from the inductive-statistical
model (and other non-scientific types of explanation) by the universal nature of its laws.
Under the deductive-nomological framework, the explanation posits that whenever
certain conditions occur, always and without exception, certain conditions of another
kind will occur. Hempel is clear that laws do not exist in a theoretical vacuum. A
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statement that lacks empirical support can be considered a law if it is supported by the
existing theory. Moreover, it is difficult for a statement to be considered as a law if it
violates the accepted theory, even if it has empirical support (1966).
The inductive-probability model follows the same structure as the deductivenomological model. The principal difference is that the inductive-probability model
contains ‘laws’ of a probabilistic nature. These laws contain, “assertions to the effect that
if certain specified conditions are realized, then an occurrence of such and such a kind
will come about with such and such a statistical probability,” (1963a, 279). The result is
that a probabilistic explanation admits of degrees of inductive support. While conclusions
generated by the deductive-nomological model follow with what Hempel terms as
‘deductive certainty’, conclusions generated by the inductive-probability model follow
with the less rigorous, ‘practical certainty’. Hempel (1966) emphasizes that the difference
between the two models is not the strength of the evidential support, but rather the fact
that the deontological-normative model makes a logical claim regarding the truth of its
conclusions and the inductive-probability model does not.

Explanation in the Social Sciences
Hempel’s view on the nature of explanation in the social sciences reflects his
belief in the unity of the sciences, particularly the unity of scientific method. Hempel
asserts that there are no meaningful differences between explanation in the natural and
social sciences. Even if practitioners use different investigative techniques, all scientists
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test and support their statements in the same way, “namely, by deriving from them
implications that can be checked inter-subjectively and by performing for those
implications the appropriate experimental or observational tests,” (1969, 269)
Hempel states that the principles of the covering law model can be applied to the
social sciences. Interestingly for my purposes, Hempel (1948) uses an economic example
(explaining changes in the market price of cotton in the 1940s) to illustrate his point. He
claims that the application of the covering law model to explanation in the social sciences
allows individuals to offer truly scientific explanations, rather than mere descriptions or
pseudo-explanations. According to Hempel (1942), historians and other social scientists
want to show that events were predictable and that this expectation, “is not prophecy or
divination, but rational scientific anticipation which rests on the assumption of general
laws” (39).

Alternative Applications of the Covering Model: Rational Explanations, Genetic
Explanations and Motivational Explanations
I reviewed the two familiar forms of the covering-law approach to explanation:
the deductive-nomological model and the inductive-probability model. Both models are
characterized by the subsuming of the event to be explained under a general law, either a
universal law (as in the deductive-nomological model) or a statistical law (under in the
inductive-probability model). In his account of explanation in the social sciences, Hempel
develops three new applications of the covering law model: rational explanations, genetic
explanations and motivational explanations.
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Rational Explanations
Hempel begins with the concept of a rational explanation as developed by
William Dray (1957, 2000). Dray rejected the covering law model and asserted that the
purpose of a rational explanation is, “to show that what was done was the thing to have
been done for the reasons given, rather than merely the thing that is done on such
occasions, perhaps in accordance with certain laws.” (cited in Hempel, 1963a, 303) Dray
would replace Hempel’s application of general laws with ‘principles of action’, which are
defined as the ‘thing to do’ when an agent is in a particular situation. It is possible to
model Dray’s explanation as the following:
Agent A was in a situation of the kind C
When in a situation of the kind C, then the thing to do is X
Therefore, agent A did X.
However, according to Hempel (1963a), this is an inadequate form of an
explanation, even if it is possible to get a handle on what Dray means by the phrase, ‘the
thing to do’. At the most, an explanation of this kind reveals that a certain action is
appropriate under certain circumstances, but it does not provide good reasons to believe
that the agent actually performed the action. An adequate explanation would contain the
following two conditions:
Agent A is a rational being
Agent A is disposed to act rationally.
Hempel’s revision takes the following form:
Agent A was in a situation of the kind C
A was a rational agent at the time (*initial condition*)
Any rational agent, when in a situation of the kind C, will invariably
(or, with high probability) do X (*general law*)
A did X.
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However, it is just the inclusion of these additions, the general law as well as the initial
conditions, which make the rational explanation a form of the covering law model. This
is important to Hempel since it demonstrates that a frequently used form of explanation in
the social sciences aligns with the covering law model.

Genetic Explanations
Genetic explanations reveal the sequence of events resulting in the occurrence of
a particular phenomenon. As Hempel (1963a) states “In a genetic explanation each stage
must be shown to ‘lead to’ the next and thus to be linked to its successor by virtue of
some general principle which makes the occurrence of the latter at least reasonably
probable given the former” (288). Like rational explanations, Hempel believes that
genetic explanations are nomological in nature. However, he acknowledges that the
genetic accounts offered by historians will differ from those offered by physicists, insofar
as the historians’ account will combine nomological interaction with a certain amount of
description.
Two decades before Hempel developed the preceding description of genetic
explanations in Explanation in Science and History, he offered an example relevant to my
purposes in his article, the Function of the General Laws in History (1942). In discussing
the process of institutional development, Hempel disagrees with critics who argue that
these historical accounts are merely descriptive and do not rise to the level of scientific
explanation. He argues that the description of the development of an institution is
selective, it does not refer to all elements that preceded its development, but only makes
note of some elements, which are considered relevant by the historian. However,
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identifying, which factors are relevant requires causal analysis and assumes the existence
of general laws. Hempel (1942) concludes, “Now, the causal analysis of an event consists
in establishing an explanation for it, and since this requires reference to general
hypotheses, so do assumptions about relevance, and, consequently, so does the adequate
analysis of the historical development of an institution” (46).

Motivational Explanations
Hempel (1963a) defines motivational explanations as, “[those] which attribute an
agent’s behavior in a given situation not to rationality and more or less explicit
deliberation on his part, but to other dispositional features, such as character and
emotional make-up” (291). Dispositions, such as the tendency towards courage or
fairness, are governed by clusters of ‘symptom statements’, which take the form of
observable behaviors. These ‘symptom statements’ provide empirical content to the
concept of disposition. The fact that an individual’s motives are not directly observable
does not pose an insurmountable problem so long the scientist can define these motives
operationally, “with reasonable clarity and precision”. However, as Hempel states (1948)
motivational explanations can lead to certain temptations to construct, “ex-post facto
accounts without predictive force” (143). Scientists can avoid this if the motivational
assumptions in question are capable of test and if suitable general laws are available to
lend explanatory power to the assumed motives.
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Incomplete Applications of the Covering Law Model: Elliptic Explanations, Partial
Explanations and Explanation Sketches
Hempel (1963a) identifies three incomplete applications of the covering law
model: elliptic, partial and an explanation sketch. Hempel observes that examples of each
form occur in the social sciences, and it can be difficult to determine which category a
proposed explanation should fall into. Moreover, he claims that it is impossible to
establish decision rules for this purpose.
Hempel (1962a) defines an elliptic explanation as the following, “[it] omits
mention of certain laws or particular facts which it tacitly takes for granted, and whose
explicit citation would yield a complete deductive-nomological argument” (282).
According to Hempel, it is possible to ‘fill in’ the gaps of an elliptic explanation by
spelling out the unstated premises, which are often left out because they are taken for
granted as background knowledge. In the example regarding the changing price for
cotton, economists did not explicitly present the relevant economics laws and
fundamental concepts; the ‘law of demand’, the law of supply and the notion of market
equilibrium, most likely because they seemed too obvious to need mention.
In the second category, which Hempel identifies as an explanation sketch, the
premises are both incomplete and imprecise. Explanation sketches offer a vague
indication of the relevant laws and initial conditions, but they require more filling out to
become an adequate explanation. This filling-out requires empirical research, for which
the sketch suggests the direction. At each stage, it is possible to articulate what kind of
empirical evidence that would be required to confirm each subsequent refinement.
Hempel (1963a) concludes an explanation sketch, “may suggest, perhaps quite vividly
and persuasively, the general outlines of what, it is hoped, can eventually be
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supplemented so as to yield a more closely reasoned argument based on explanatory
hypotheses which are indicated more fully, and which more readily permit of critical
appraisal by reference to empirical evidence” (284). The final category, which Hempel
names a partial explanation, lacks the potential to be completed. It fails to completely
account for the occurrence of the explanandum and the missing premises are both
unknown and unstated.

Hempelian Analysis of the Institutionalist Position
A quick perusal of the case studies presented in Chapter 4 and Chapter 6 might
lead to the conclusion that Hempel would agree with institutionalism’s critics that their
methods were unscientific and would wholeheartedly endorse the neoclassical approach.
However, I will argue that a Hempelian analysis is subtler. Hempel would find aspects of
the institutional approach congenial to his own views of science, particularly his views on
the nature and the practice of the social sciences. However, in the end, I will argue that,
given a choice between the two paradigms, a Hempelian would provisionally endorse the
neoclassical position as more in alignment with Hempel’s views. This is the case because
neoclassical economists share Hempel’s belief in the possibility of identifying general
laws to account for phenomena, his commitment to accounting for behavior in light of
these laws and the lack of distinction between the methods of natural and social science.
This conclusion is not surprising, given that the neoclassical economists’ views on the
philosophy of science were impacted significantly by the changes in the philosophy of
science during the interwar period, a topic explored in Chapter 5.
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I will briefly review the key methodological points of both the institutionalist and
the neoclassical position, discussed in Chapters 3 and 5 respectively. This discussion will
facilitate the Hempelian analysis in this chapter, as well as the analyses from the
perspective of Kuhn and Longino in the chapters that follow. In Chapter 3, I argued that
institutionalists were united by five key commitments.
1. Commitment to empirical investigation
2. Rejection of universal laws, which was coupled with an embrace of a less
rigorous theoretical scaffolding
3. Committed to both realism and realisticness
4. Emphasis on both prediction and explanation
5. Committed to using a variety of investigative methods depending on the particular
problem under consideration.
Hempel shared the institutionalists’ commitment to empirical adequacy. Like
other logical positivists, Hempel believed that scientific statements need to be testable to
be considered properly scientific. He distinguished an explanation sketch from a so-called
‘pseudo-explanation’ on account of the fact that an explanation sketch provides an
empirically founded direction for future research. Moreover, if it is possible to design
confirmation tests, even if the tools or technology are unavailable, the explanation cannot
be call pseudo-scientific.
A Hempelian would likely characterize the work of the institutionalist economists
that we reviewed as ‘explanation sketches’. In his 1913 volume on business cycles,
Mitchell proposes a research agenda that will expand the scope of his work and,
hopefully, provide additional confirmation of his conclusions. The pursuit of this agenda
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resulted in the publication of the 1927 and 1946 volumes, as well as the work he oversaw
at the National Bureau of Economic Research. A similar conclusion can be reached about
the work of Walton Hamilton, whose empirical investigation into the formation of prices
provided a clear direction for future research, which Hamilton carried out through his
work in various government organizations. Finally, it is reasonable to characterize John
Commons’ approach to economics as representing an explanation sketch as well.
Commons relied on the case study model. One of the strengths of Commons’ approach
was the fact that he could continually refine his framework by the inclusion of additional
case studies. It is reasonable to conclude that Hempel would be favorably impressed by
the work of the three representative institutionalists considered in Chapter 4. He would
certainly not condemn the work of the institutional economists are ‘pseudo-science’ but
would recognize that the institutionalists were moving in the right direction with their
emphasis on empirical research and confirmation. In addition, regarding the third
proposition, the institutionalist position aligns with Hempel’s views on realism and
realisticness, and so a Hempelian analysis would view the insistence of both realism and
realisticness favorably.
The second proposition, which refers to the institutionalists’ rejection of universal
laws and their embrace of the alternative theoretical scaffolding (which, according to the
account provided above, contains working hypotheses, analytic descriptions and value
commitments), the Hempelian analysis is less optimistic. Hempel’s account of
explanation is based on the use of universal laws, although as we have seen, the question
of how to define a law (and in particular how to distinguish a law from a lawlike
tendency) presents significant challenges. Genetic explanations align with the covering
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law model of explanation since universal laws are used to identify which factors should
be considered relevant and thus subject to causal analysis. Although Hempel creates
space for explanation in the social sciences for tentative formulations of universal laws,
he means this category only as a transitionary station on a path to the development of a
mature science in which explanations are generate through fully articulated universal
laws.
Institutionalists believe that economics does not permit the development of
universal laws in any useful sense. They argue that when economists attempt to posit
such laws, the arguments become so laden down with ceteris parabis clauses as to
become nearly useless. Institutionalists believe that economics can reach the status of
mature science without the use of universal laws. In fact, according to institutionalists, it
is the overreliance on these laws which has slowed the progress of economics as a
discipline and to which the institutionalist approach provides the solution.
This is clearly contrary to a Hempelian approach. While Hempel would recognize
the progress in increasingly refined working hypotheses and analytic descriptions, a
Hempelian would be compelled to argue that economics could and should be further
developed. Another area of concern for a Hempelian account would be the explicit
inclusion of non-cognitive values at each stage of inquiry. As we have seen,
institutionalists recognize the role that non-cognitive values play in motivating research
questions, in identifying which facts are relevant and appropriate to count as evidence
and in imagining possible hypotheses. In the language of the philosophy of science,
institutionalists would reject the rigid distinction between the ‘context of discovery’ and
the ‘context of justification’. So long as political and moral values are subject to critique
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and criticism, institutionalists are not concerned with their inclusion. Indeed, following
Dewey, institutionalists would be troubled by what they would believe to be an inevitably
unsuccessful attempt to make science free from all non-cognitive values. However, from
the perspective of a logical positivist, the idea of including incorporating moral and
political values into scientific practice would have been an anathema for Hempel. Logical
positivists distinguished science from non-science in part through its exclusion of noncognitive values. Scientists were expected to be gatherers and processors of information
as well as seekers of truth who operated without consideration of their personal goals,
objectives and beliefs.
Institutionalists would also dispute that the connection between explanation and
prediction was a logical one. As I described in Chapter 2, institutionalists see explanation
and prediction in a relationship of mutual dependence, such that it is impossible to
generate accurate predictions without sound explanations. Moreover, institutionalists also
believe that explanations that were ‘untethered’ to the world by empirical confirmation
were also suspect. However, these beliefs do not equate to logical dependency. Because
economics is an irregular science, explanations may be derived through careful
consideration of a phenomenon using multiple methodologies. Finally, as it is obvious
by this point, a Hempelian would simply have a different account of explanation; an
explanation is derived from the application of universal laws to a particular phenomenon.
This is far from the institutionalist account of how explanations in economics are
generated.
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Finally, institutionalists are methodological pluralists and, as Hempel is at pains
to point out, he is not. Hempel believes that the deontological-nomological model should
apply to all scientific endeavors, both in the natural and the social sciences. In alignment
with Dewey’s pragmatism discussed in Chapter 3, institutionalists would reject this
argument.
A Hempelian analysis of the institutional approach to economics yields mixed
conclusions, while a Hempelian would be favorably impressed by the institutionalists’
commitment to empirical investigation and confirmation, as well as by their commitment
to both realism and realisticness, a Hempelian could not accept the institutionalists’
account of explanation. A Hempelian would also not accept the institutionalists’
insistence that each domain of scientific activity represented its own sphere of inquiry
and should therefore have its own methods and tools. Hempel would reject the
institutionalist idea that the methods of natural science cannot be applied in a wholesale
way to the social sciences. Finally, the explicit inclusion of values at each stage of
inquiry would also provoke discomfiture among Hempelians, given their definition of
objectivity. In short, it is reasonable to conclude that the Hempelians and the
institutionalist economists have significantly different views on the nature and practice of
science. These differences would make it unlikely that a Hempelian would provide
anything other than a tepid and highly qualified endorsement that was limited to only
certain elements of the institutionalist program.
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Hempelian Analysis of the Neoclassical Approach to Economics
In Chapter 5, I presented are five key principles that distinguished the neoclassical
approach from its predecessors as well as from institutional economics.
1. Emphasis on the use of models – less concerned with realisticness
2. Search for and reliance on universal laws
3. Emphasis on prediction rather than explanation
4. Desire for a value-free science
5. Less tolerance of methodological difference
Unsurprisingly, there are important points of similarity between Hempel’s views and
neoclassical economics. Hempel would approve of the fact/value distinction embraced by
the neoclassical economists. A Hempelian would also agree with the proposition that
there was one scientific model of explanation, which could be profitably applied to both
natural and social sciences.
Part of the challenge for a Hempelian regarding the neoclassical position is the
inclusion of unrealistic assumptions in its models. The difficulty in accepting the use of
such assumptions, whatever their role in creating models with predictive accuracy, results
from Hempel’s insistence on the symmetry thesis. Hempel clearly states that explanation
and prediction are ‘two sides of the same coin’ and that they only differ in temporal
sequence. The question then becomes whether it is possible to generate explanations,
which are dependent on assumptions the truth of which is flatly contradicted by
experience, common sense or the conclusion of other scientific disciplines. While it may
be possible to offer such explanations, they would not be very meaningful. As we have
seen, the neoclassical response to the charge of unrealisticness usually takes one of three
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forms; (1) that individuals may not actually be rational decision makers, but they act ‘asif’ they were rational decision makers and this is sufficient (2) that neoclassical theory is
not supposed to apply (in the sense of predicting or explaining) the behavior of any
particular individual, rather the subject of explanation is the collective of individuals and
therefore the lack of realisticness is less problematic and (3) it simply is irrelevant
whether the assumptions are true, because the theory or model has predictive accuracy.
The implication is that neoclassical economists are not especially concerned with
the meaningfulness of their proffered explanations. However, Hempel seems to have a
different approach. Consider the following quotation from Hempel (1966), also cited
above, regarding the importance of explanatory relevance:
the explanatory information adduced affords good grounds for
believing that the phenomena to be explained did, or does, indeed
occur. This condition must be met if we are entitled to say: ‘That
explains it- the phenomenon in question was indeed expected under the
circumstances!’ (48)
It is hard to see how a Hempelian would be satisfied with the explanations provided by
the neoclassical approach. The fact that explanations are based on unrealistic assumptions
essentially prohibits them from providing the sort of ‘aha’ moment to which Hempel
refers to in the quotation above.
On the other hand, there seems to be room in Hempel’s account for the
proposition that explanation in the social sciences may necessarily have less explanatory
relevance than those found in the natural sciences. Recalling Hempel’s discussion of
rational explanations can be helpful. As we saw above, Hempel stated that rational
explanations, which he claimed are commonly used in the social sciences, do fit within
his covering-law model.
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Agent A was in a situation of the kind C
A was a rational agent at the time (*initial condition*)
Any rational agent, when in a situation of the kind C, will invariably
(or, with high probability) do X (*general law*)
A did X.
It is interesting that Hempel offers this an example since it seems to result in the
same sort of vacuous type of explanation that lacks relevance. To explain that an
individual performed an action because it was the rational thing to do does not appear
especially illuminating, particularly since individuals often deviate from rationality in
their decision making. Moreover, this formulation seems to duck the question of how to
identify the rational course of action. The most interesting questions, such as why the
individual is acting rationally at this specific time and what renders this course of action
rational, remain unanswered. The answers to these questions would provide the ‘aha’
moment of understanding that a Hempelian is seeking from an explanation. Moreover,
since Hempel seems committed to using rational explanations to account for the behavior
of particular individuals, rather than collections of individuals, he cannot appeal to the
exception utilized by neoclassical economists.
Perhaps Hempel is not acting as a true Hempelian in his avocation of rational
explanations as an adequate application of the covering-law model or perhaps there is
something different about social science explanations. If so, then the question becomes
whether it is possible to provide meaningful explanations (understood as an ‘aha’
moment) under the covering law model. If it is not, then Hempel does not seem to have
much ground for critique of the neoclassical approach. However, Hempel’s insistence on
the importance of explanation would still render a Hempelian skeptical of the
neoclassical economists’ outright dismissal of the necessity of realisticness. I think it is
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reasonable to conclude that a Hempelian would be concerned about a scientific theory
that both denied the importance of and prohibited the production of meaningful
explanations.
It is also worth considering Hempel’s concept of motivational explanations.
Recall that Hempel (1963a) defines motivational explanations as “[those] which attribute
an agent’s behavior in a given situation not to rationality and more or less explicit
deliberation on his part, but to other dispositional features, such as character and
emotional make-up” (291). According to Hempel, motivational explanations are
acceptable if the dispositions referred to in the explanation are operationalized and
expressed in so-called ‘symptom statements’, which can be either confirmed or falsified.
As an example, consider an individual who suffers from a narcissistic personality
disorder. According to Hempel, it is necessary to articulate observable symptoms of
narcissism to refer to this disposition in an explanation. Hempel permits reference to
unobservable mental states, if they can be operationally defined, “with reasonable clarity
and precision”. Consider a list of narcissistic symptoms; (1) having an exaggerated sense
of self-importance (2) expecting to be recognized as superior even without the
achievements that warrant it (3) exaggerating your achievements and talents (4) being
preoccupied with fantasies about success, power, brilliance, beauty or the perfect mate
(5) believing that you are superior and can only be understood by or associate with
equally special people (Mayo Clinic Staff, 2014). From this list only one criterion seems
to refer to observable behavior, the symptom of “exaggerating your achievements and
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talents”, while the rest refer to mental states. However, without going into specifics, it
does seem possible to articulate a reasonably clear list of behaviors that would signal the
presence of these mental states.
There are similarities to Samuelson’s revealed preference theory. Recall that
Samuelson’s goal was to ‘read out’ any psychological concepts from consumer choice
theory and instead rely entirely on observed behaviors, namely, what people actually
choose in a marketplace. For Samuelson, a complete definition of an individual’s
preferences is revealed by their choices. Of course, Hempel’s account would run into the
same challenges as Samuelson’s operationalism, namely, whether it is possible to
generate a complete and accurate list of ‘symptom statements’.
Motivational explanations seem to have the capacity to provide more explanatory
relevance than rational explanations. However, it is important to point that this
explanatory relevance is a matter of degree. For example, consider an explanation that
accounts an individual’s contemptuous treatment of coworkers and peers by referring to
her narcissistic tendencies and establishes the existence of such narcissistic tendencies by
pointing to an empirically grounded list of symptom statements. According to Hempel’s
definition of an ‘aha’ moment which, as cited above, provides “good grounds for
believing that the phenomena to be explained did, or does, indeed occur” (1966, 48), this
explanation of behavior is likely more satisfying than one which did not refer to a
unifying concept such as “narcissism”. The implication is while motivational
explanations appear to have the capacity for greater explanatory relevance; it does not
appear that the neoclassical economists exploited this tendency. Despite this, however, a
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Hempelian would broadly approve Samuelson’s attempt to operationalize mental states
into observable behaviors, whose existence scientists can empirically confirm.
It seems that Hempelian would be sympathetic to much of the neoclassical model
of explanation. A Hempelian would recognize that the neoclassical economists, in many
cases, were striving to adhere to the sort of covering law model he advocates. However,
Hempel would recognize that while striving towards the ideal, the neoclassical
economists fall short insofar as their use of unrealistic assumptions prevents them from
developing the sort of universal statements that could support the symmetry of
explanation and prediction. Hence, neoclassical explanations, to the extent that they can
be called explanations, lack the ‘aha’ character that make explanations relevant and
expand our understanding of the world. Whether social scientists would ever can develop
a system of universal laws that would permit the alignment of explanation and prediction
in the way Hempel suggests is an open question. The institutional economists would
answer this question in the negative; the only way in which it is possible to derive
universal laws in the ‘irregular’ sciences is by abandoning the criterion of realisticness.
The neoclassical economists believed that this was a worthwhile trade-off for what they
could gain in predictive power, and seen in Chapter 5, mainstream philosophy of science
tended to agree with them. While a Hempelian would certainly endorse the search for
universal laws, he could not support the abandonment of explanation.
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Conclusion: What is the Verdict?
The verdict is that a Hempelian would lean more favorably towards the
neoclassical position but would withhold an unqualified endorsement. A Hempelian
would have deep reservations concerning the scientific nature of the institutionalist
approach. Interestingly, I can connect these reservations about neoclassical economics to
a point regarding the relevance of novelty of Hempel and Oppenheim’s approach. As
discussed at the beginning of this chapter, this Hempel/Oppenheim paper represented a
turning point in the philosophy of science in which explanation and prediction were
considered jointly to be the twin goals of scientific enterprise. Explanation returned to the
favor of the logical positivists having been stripped of its dicey metaphysical shadows.
However, as Douglas (2009) notes, this was a brief reprieve for explanation and
attention shifted to the importance of prediction. In this sense, the neoclassical
economists embraced this shift more fully than Hempel (at least the Hempel as the author
of ‘the received view’). Thus, both Hempel’s approval and his hesitation are well
explained by trends in the philosophy of science.
Hempel’s attempt to apply the covering law model to the social sciences raises
interesting questions about how prediction should be understood in the social sciences.
So, while Hempel can feel confident using the covering law model to explain changes in
the market price of cotton in the 1940s, would it have been possible for Hempel to predict
that those price changes would take place at the time that they did and to the extent that
they did?
As Scriven (1959) argues, and was discussed in Chapter 3, accurate prediction in
the social sciences (and in some natural science like biology and archeology) relies on
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numerous other conditions, the existence or non-existence of which we cannot predict in
advance. It is true that it would be possible to ‘predict’ the market price of cotton at a
particular point in time with knowledge of the relevant economic laws. However, all sorts
of other information would be necessary as well (for example, information about weather
conditions in areas of domestic and foreign cotton production; information about the
availability and price of labor in domestic and foreign markets and political conditions
that would ease or hinder transportation of goods to various markets, to name only a few
relevant conditions).
However, since this information is only available after the price increase
occurred, all that is possible is a form of retrodiction, which uses present data to account
for the occurrence of past events, rather than prediction, which uses past data to anticipate
the occurrence of a future event. In short, retrodiction seems to be the most that is
possible in an irregular science. Of course, what would be most helpful to people looking
to engage in policy interventions is the ability to anticipate future events correctly, such
as when and by how much the price of cotton would increase. However, extrapolating
lessons from past occurrences can be very useful as well since it provides case studies to
determine which factors (or which combination of factors) had the intended effect.
This discussion of prediction, coupled with an analysis of the Hempelian models
of explanation, reveals that, despite Hempel’s insistence on the applicability of the
covering law model to the social sciences as well as to the natural sciences, the results of
a covering law model are significantly weaker in the social sciences, both in terms of
predictive adequacy and in terms of the power of the explanations to generate the ‘aha’
moment that results from an increased understanding of the world. Perhaps what makes
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sense is a continuum of explanatory relevance, with the social sciences, because of their
status as irregular sciences, leaning towards the weaker end of the spectrum. However,
even if this would be a possibility for Hempel, the fact remains that neoclassical
economists undermine their ability to offer relevant explanations by their reliance on
unrealistic assumptions, and this a true Hempelian could not accept.
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CHAPTER 8. THOMAS KUHN’S THEORY OF SCIENTIFIC REVOLUTIONS
Thomas Kuhn provided an account of theory change in “The Structure of
Scientific Revolutions” (1962) that radically broke with the traditional view. Although
some contemporary commentators dispute the ‘radicalness’ of Kuhn’s approach, his work
is widely acknowledged to have changed the conversation in philosophy of science and
marked the end of the predominance of logical positivism. In this chapter, I will review
Kuhn’s approach and apply it to the field of economics during the period under
investigation in this dissertation.

Paradigms in Science
The notion of the ‘paradigm’ is central to Kuhn’s account. The state of science is
dependent upon where a paradigm is in its lifecycle. Kuhn accounts for theory change by
positing a framework that traces the rise and fall of paradigms. There has been much
debate over what precisely Kuhn means by the term paradigm. In response to criticism,
Kuhn clarified that a paradigm could refer to either a ‘disciplinary matrix’ or an
‘exemplar’, with the understanding that the later interpretation is contained within the
interpretation of the former.
Kuhn describes a ‘disciplinary matrix’ as consisting of four things. The first are
symbolic generalizations, which usually take the form of laws and definitions. Kuhn
(1962) defines these as, “those expressions, deployed without question or dissent by
group members, which can readily be cast in a logical form like (x)(y)(z) ɸ (x,y,z). They
are the formal or the readily formalizable components of the disciplinary matrix” (224255). He adds that the power of a science seems to increase in proposition to the number
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of symbolic generalizations contained in the paradigm (224-225). The second category
refers to metaphysical propositions that reflect shared beliefs and heuristics. The third
category refers to shared values, and Kuhn gives the examples of simplicity, consistency
and plausibility (227-228). The final component is the exemplar. George Argyrous
(1992) provides a good definition of the paradigm-as-exemplar:
Members of a particular scientific community, it is argued, usually
come to agreement over a shared set of principles and rules covering
theory, application and instrumentation when these manifest
themselves in the forms of a particular classic example or standard
illustration that becomes a model of scientific behavior: in order to be
persuaded by a particular approach, the community must be shown how
it ‘works’. The strategic characteristics of a paradigm-as-exemplar is its
concreteness, which indicates solutions to puzzles that scientists may
have to deal with (233)
The important point, as Argyrous emphasizes, is that a paradigm is a way of ‘doing
science,’ and it can be fully grasped only in its performance. While paradigms contain
rules, they cannot be reduced to rules. James Marcum (2005) agrees:
A paradigm is certainly not just a set of rules or an algorithm by which
science is practiced blindly. In fact, there is no easy way to abstract a
paradigm’s essence or to define its features exhaustively. Rather a
paradigm is a concrete instance of a significant scientific accomplishment,
such as Newtonian mechanics, which the professional community can
easily recognize or identify, but cannot fully interpret or explain (59)

Pre-Paradigm Period
During the pre-paradigm state, multiple paradigms are competing for supremacy
and no one paradigm has established dominance. Kuhn (1962) notes that this a disruptive
time, “regularly marked by frequent and deep debates over legitimate methods, problems
and standards of solution, though these serve rather to define schools than to produce
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agreement” (91). Since two of the functions of a paradigm are to identify problems and
relevant facts, scientific work during this period is unfocused (58).

Normal Science
Consensus on a paradigm ushers in a period that Kuhn refers to as ‘normal
science’ during which scientists are engaged in puzzle-solving activity within the
confines of the paradigm. The goal of ‘normal science’ is to further articulate the
paradigm through the solving of puzzles, rather than to test or challenge the paradigm.
Like paradigm’, the term ‘puzzle’ is important to understanding Kuhn’s work. He defines
a puzzle as, “a special category of problems that can serve to test ingenuity or skill in
solution” (79). The sorts of puzzles that present themselves to scientists operating within
a particular paradigm are bounded by conceptual, theoretical, instrumental and
methodological rules (85). The only necessity is that the puzzle be capable of a solution
within the confines of the paradigm, not that it be intrinsically interesting or important.
Since scientists focus exclusively on these solvable puzzles, science often appears
to progress rapidly. In fact, scientists may fail to notice socially important puzzles
because the paradigm does not allow either for their identification or their solution (80).
Scientists, according to Kuhn, are motivated by the desire to be expert puzzle-solvers and
are often inspired by the challenge of solving particularly challenging puzzles.
Kuhn describes the three activities of normal science that support the puzzle-solving
objective. The first is fact gathering. Specifically, scientists attempt to increase the
accuracy and scope with which important facts, as designated by the paradigm, are
known. Scientists invest time and resources into imagining, designing and implementing
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special equipment to assist with this objective (68-69). In a point that will be important to
his interpreters, Kuhn emphasizes that even the activity of fact gathering is paradigmdependent.
The operations and measurements that a scientist undertakes in the
laboratory are not ‘the given’ of experience but rather ‘the collected
with difficulty’. They are not what the scientist sees – at least not
before his research is well advanced and his attention focused. Rather,
they are concrete indices to the content of more elementary perceptions,
and as such, they are selected for the close scrutiny of normal research
only because they promise opportunity for the fruitful elaboration of an
accepted paradigm. Far more clearly than the immediate experience
from which they derive, operations and measurements are paradigmdetermined…As a result scientist with different paradigms engage in
different concrete laboratory manipulations (168-169).
Second, scientists seek to discover facts that match up with predictions made by
the paradigm. In the third activity, which Kuhn believes is the most important, scientists
design experiments to identify universal constraints, posit new quantitative laws or to
apply the paradigm to a new area of interest (72-73). This enables scientists to resolve
ambiguities to which it had previously only drawn attention (70).
The practice of normal science is reinforced by the process through which
emerging scientists receive their training. According to Kuhn (1962), students prepare for
membership in a scientific community by analyzing exemplars of the dominant paradigm
(54). These exemplars are presented to students in the textbooks which they study as they
begin their professional training. Kuhn emphasizes that, to understand the practice of
scientific communities, it is necessary to understand the role of textbook. Textbooks
represent previous scientific work as forming a linear progression to the current
paradigm, with the implication that scientists come to believe that their predecessors
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always pursued solutions to the same problems using similar tools and methods. The
result is that textbooks disguise the existence of scientific revolutions (179).
In addition, textbooks facilitate the method of teaching through the use of
problem sets. According to Kuhn, students beginning in the natural sciences are trained
by working through basic problems. As the student becomes more advanced, she is
increasingly able to identify similarities between various problems and their solutions.
Scientists never learn laws and theories in the abstract, but always within the context of a
particular application (90).
Since neither their textbooks, nor the teachers who use them, explicitly discuss the
foundational assumptions and underlying theories until students reach an advanced stage
in their studies, students are unlikely to question their validity. Indeed, one of the
functions of a paradigm is that it allows practitioners to ignore these fundamentals and
get on with the business of ‘puzzle-solving’. As Kuhn notes, even established scientists
are usually unable to articulate the foundational assumptions that justify their discipline’s
choice of problems and methods for solving them (90). This is the reason why there is
little, if any, debate among members of a scientific community of these fundamental
principles. The result is that all practitioners are committed to the same rules and
standards for scientific practice (54). This lack of criticism is one of the reasons why
novel paradigms are usually introduced by those individuals who are relatively new to the
field.
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Anomaly
The appearance of an ‘anomaly’ disrupts the practice of normal science and is a
prerequisite to all theory change (110). According to Kuhn, anomalies emerge through
the practice of normal science, even though the goal of normal science is not to discover
novel phenomena nor to test the soundness of the operating paradigm (106). To facilitate
the process of puzzle solving, scientists imagine and create tools that improve their
puzzle-solving capability. This intensive focus on a narrow field of inquiry, coupled with
clear and explicit predictions, creates the conditions under which it is possible to identify
anomalies.

Crisis and Extraordinary Science
The identification of an anomaly that the current paradigm is unable to resolve
leads to what Kuhn refers to as the crisis period. While external factors (historical, social
and political) may play a role in determining the timing of the crisis, the crisis itself is
always precipitated by a technical failure (112-113). However, as Kuhn notes, the
identification of an anomaly does not necessarily lead to a crisis. Kuhn states that there is
probably, “no fully general answer” as to what conditions are necessary to transform an
anomaly into a crisis. However, it could be that the anomaly challenges a fundamental
generalization of the paradigm or that it has a practical importance (124). Certain
anomalies will, for a variety of reasons, begin to attract the attention of increasing
numbers of eminent practitioners and the resolution of the anomaly will then become the
driving force of scientific practice (125-126).
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This attention leads to a period of what Kuhn (1962) calls, ‘extraordinary
science’, which is characterized as “the proliferation of competing articulations, the
willingness to try anything, the expression of explicit discontent, the recourse to
philosophy and to debate over fundamentals, all these are symptoms of a transition from
normal to extraordinary research” (133-134). As Kuhn notes, the crisis posed by an
anomalous result can be resolved in one of three ways; the current paradigm is perceived
to be able to successfully deal with the anomaly; the problem is labelled and set aside for
a new generation with better tools; or a new paradigm emerges which can resolve the
anomaly (even if it creates its own anomalies) and debate commences over its acceptance
(127).
During a time of crisis scientists have a choice between retaining the old
paradigm and adopting a new paradigm. There is no renouncing the current paradigm
without embracing a new theory to take its place (120). Although there is a variety in
terms of the time that elapses between the first sign of a problem and the emergence of a
new paradigm, to try to practice science without a paradigm is to “reject science itself”
(122).

The New Normal
Eventually the dominance of the former paradigm dissipates as its adherents
either die or are converted to the new paradigm. If certain individuals fail to adopt the
new paradigm, they and their work become irrelevant. As Kuhn (1962) states, “But there
are always some men who cling to one or another of the older view, and they are simply
read out of the profession, which thereafter ignores their work. The new paradigm
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implies a new and more rigid definition of the field. Those unwilling or unable to
accommodate their work to it must proceed in isolation or attach themselves to some
other group” (19).

Theory Choice
One of the important issues Kuhn addresses in his Theory of Scientific
Revolutions is the process through which scientists come to endorse a new paradigm.
Kuhn notes that the process is “extraordinary arduous” (58). As we have seen, according
to Kuhn, paradigms inform scientists as to the structure of the world and the sort of things
that inhabit it. These metaphysical and ontological commitments shape the way scientists
perceive phenomena, identify problems and imagine solutions. This creates an
‘unbridgeable gap’ between the supporters of different paradigms, which is referred as to
the ‘incommensurability thesis’. As Kuhn (1962) states:
Practicing in different words, the two groups of scientists see different
things when they look from the same point in the same direction.
Again, that is not to say that they can see anything they please. Both are
looking at the world, and what they look at has not changed. But in
some areas, they see different things, and they see them in different
relations one to the other (192).

Kuhn believes that the incommensurability thesis means that scientists are operating in a
‘different world’ after a scientific revolution has occurred. Specifically, he argues (1962)
that “scientists adopt new instruments and look in new places. Even more important,
during revolutions scientists see new and different things when looking with familiar
instruments in places they have looked before.” (154) Commentators refer to this as the
‘world-change’ thesis. Taken together, the world change thesis and the
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incommensurability thesis mean that the adoption of a new paradigm fundamentally
changes the scientific enterprise.
Kuhn’s comments on the incommensurability of theories and world-change have
sparked a great deal of discussion among his commentators and critics. We can follow
Trevor Pinch (1997) who discusses the ‘conservative’ and ‘radical’ interpretations of
Kuhn’s work on theory change. While Pinch distinguishes the two interpretations by the
degree to which external factors influence the decision making of individual scientists, it
is also possible to characterize these interpretations by the extent to which their adherents
believe that Kuhn’s incommensurability and world-change theses affect scientific
practice.
The fact that Kuhn’s beliefs evolved over the course of his career, as he
frequently engaged with his critics and moderated his beliefs in response, makes his
philosophy akin to a moving target. I will interpret Kuhn’s epistemology as ‘externalist’,
that is, Kuhn asserts that scientific revolutions occur for reasons that are ‘external’ to
science. One way to describe the ‘radicalness’ of Kuhn’s approach in relation to the
logical positivists is to discuss Kuhn’s views on the context of discovery and the context
of justification, a concept I discussed in Chapter 5.
Kuhn believed that scientific change was instigated by the discoveries of anomaly
within the current paradigm. The implication is that, according to Kuhn, there is no clear
demarcation between the contexts of discovery and justification. Since the context of
discovery is embedded within the context of justification, scientists receive inspiration for
how to resolve problems during the practice of normal science. This means that the
presence of subjective factors, including non-cognitive values, beliefs and interests, are
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not limited to the context of discovery, but instead broadly impact the context of
justification. Regarding the context of justification, Kuhn claims that while advocates for
a position may offer ‘internal’ reasons, such as empirical adequacy and logical
consistency, in support of their position, the presence of these internal reasons are not
sufficient to move individual scientists to consensus. As Kuhn (1962) famously states
“the competition between paradigms is not the sort of battle that can be resolved by
proofs.” (190) Instead, the conversion of an individual scientist to a new paradigm
resembles a ‘gestalt switch’ and may best understood as an act of faith (192). This is
partially explained by the fact that scientists choose paradigms that appear to have the
best chance of solving future puzzles. That is, scientists select paradigms based on faith
in their future promise and not necessarily on their past results.
Specifically, Kuhn identifies three externalist factors that impact theory choice;
previous ‘on the job’ experience as a scientist, social and cultural forces and individual
personality traits and dispositions. Regarding the first, Kuhn refers to both specific
methods of training and development, as well as considering how chosen fields of study
can shape the identification of problems, the imagining of hypotheses and the
methodologies employed to test these hypotheses. As Kuhn (1977) states, “scientists
who share the concerns and sensibilities of the individual who discovers a new theory are
ipso facto likely to appear disproportionately frequently among that theory’s first
supporters” (109).
Regarding social and cultural factors, Kuhn is clear that the dominant social
philosophies and ideologies can shape the way scientists identify problems, imagine
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hypotheses and the methodologies they deploy to test these hypotheses. Kuhn (1977)
provides several examples:
Kepler’s early election of Copernicanism was due in part to his immersion
in the Neoplantonic and Hermetic movements of his day; German
Romanticism predisposed those it affected toward both recognition and
acceptance of energy conservation; nineteenth-century British social
thought had a similar influence on the availability and acceptability of
Darwin’s concept of the struggle for existence (106).

Regarding differences in personality, Kuhn (1977) observes that temperamental
differences can lead scientists to emphasize the importance of some theoretical virtues
over others, for example, “some scientists place more premium than others on originality
and are correspondingly more willing to take risks; some scientists prefer comprehensive,
unified theories to precise and detailed problem solutions of apparently narrower scope”
(106).
Kuhn’s comments were widely perceived as revolutionary. Indeed, several
commentators observe that Kuhn’s philosophy was instrumental in the development of
the sociology of scientific knowledge (SSK), although Kuhn himself was not sympathetic
to the movement believing that it went too far in terms of its social constructivism.
Further bolstering the radical interpretation is Kuhn’s description of the acceptance of a
new paradigm as a ‘conversion’ experience in which scientists make a sort of ‘leap of
faith’ that this new paradigm will prove successful at resolving the anomalies created by
the discredited paradigm. It is worth trying to parse out what Kuhn means by this
religiously informed language. It does not seem controversial that scientists are always in
a position of making conjectures as to which theory or paradigm will show the most
promise in the future. All scientists operate under a ‘cloud of unknowing’ regarding the
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future prospects of their preferred theory. What is interesting, and this will important in
the analysis of the neoclassical and institutionalist approaches, is that Kuhn is willing to
accept the probability of verification versus actual verification itself (Marcum 2005). This
leaves open the question of how much, if any, degree of empirical confirmation is
required before scientists, either individually or collectively, embrace a new paradigm.
Conversion processes are widely perceived to be individualistic and idiosyncratic,
that is, people become converts for a variety of reasons. Some of these reasons may be
‘coldly’ rational and in alignment with traditional theoretical virtues or values. Others,
however, may be motivated by much more subjective reasons. For example, a scientist
could be converted by the fact that the chief advocate of a paradigm shared the same
academic advisor, was rhetorically gifted speaker or was a member of the same particular
niche within a discipline. As Kuhn (1977) states, “knowing what scientists value, we may
hope to understand what problems they will undertake and what choices they will make
in particular circumstances of conflict” (290).
The implication is that Kuhn’s philosophy supports a relativism at the level of the
scientific community. Each community of scientists has a set of beliefs regarding the
norms of scientific practice. Acceptance of these beliefs is an essential prerequisite of
being called a ‘scientist’ in that community. These virtues inform identification of the
preferred characteristics of scientific theories and reflect the norms of a particular
scientific community. Kuhn’s theory, despite his personal avocation of one set of
theoretical virtues, does not place on limitations on which set of values can be adopted by
a scientific community. It is this lack of an external standard which serves as the basis of
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the charge of relativism and provides evidence for the more radical interpretations of his
work. It is worth noting, however, that Kuhn (1970) vigorously denied charges he was a
relativist.
To say that, in matters of theory-choice, the force of logic and observation
cannot in principle be compelling is neither to discard logic and
observation nor to suggest that there are not good reasons for favoring one
theory over another. To say that trained scientists are, in such matters, the
highest courts of appeal to neither to defend mob rule nor to suggest that
scientists could have decided to accept any theory at all (cited in Marcum,
2005 f.62).
Kuhn in this quotation seems to define relativism as a sort of ‘mob rule’. Relativism does
not necessarily mean that ‘anything goes’ in an epistemological form of ‘what is right for
me is right for you’, but it does mean that there is no external standard to adjudicate
between sets of theoretical virtues. It is hard to argue that Kuhn’s work does not lend
itself to this interpretation.
I am now able to use his work to both explain and analyze the appropriateness of
the formation of consensus around neoclassical economics in the early 1950s. It is to this
task that I now turn.

“The Structure of Scientific Revolutions” and Economics
It is a reasonable claim that no other philosopher of science garnered as much
attention from practicing economists as Thomas Kuhn. Since my “Kuhnian analysis” will
differ in important ways from previous commentators, it is worth spending some time
briefly reviewing the existing literature on the topic. There was a flurry of activity among
historians of economics and philosophically-minded economists after “The Structure of
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Scientific Revolutions” was published. There were many who agreed with Jörg
Baumberger (1977) that Kuhn’s approach offered an important corrective to the ‘received
view’:
There can be no doubt that, metaphorically speaking, for many an
observer of science Kuhn was the author who brought man back into
the picture and reminded people of a few conspicuous facts that tended
to be overlooked by philosophers and scientists alike. Indeed, it was
high time to point out that theories are believed, disbelieved, made,
tested, liked, disliked, interpreted, attacked, amended, improved, and
not least of all needed by people talking and living among other people.
(3)
A review of the literature shows that many commentators concluded Kuhn’s framework
could not be applied to economics. Commentators offered a variety of reasons for their
pessimism. Mark Blaug (1975) claims that economists, whatever their rhetoric, simply do
not act like natural scientists. “Analytical elegance, economy of theoretical means, and
generality obtained by ever more ‘heroic’ assumptions have always meant more to
economists than relevance and predictability. They have in fact rarely practiced the
methodology to which they have explicitly subscribed, and that, it seems to me, is one of
the neglected keys to the history of economics.” (411).
If Blaug narrows in on the way in which economists have actually practiced,
others focus on what they perceive to be the evident differences between the natural and
social sciences. One theme is that if revolutions have occurred in economics, they do not
resemble those that Kuhn describes as occurring in the natural sciences. Martin
Bronfenbrenner (1971) points out that ‘outmoded’ ideas live much longer in economics
than Kuhn supposes that they do in the natural sciences. The result, according to
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Bronfenbrenner, is that paradigms in economics develop through a process of accretion,
with new ideas building upon and expanding upon previously accepted ideas.
Baumberger (1977) agrees that economics differs from the natural sciences but for
different reasons. If Kuhnian normal science is defined as a period of puzzle solving then,
according to Baumberger, there has been no period of normal science in economics. This
is because economists have toggled between the classical conception of political
economy and neoclassical economics without ever forming a consensus on either
paradigm. For Baumberger, Kuhn’s framework serves to obscure, more than it does to
clarify, the practice of economics.
Stephen Worland (1972) observes that one of the differences between the natural
and social sciences is the process through which anomalies are generated in each.
According to Worland, it is nearly impossible to identify a list of antecedent conditions,
let alone confirm their existence. This challenge is coupled with the persisting problem of
how scientific laws should be understood in in economics. Worland does identify a
‘work-around’ by introducing the concept of “policy anomalies”. The idea is that we can
expect, on the basis of a paradigm, certain outcomes from the implementation of
particular economic policies. When these results fail to materialize, or when other,
unanticipated outcomes occur that cannot be resolved with the tools of the paradigm, a
period of crisis can result.
Leonard Kunin and F. Stirton Weaver (1971) sound a more optimistic note saying
that economics presents the most promising opportunity for the application of Kuhn’s
framework in the social sciences. This is because it is in the area of economics that
scientists were able to achieve the greatest level of consensus regarding a conceptual
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framework. However, they are wary of the attempt to apply, in a wholesale way, the
paradigm concept to economics (and the other social sciences). Specifically, they point to
the fact that while the nature examined by the natural scientists does not change,
economists deal with an environment that is constantly in flux. They agree with
Bronfenbrenner that paradigm change does not need to be catastrophic. Instead, change
can be a matter of degree with the implication that some of the content from the previous
paradigm will remain intact in the new paradigm (393). And like Worland, Kunin and
Weaver observe that the process of identifying anomalies differs in the natural sciences.
Alfred Coats (1969) is more sanguine about the applicability of Kuhn’s framework to
economics since he believes that economists have persistently striven to emulate the
methods of natural scientists. He believes that the differences between economics and
natural sciences are only a matter of degree, rather than a matter of kind, even if he
agrees with Blaug that the implementation of these methods and standards as been
lacking (290). Coats redefines Kuhn’s concept of ‘paradigm’ to mean ‘basic theory’.
Interpreting paradigms in this way, according to Coats, what is striking is the lack of
scientific revolutions.
It is perhaps worth noting that some commentators simply do not see the value of
the Kuhnian framework. Mark Blaug would fall into this category and makes the point
that the work of Irme Lakatos shows more potential to illuminate theory change in
economics. Daniel Hausman (1994) also dismisses Kuhn’s contributions. He argues that
that Kuhn has not proven that anything like his definition of a paradigm (disciplinary
matrix) is essential for scientific progress. There is significant disagreement among
commentators who believe it is possible to identify revolutions in economics. According
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to Kuhn and Weaver, this is not surprising given the ambiguity of the paradigm concept,
which is susceptible to multiple levels of abstraction.

Kuhn on the Rise of Neoclassical Economists and the Decline on Institutionalism
My “Kuhnian account” will differ from those we have previously examined. I
will argue that Kuhn’s theory of scientific change possesses the resources to understand
the success of the institutionalist paradigm during the interwar period, its decline after
World War II and the emergence of neoclassical economics as the dominant paradigm by
the mid-1950s. My argument is as follows: the failure of classical economics to address
the challenges of the American economy at the end of the 19th and the beginning of the
20th centuries resulted in a crisis in American economics. During this crisis, the newly
emerged class of professional economists casted around for various alternatives. The
result was the plurality of approaches to economics described by Morgan and Rutherford
(1998). During the interwar period, the institutionalist school proved particularly adept at
addressing these problems and indeed was on the ascendance, although it never achieved
the level of consensus necessary to be considered the dominant paradigm. However, this
position of prominence did not last. As I argued in Chapter 5, by the end of World War
II, the social and political conditions that buttressed institutionalism had fallen away and
a new set of conditions emerged that provided important support to neoclassical
economists.
Kuhn’s theory of scientific change accounts for scientific change primarily based
on factors that are ‘external’ science. In other words, scientists make the leap of faith to
embrace a paradigm for reasons not necessarily related to a paradigm’s empirical
adequacy or other theoretical virtues. Moreover, their interpretation of these traditional
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theoretical virtues will be informed both by their commitment to a particular paradigm as
well as by their idiosyncratic personal characteristics. For example, a scientist may weigh
the virtue of simplicity more heavily in her calculations because of she feels more
comfortable in environments characterized by clear boundaries and a lack of ambiguity.
Some of these ‘external factors’ involve the social and political context in which
scientists practice. A Kuhnian would consider how these conditions interacted with the
characteristics of individual scientists to influence their decision to embrace or reject a
particular paradigm. My “Kuhnian account” will center primary on these social and
political conditions, although I will briefly touch on individual factors of the economists
featured in the case studies (Chapter 4 and Chapter 6) which may have been relevant.
I believe that Kuhn’s framework provides unique insight into this period of
economics. My account differs from those we previously examined for two reasons. The
first is that my focus is on the development of American economics, and as such, is not
concerned with the state of economics in Britain or in Continental Europe. In both Britain
and Continental Europe, the discipline of economics not only had a much longer history
with robust institutional support provided by its well-established system of higher
education, but also possessed of a degree of public legitimacy and esteem that was only
emerging in the United States. Further, the social and political climate of late 19th and
early 20th century America presented unique challenges, both in terms of its rapid
industrialization and the accompanying demographic shifts that occurred after the Civil
War. Therefore, a period of ‘crisis’ in the Kuhnian sense existed in the American
economic landscape which did not occur across the Atlantic.
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The second is perhaps the more important reason. I believe institutionalism meets
enough of the criteria for a Kuhnian paradigm to be considered ‘in competition’ with
neoclassical economics during the period under investigation, although I will ultimately
conclude that, on a Kuhnian account, the fact that institutionalism lacked the tools to
develop into a robust paradigm was one of the reasons for its downfall. I argue that
institutionalism has been written out of the history of economics by historians who have
adopted the standards of good science that emerged in the 1950s, without sufficiently
problematizing these standards The failure to judge institutionalism by the scientific
standards of its time, which were considerably more fluid than those in the post-war
period, has resulted in the unsurprising conclusion by economic historians that
institutionalism was non-scientific and therefore not a legitimate alternative to
neoclassical economics.
Importantly, Kuhn’s work provides a unique vantage point with which to view the
context of the debate between institutional and neoclassical economics. As we have seen,
Kuhn states that paradigms provide the direction for scientists to identify appropriate
problems, methods, tools and solutions. According to Kuhn, proponents of paradigms
inhabit a separate and distinct world, complete with its own language. A Kuhnian
account provides the tools to understand that the proponents of the institutionalist and
neoclassical views, fully inhabiting their own paradigm, genuinely believed that the
believed that other view was ‘non-science’. His account goes a way towards providing an
explanation for the fact that institutionalism was ‘written out’ of history as a competitor
to neoclassical economics.
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Failures of Classical Economics
A Kuhnian analysis begins with the recognition that the perceived failures of
classical economics resulted in a period of ‘crisis’ at the beginning of the 20th century. I
discussed the American economic environment during the period between 1865-1917, as
well as its challenges, at length in Chapter 2. A Kuhnian would point to two important
developments during this period. The first is that Americans were increasingly willing to
consider macro level explanations for social ills, such as poverty and underemployment.
In other words, people were willing to entertain the suggestion that these
problems were not solely the result of the character failings of individuals, which could
be ameliorated by an increase in virtue and the discipline of the free market. The second
development was the process of the ‘professionalization of expert knowledge’, which
refers to the willingness of the public to defer to a class of experts to identify these
macro-level causes and propose solutions. The implication is that not only did the failures
of classical political economy create an opportunity for a new approach, but also that
there was a demand for a new approach by the public. This is an important point to
highlight since the crisis in American economics was not contained within the small
community of concerned scientists, as is typically the case, but rather the crisis was
perceived as a social problem to which the public was demanding a solution.
In the early 20th century, professional economists were an emerging class. This
had two implications. The first is that economists (along with other social scientists) were
seeking to establish their legitimacy as experts in the public sphere. It was particularly
important for them to be perceived as legitimate among stakeholders who controlled to
access to resources within the emerging system of higher education. The second
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implication is that these economists were not bound, by ties of education or affection, to
any particular school of economics. As Kuhn observed it is often the younger generation
who is willing to boldly embrace new ideas and is less hesitant about stepping outside of
the paradigm to seek solutions. This certainly seems to be the case here.

The Ascendance of Institutionalism
That the crisis caused by the failures of classical political economy extended
beyond the community of scientists had important implications. A Kuhnian analysis
would recognize that there were powerful social and political conditions that created
conditions favorable for institutional economics.
A Kuhnian would identify three factors in the social environment, all of which are
related to the understanding of what constitutes “good science”. The first concerns that
identification of problems. The second concerns the determination of legitimate methods.
The final factor, which is bound up with the first two, concerns the understanding of
objectivity.
As mentioned above, the sense of crisis in American economics was not limited to
the scientific community but was experienced by the public as well. There was a general
expectation that economists would investigate issues that were perceived to have a direct
and discernible impact on the everyday lives of individuals. This is also the case in the
political realm in which governmental officials sought the expertise of social scientists,
especially economists, to grapple with the economic conditions created by World War I
and the Great Depression. The implication is that social scientists, including economists,
were expected to use their expertise to respond to issues which were identified as
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problems by both the public and governmental officials. Moreover, economists were
often enlisted by governmental organizations to contribute their expertise to the
resolution of social problems. This insight fits in nicely with the distinction between
applied and pure science discussed in Chapter 5. In applied science, relevant problems
are identified by the community and success is defined by the extent to which science can
contribute to a resolution of these problems.
The presentation of institutionalist economics, and in particular the case studies
considered in Chapter 4, reveal that institutional economists were well positioned to
respond to the demand for engaged problem solving. The topics for which the subjects of
the case studies were well-known, the investigation of business cycles (Wesley Mitchell)
and the determination of prices (of consumer goods for Walton Hamilton and in the steel
market for John Commons), were connected to issues involved with community welfare.
Moreover, as we have seen, institutionalist economists believed that part of what
constituted a ‘good science’ was its ability to contribute to the solution of timely and
relevant problems.
Kuhn believed that scientists commit to a particular paradigm as an act of faith
that it will be well-equipped to solve important problems. The social and political
context of the interwar period defined, in an important way, which problems were
relevant. Economists, understandably eager to demonstrate their bona fides and value to
an important class of stakeholders, were likely motivated to embrace the institutionalist
paradigm because it seemed a promising framework with which to make good headway
in solving important problems
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A second component of what constitutes good science is the determination of
what methods and tools are legitimate. Here a Kuhnian could identify the American
philosophy of pragmatism as an important factor in the intellectual environment in which
institutional economics developed. A Kuhnian analysis identify that pragmatism
provided a firm foundation that grounded the tools and methods adopted by the
institutional economists. Deep description, case studies and other qualitative methods
were viewed as both fruitful and legitimate methods to understand social phenomena.
The pragmatic emphasis on the particular, was particularly resonant for institutionalist
economists who believed, for example, that it was only possible to comprehend the whole
by looking at individual parts within their natural context.
Finally, the public understanding of objectivity during the interwar period could
be characterized as broad enough to encompass a degree form of advocacy, as discussed
in Chapter 2. A Kuhnian analysis may also point to the fact that there seemed to be less
of a preoccupation with ‘contaminated thinking’. While there were certainly exceptions
to the general principle of tolerance (Richard Ely being a prominent example), there
seemed to exist an overall level of confidence, both within and without the scientific
community, that scientists and their knowledge products could be relied upon. This
confidence was one of the many characteristics in the social environment that would
change by the end of the interwar period.
Thus, the environment during the interwar period was especially conducive to the
adoption of the institutional approach to economics. I can add to these factors a
consideration of the personality of individual economists. I believe that institutional
economists, in general, were motivated by the desire to engage in applied science. Many,
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including the ones considered in the case studies, were passionate about the need to use
the insights of economic science to increase the efficiency of markets as well as to
improve the welfare of individuals in society. These passions were reinforced by the
education they received as well as by personal mentors.27 In addition, institutionalists
were persuaded that institutions played an important role in determining economic
conditions and therefore were the appropriate subject of analysis. In this belief, as stated
above, their views were in alignment with the public.

The Decline of Institutionalism and the Rise of Neoclassical Economics
In Chapter 5, I identified several social conditions that supported the rise of the
Americanized version of logical positivism into the ‘received view’. Perhaps the most
relevant of these was the emergence of the communist threat, which was perceived by
both the public and the political establishment as a danger to both free-market capitalism
and democratic institutions. Under the specter of communism, worldviews that would
have been characterized during the interwar period as even ‘moderately progressive’
came to be seen as suspicious. The idea of experts interfering in the public sphere for the
betterment of society increasingly was an anathema. The response of both scientists and
philosophers of science was, at least partially, a defensive retreat from the public sphere
to embrace the ideal of pure science. The result was the elevation of pure science to a
position of prominence and prestige relative to applied science. This effectively ‘flipped
the script’ from the interwar period.

27

Thorstein Veblen (1899) whose Theory of the Leisure Class (1899) was an explicit critique of what he
termed ‘conspicuous consumption’ and a clarion call for a more directed focus on the plight of the
disadvantaged, acted as an intellectual father to several institutionalists, even if they later rejected his more
interventionist policies.
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According to the ideal of pure science, legitimate problems were identified by
scientists and emerged in the course of scientific research. These problems were often
theoretical and abstract, and their resolution often had little to no impact on social
welfare. Success was defined by the achievement of knowledge. Scientists were
increasingly expected to be agnostic about matters of public policy and space for
advocacy of any kind was effectively closed. Science was increasingly conceived as a
value-free enterprise and all normative considerations were banished. While it is
certainly not true that all neoclassical economists hewed to this script in all of their work,
for example, the some of the work of Kenneth Arrow was explicitly normative and
applied in character, it is reasonable to say that work like Arrow’s proved to be the
exception rather than the rule. Finally, as the philosophy of science increased its selfconsciousness as a discipline the effect was that it became more conservative (Howard,
2003, 75-76). Consensus formed on the scope of philosophy of science as properly
conceived of as a second-order study of the science. In short, after a period in which the
field engaged in active and boundary spanning engagement with the world (as was the
case in previous continental versions of logical empiricism), the philosophy of science
turned in on itself.
A Kuhnian account would identify these same social conditions as influential on
the young economists entering the profession after the Second World War. Eager to avoid
the taint of communism, these economists shifted their attention to more theoretical
matters and strived to emulate, as much as possible, the methods and tools of the hard
sciences. The result was a school of economics that looked much more like a ‘pure’
rather than an ‘applied’ science.
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This attempt at replication had some important consequences. The first is that the
relevant problems of economics become increasingly theoretical and removed from a
concern with the social good. The second is that methods became increasingly
quantitative in nature, as economists used tools of advanced calculus in their modelling.
This had the result of limiting access to the profession to people who were able to master
high-level mathematics. Economists mostly stepped away from the public sphere.
Economists sought positions in universities and independently financed ‘think-tanks’ and
most interaction with governmental bodies was with the military, which sponsored the
work of economists as well as other scientists to meet the threat posed by the Soviet bloc.
Another important factor was the wartime experience of several of the young economists
who ultimately became luminaries in the neoclassical school. As Phillip Mirowski (2001)
details, many of these young economists had been employed during the war doing
operations research, which placed them in close contact with mathematicians, engineers
and scientists from disciplines such as physics. They spent the war deploying their
expertise to improve the functionality and efficiency of the military.
After the war, many sought employment with the various ‘think-tanks’ that were
funded by the United States military, which suddenly found itself in possession of an
abundance of resources to contend with the Soviet bloc in what was to be known as the
Cold War. It is reasonable to suggest, as Mirowski does, that exposure and collaboration
with these individuals, from a variety of disciplinary backgrounds, played a role in how
these young economists came to define their professional activity.
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The Limitations of Institutional Economics as Paradigm
While a Kuhnian would clearly be very interested in the social and political
conditions during the period of theory change, or in our case, the period of consensus
formation, it is also profitable to consider the limitations of institutional economics as a
paradigm as another reason for its eventual decline. I argued above that institutionalism
was enough of a paradigm to be considered as a contender during the interwar period,
however, it is evident that institutionalism had significant limitations, from a Kuhnian
perspective, relative to neoclassical economics.
Kuhn believes that paradigms are composed of four elements; symbolic
generalizations, metaphysical propositions, shared values and exemplars. Regarding
symbolic generalizations, given that institutionalists did not believe that economic
phenomena could be represented by mathematical expressions and universal laws, the
requirement may raise some problems for the institutionalists under a Kuhnian approach.
Regarding the second criterion, which was a set of metaphysical propositions,
institutionalists did share a set of beliefs and commitments about the sort of world in
which they found themselves. I referred to these in Chapter 3 as a ‘theoretical
scaffolding’. As an example, Mitchell’s concept of the money economy is derived from
his institutionalist commitments. Mitchell believed that institutions are social
constructions shaped by social concepts. For example, the ‘money economy’ is an
institution composed of such socially derived concepts as ‘private property’, ‘prices’, and
‘profits’. The institutionalists also shared a set of values, such as an emphasis on the
particular, the importance of alignment with other disciplines and the need to address
problems that had a practical, rather than a theoretical impact. It is the last criterion, the
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need for exemplars, which posed a significant challenge. Institutionalists were
methodological pluralists, that is, they were committed to adopting methods most likely
to be successful given the phenomena under investigation as well as using multiple
methods to investigate the same phenomena if that was appropriate. One of the methods
that institutionalists, such as John Commons and Walton Hamilton, used was the case
study and it is possible that case studies such as these could be used as exemplars for
future work.
But this does not seem to quite capture the importance of the ‘exemplar’ in the
Kuhnian model. Looking at the work of the institutional economists during the period in
question, what emerges is a group of economists who shared similar theoretical,
metaphysical and methodological commitments, but who largely worked independently
of each other. Institutionalism was not characterized by a defining ‘puzzle’, nor did
institutionalists build upon and further develop the work of their peers. The picture is
largely of individual practitioners working on their own individual puzzles. This
observation raises questions about the existence of a scientific community among
institutional economists. If we characterize a scientific community by shared
commitments that motivate the identification of problems, the parameters of possible
solutions and the tools and methods that scientists can legitimately use to achieve these
solutions, then the institutional economists during the period under investigation
functioned as a scientific community. However, if we define a community as
collaborative work on a defining problem, the case for a community of institutionalist
economists is significantly weaker.
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Neoclassical economics was in a much stronger position regarding the
development of its paradigm. Neoclassical economists clearly had developed a system of
symbolic generalizations and shared commitments and operated with a similar set of
values that guided their practice. Finally, by the close of the period under consideration,
neoclassical economists had a dominant exemplar in the form of general equilibrium
theory that would end up guiding the work of neoclassical economists for the next several
decades. In terms of scientific practice, neoclassical economists focused most of their
attention on the further articulation of their paradigm, particularly of their defining
puzzle, general equilibrium theory, and considerably less attention on the activities of fact
gathering and matching fact with their theoretical predictions. However, if paradigm
articulation is the most important scientific activity in the natural sciences it makes sense
that neoclassical economists would emulate their practices.

Conclusion
Before I conclude this Chapter, it is worth noting that Kuhn and the institutionalist
economists share a common idea, not shared by neoclassical economists, which is the
proposition that social reality impacts our perception. One of the basic theses of
institutionalism is that social institutions affect our perception of what is and what is not
relevant. Institutions, in many ways, play the role of a paradigm in institutionalism. The
fact that we live within an economic system populated by a particular set of institutions
conditions the reality that we experience. Moreover, since institutionalists believe that
institutions are contingent, that is, society could be populated by a different set of
institutions, which would create a radically different set of conditions. Unlike
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neoclassical economists, institutional economists were alive to the possibility that social
factors informed scientific practice, both in terms of the context of discovery and in terms
of the context of justification. This is an important similarity in approach and outlook
which would be noted by a Kuhnian philosopher.
Kuhn’s incommensurability thesis, that is, his contention that advocates of
different paradigms essentially ‘talk past’ each other is an apt description of the state of
affairs between neoclassical and institutional economics. As we have seen, members of
these schools had divergent views on how to identify problems and what tools and
methods were legitimate. They also had radically different ways of understanding the
same terms. For example, consider the way institutionalists defined the terms
‘rationality’, ‘individual and ‘market’. Moreover, Kuhn’s ‘world-change’ thesis seems to
aptly describe the landscape of economics after the formation of consensus around
neoclassical economics in the 1950s; not only had institutions (social, political and
economic) been faded from view, the new environment was populated with the homo
economicus who replaced the homo sapiens of the classical paradigm. Rationality was a
coldly calculative affair, divorced from emotions and perfect in its execution.
The seamless transfer of capital occurred in markets that were efficient and
devoid of human emotions such as exuberance and despair. The values by which the
paradigm was assessed were altered as well; empirical accuracy became defined as
quantitative accuracy. The scope of the discipline was narrowed, as economists
increasingly valued simplicity and fruitfulness.
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As time passed, external consistency, defined as alignment with related fields declined in
importance. In short, Kuhn’s account allows us to understand how paradigm change
represents not only value changes, but metaphysical and ontological changes as well.
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CHAPTER 9. HELEN LONGINO’S CRITICAL CONTEXTUAL EMPIRICISM
Helen Longino’s contributions to the philosophy of science represent a different
approach than the ones provided by Carl Hempel and Thomas Kuhn. Longino’s
perspective is valuable not only for its own sake, but also for the insights she offers into
the traditional philosophy of science. Specifically, Longino’s feminist approach
undermines claims of the ‘received view’ to have constructed a value-free science.
I will begin by exploring Longino’s arguments as stated in Science as Social Knowledge
(1990), but since Longino made some important revisions to her initial conclusions in
subsequent writings I will examine these contributions as well. I will also analyze the
institutionalist and neoclassical approaches through Longino’s set of ‘feminist virtues’.
Finally, I will consider whether Longino would think that the formation of consensus
around neoclassical economics in the early 1950s was appropriate. However, before we
begin, it is necessary to have a background in Longino’s ‘critical contextual empiricism’.
It is to this task that I now turn.

Longino’s Critical Contextual Empiricism
Longino begins with the proposition that both theories and hypotheses are underdetermined by the data. Underdetermination means that theories and hypotheses contain
information that represents a conjecture from the evidence provided in support of them.
As Longino states in 1996:
Theories and hypotheses always overreach available data. More
crucially, the content (and language) of data descriptions and of
explanatory hypotheses are different. For example, data can consist of
correlations while hypotheses assert causal relations among correlated
items. Thus, no purely formal relations can be established between
them. Evidential relevance of data is secured instead by background
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assumptions, with the consequence that the same data can in different
contexts serve as evidence for different hypotheses (39).

The implication is that background assumptions are necessary to forge the connection
between data and the hypotheses to which it proposes to lend support, and since they are
often implicit, they are not necessarily subject to empirical confirmation.
Longino concludes that values are introduced into scientific hypotheses, and
ultimately into our scientific theories, through these background assumptions. In Science
as Social Knowledge (1990), Longino distinguishes between constitutive values and
contextual values. Constitutive values are often referred to as ‘cognitive values’ and are
generated from an understanding of the goals of science (4). In Chapter 5, I described the
traditional set of constitutive values, a list that was generally accepted by most orthodox
philosophers of science at the time and which has generally been accepted ever since,
even following the decline of logical positivism. Theory choice made based on these
values is widely considered rational. Contextual values, on the other hand, refer to social
preferences about what ought to be the case in terms of a desirable social order or
praiseworthy actions (4). Longino (1990) argued that constitutive values, far from
‘contaminating’ the process of scientific inquiry, could help achieve the goals of science.
In making this assertion, Longino rejects the traditional distinction between the context of
discovery and the context of justification, described in a previous chapter, which asserts
that the presence of ‘subjective’ or ‘non-cognitive’ values in justification distorts
scientific judgment by introducing an irrational element.
Reflecting back in 2004, Longino believed that the weakness in her argument was
assuming a dichotomous understanding of the cognitive and the social. “The idea is that
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if an epistemic practice is cognitively rational, it cannot be social. If an epistemic practice
is social, then it cannot be rational,” (129-130). However, even by 1996, Longino was
less convinced that it was possible to identify a class of purely cognitive values. Instead,
she sought to challenge the idea that there was a set of values that, independently of
context, functioned as universally applicable criteria of epistemic worth (42). Through
constructing a set of competing feminist theoretical virtues, Longino revealed the social
and political values deeply embedded in the traditional list of so-called cognitive virtues
(54).

Longino’s List of Feminist Theoretical Virtues
In a 1995 article, Longino compares her list of feminist theoretical virtues with
the traditional list. With the exception of empirical adequacy (Longino) and empirical
accuracy (orthodox philosophy of science), Longino points out that the feminist virtues
and traditional virtues pull in different directions. In this section, I will describe
Longino’s feminist virtues and use them as criteria to assess the theoretical promise of
both institutional and neoclassical economics. Table 2 presents a comparison between
Longino’s Feminist Theoretical Virtues with Kuhn’s Theoretical Virtues.
Table 2. Theoretical Virtues: Longino v. Kuhn
Longino’s Feminist Theoretical Virtues
Kuhn’s Theoretical Virtues
Empirical Adequacy
Accuracy
Novelty
Internal/External Consistency
Ontological heterogeneity
Simplicity
Complexity of interaction
Breadth of scope
Applicability to human needs
Fruitfulness
Diffusion of power
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Empirical Adequacy
Longino (1995) defines empirical adequacy as, “the agreement of the
observational claims of a theory or model with observational and experimental data,
present, retrospective, or predictive” (386). She argues that empirical adequacy is
particularly valued for its ability to reveal gender, race and class bias. She observes that
since empirical adequacy appears on the list of traditional theoretical virtues as well as on
her list of feminist virtues, a case might be made that empirical adequacy is a purely
cognitive virtue (394). However, Longino is hesitant to take this step, citing Ruth
Hubbard’s notion of ‘context-stripping’. As Longino (1995) states, “When we detach a
factor from the context in which it naturally occurs, we are hoping to achieve
understanding of that factor’s precise contribution to some process. But by taking it out
of its natural context we deprive ourselves of understanding how its operation is affected
by factors in the context from which it has been removed’ (395). Longino goes on to state
that it is not the actual de-contextualization of the identified phenomena that is
problematic, but rather the subsequent devaluing of the context as unimportant. Longino
concludes empirical investigation can never be fully cognitive or value-free. Values
inform our consideration of which data we perceive as relevant and how we deal with the
‘abandoned context’ once the identified phenomena have been abstracted from it. Since
this is an important point in understanding how Longino differs from the traditional view,
it is helpful to look at the examples that she provides.
The failure to attend fully to the interactions of the entire social group,
including its females, in studying the males of a species has led to
distorted accounts of the structure of animal societies, including malemale interactions. In toxicity studies, the focus on a single chemical’s
toxic properties fails to inform us how its activity is modified, cancelled or
magnified by interaction with other elements in its natural environment.
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Focus on gene action has blinded us to the ways in which the genes must
be activated by other elements in the cell. These models may well be
empirically adequate in relation to data generated in laboratory
experiments, but not in relation to potential data excluded by a particular
set up (395).

In addition to emphasizing the importance of context, Longino also reconsiders
the traditional interpretation of empirical accuracy. Specifically, she questions that, “A
model may be accurate with respect to the narrow range of possible data. But why should
the data in that band be the relevant ones?” (395). In Chapter 5, I described the social and
political factors that impelled economists towards conceiving their work as aligning with
the ‘pure’ rather than ‘applied’ model of science. As economists began to turn their
attention away from the concrete and particular to the abstract and universal, they began
asking questions which permitted, and often demanded, quantitative answers. Moreover,
as the competencies of economists narrowed to training in advanced mathematics as
opposed to, for example, skills in interviewing techniques or deep description, there
followed an increasing belief that the relevant data was quantitative. In short, the fact that
the relevant data was quantitative resulted from the changing scope of economics in
terms of its problems, tools and methods, and this changing scope was driven by social
and political forces. According to Longino, there is nothing ‘natural’ or ‘absolute’ about
the fact that data in economics is quantitative.
The institutionalists reviewed in Chapter 4 would look favorably on the fact that
Longino emphasizes the importance of context in her description of empirical adequacy.
Institutionalists were concerned with examining the behavior individuals in their natural,
social environment. The idea of ‘abstracting’ individuals and ‘bracketing’ the social
environment would have seemed an anathema to institutionalist economists. From the
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perspective of the institutionalists, Longino’s concerns about the devaluing of the
‘abstracted context’ seem validated in the case of neoclassical economics. Neoclassical
economists abstracted individuals from their natural environment and placed them into
the perfect conditions of an ideal market. In addition, they reduced individuals’ capacities
to their capacity for rational calculation. The result was a dismissal by the neoclassical
paradigm of the questions raised when individuals interact with social institutions,
functioning markets and when they engage their non-rational capacities in decisionmaking. These considerations, the remainder of the ‘abstracted context’ were simply
defined out of field of economics until the emergence of behavioral economics and
feminist economics, developments which I will explore in Chapter 10.
Longino’s expanded understanding of ‘empirical adequacy’ would have made her
sensitive to the ways in social and political factors that influenced the criterion of
empirical success. Since a Longinoian approach would appreciate how the definition of
empirical success shifted after World War II, she would be able to identify the empirical
adequacy of the institutionalist approach, particularly the use of institutionalists’
theoretical scaffolding to explain economic phenomena and inform recommendations in
social policy. For example, unlike the logical positivists, Longino would recognize
Commons’ analysis of the stakeholders in the steel market in the United States as not
only providing a sound explanation of why the price of manufactured steel trended in the
way that it did, but she would recognize that Commons provided a framework to predict,
in a general way, how various stakeholders would respond to these changes and what
avenues were likely to lead to a favorable resolution from the perspective of each party
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involved. Longino would not be unduly troubled by the lack of quantitative predictions of
the future price trends in the market for manufactured steel, nor would she be quick to
condemn Commons’ work as non-scientific.
It is interesting to consider a Longinoian perspective on the empirical
achievements of the neoclassical economists during the period. In Chapter 7, I argued
that Hempel (and the logical positivists in general) would have leaned towards the
appropriateness of consensus based on the promise of neoclassical economics to generate
reliable predictions. Longino would be less impressed by the promise of neoclassical
economics since she does not place particular restrictions, as did the logical positivists,
on the form that science should take in order to be properly called a science. Specifically,
Longino does not dictate the presence or absence of law-like statements, the symmetry of
explanation or prediction or the alignment with a specific set of values is essential to
good science. Given her pluralistic approach, it is reasonable that Longino would take
neoclassical economists lack of an established record of empirical success more seriously
than Hempel.

Novelty
The second theoretical virtue that Longino posits is novelty. She (1995) defines
novelty as follows:
I mean models or theories that differ in significant ways from presently
accepted theories, either by postulating different entities and processes,
adopting different principles of explanation, incorporating alternative
metaphors, or by attempting to describe and explain phenomena that
have not previously been the subject of scientific investigation (386).
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Longino notes that novelty can have stronger and weaker interpretations. Under a strong
interpretation of the novelty criterion, scientists should work to develop new frameworks
to replace the current ones. On a weaker interpretation, scientists should develop novel
frameworks to satisfy the demand for the scientific understanding of new phenomenon
(387). She contrasts the virtue of novelty with the traditional theoretical virtue of external
consistency and observes that the two place opposing demands on scientists.
Looking carefully at Longino’s definition of novelty, we can see that it contains
the following components: (1) Postulating different entities and processes (2) Adopting
different principles of explanation (3) Incorporating alternative metaphors (4) Attempting
to describe and explain phenomena that have not previously been the subject of scientific
investigation. Table 3 presents a comparison of key features of the Neoclassical
Economists/Logical Positivists account with the Institutionalists.
Both institutional economics and neoclassical economics can be considered novel,
on both the strong interpretation and the weak interpretation. Since both schools
developed new frameworks to deal with emerging problems with the objective of
replacing a previous framework, rejected because of its inadequacies, it is reasonable to
suggest that both schools originally fit both the strong and weak interpretations of novelty
as presented by Longino.
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Table 3. Critical Features of Neoclassical/Logical Positivism v. Institutionalists
Key
Features
Postulated
entities and
processes

Neoclassical Economists/Logical
Positivists
Human persons are rational
decision makers. Logical
empiricists believed that it was
possible to banish the influence of
subjective and irrational factors
through the application of the
scientific method. Neoclassical
economists believed it was possible
to banish subjective and irrational
factors by assuming that the
majority of individuals acted ‘as if’
they were rational with the
implication that the effect of any
contaminating irrationality would
be washed out. In addition,
individuals made decisions in
isolation and no consideration
needed to be given to social factors.
Principles
Both logical empiricists and
of
neoclassical economists relied on a
explanation deductive model of explanation that
featured the deducing of
consequences from abstract,
universal laws. Although as I noted
in Chapter 7, logical empiricists
expressed a greater concern for the
truth of these tendencies than did
neoclassical economists.
Metaphors

The dominant metaphor in
neoclassical economics is that of
the ‘invisible hand’. This is the idea
that individuals acting in
accordance with self-interest will
lead to a more efficient allocation
of resources than could be achieved
through coordinated planning.

Institutionalists
Human persons are social
creatures whose preferences are
formed through their interactions
with others and social institutions.
Rationality itself is a social
construct and scientific standards
are provisional and constructed
by the community. Individual
decisions are often irrational and
unpredictable. It is likely
impossible to remove the
subjective and irrational elements
from human decision-making and
therefore it is reasonable to devise
social policy in a way that
encourages decisions that
promote the common good.
Institutionalists rejected the
possibility of universal laws in
the discipline of economics. As I
showed in Chapter 3,
institutionalists adopted a
pragmatic style of inquiry and
explanation, which emphasized
the theory-ladeness of fact
gathering, problem identification,
hypothesis imagining and
research design
While not embraced by all
members of the institutionalist
school, the ‘evolutionary’
metaphor was useful for some
institutionalists to articulate their
understanding of how institutions
interacted with their social
environment and, moreover, how
those institutions which best met
the needs of society survived
while others did not.
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However, by the end of the Second World War, neoclassical economics was firmly
aligned with the values of logical positivism, the assumptions of behaviorism and the
ideals of pure science. Moreover, this change impacted the categorization of problems,
methods and tools as legitimate. At this point, the narrative changes, and
institutionalism, while pursuing the same problems with generally the same tools and
methods, retained its ‘novelty’ approach insofar as it was outside the dominant
‘triumvirate’ composed of the dominant theories in economics, philosophy of science and
psychology. It is in this sense of being ‘inconsistent’ with the dominant views that we
can say that institutional economics remained novel, while neoclassical economics did
not. Institutionalists had different ideas of human decision-making, the nature of
rationality, the status of scientific laws and the appropriateness of investigating
unobservable mental states.
In considering Longino’s criteria of novelty, it is important to remember her
justification for its importance. When theories in various disciplines become increasingly
‘externally consistent’, the background assumptions that ground these theories become
increasingly invisible and impenetrable to outside criticism. Longino (1995) also argues
that status quo theories have contributed, directly and indirectly, to gender oppression
(392). The ubiquity of the ideal of the ‘rational man’ understood as divorced from his
environment leads this persona to become increasingly normalized, both in descriptive
and prescriptive sense. Since this is the version of human nature that shows up in
virtually every discipline, it becomes a model of how people should behave. The
presence of another theory challenging these background assumptions could cause others
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to ask questions and more importantly, be used to highlight and access the background
assumptions of the dominant worldview. In terms of the criterion of novelty, I believe
that Longino would argue that institutionalism better fulfills the criterion of novelty.

Ontological heterogeneity
Longino defines ontological heterogeneity as the quality of a theory that grants
parity to different kinds of entities and moreover, respects and values these differences
without engaging in a reductionist enterprise. As Longino (1995) states, scientists
committed to ontological heterogeneity believe in “treating individual differences as
important and not to be elided in abstractions or idealizations which smooth out
heterogeneity is valuing heterogeneity, taking it as a basic aspect, if not of the natural
world, of one’s theories of it” (387). In Chapter 5, we saw that one of the ways in which
neoclassical economists dealt with the ‘complexity problem’ was to create reductionist
structures that simplified economic analysis. Neoclassical economics reduces human
complexity to a self-rational and self-interested calculator. This simplicity is part of its
appeal for neoclassical economists, who are not the only thinkers to embrace this model.
Longino does not see this reductionist strategy as an advantage. Part of her
concern is that the emphasis on homogeneity leads to one type of entity being elevated as
superior with other entities judged as inferior in proportion to the degree of difference
from the ideal. As Genevieve Lloyd (1984) argues, rationality has traditionally been
associated with maleness and elevated as a superior way of being, while women are
regarded as mired in the muck and messiness of emotion and passion. Julie Nelson
(2003) observes that the identification of neoclassical economics with this perceived

232

‘masculine’ form of reason has made it less vulnerable to criticism. Nelson states, “the
modernist, reductionist foundations of neoclassical economics gain at least some of their
strength, feminists argue, from unexamined associations between certainty, control and
masculinity on the one hand, and ambiguity, chaos and femininity on the other.” (51)
While institutional economists take the institution as the basic unit of analysis and
are largely concerned with the behavior of groups of individuals, rather than with the
actions of any one particular individual, Longino would likely believe that they have a
richer and more nuanced conception of human nature. Human nature is dynamic and
evolving, people both influence and are influenced by the world around them in different
ways with different results. As Julie Nelson (2003) observes concerning both pragmatism
and institutional economics that in both theories, “We do not stand, coolly, outside
nature, probing it to find the eternal formulas that could eventually allow us to control it.
We move inside the maelstrom of nature, creating it as we go, consciously and
responsibly, or unreflectively and irresponsibly” (55). Longino would appreciate the
possibility of individual difference implicit in the institutionalist view. She would be
concerned about conception of human nature found in neoclassical economics, not least
because the potential for the suppression and diminishment of diversity and dissent.

Complexity of Interaction
As Longino (1995) states, “…this criterion values theories that treat relationships
between entities and processes as mutual, rather than unidirectional, and as involving
multiple rather than single factors” (388). Institutionalist theory assumes a greater
complexity of interaction than neoclassical economics. One of the key elements in the
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institutionalist theoretical scaffolding is the mutual relationship between individuals and
institutions. Moreover, individuals are involved in a ‘web of institutions’ creating a
dynamic and evolving series of interactions. Neoclassical economists, on the other hand,
deliberately reduced the complexity resulting from human volition and the interaction of
volitional individuals to simple propositions about human decision making in an open
market. As Longino (1995) notes, this sort of reductionism can be problematic since “one
might note that simple models of single factor control often make one party to an
interaction a passive object rather than an agent” (388). One of the institutionalist
critiques of neoclassical economics was that, taken to its logical conclusion, the metaphor
of the invisible hand rendered human intervention in the market at best ineffective and at
worst wasteful. In neoclassical economics, the market is the active agent, assessing the
value of goods and services and making distributions in accordance with these
assessments. Individuals are relatively passive in the sense that they were compelled to
accept the verdict of the market as to the value of the goods and services they brought to
sell and wanted to buy without recourse. Institutionalists objected to this conception of
the market as an infallibly efficient allocation device and believed that human
intervention in the markets could often lead to better outcomes.

Applicability to human needs
As Longino (1995) states, “This criterion favors research programs that can
ultimately generate applicable knowledge” (389). She notes that this is not merely a call
for more applied science, “but for research that can be directed towards meeting the
human and social needs traditionally ministered by women. The applicability criterion

234

could be understood, then, as requiring research into hitherto neglected areas and hence
triggering the novelty criterion in its weaker interpretation.” (389). While the alignment
is not perfect, institutionalists tended to embrace a model of applied science, while
neoclassical economists tended towards a model of pure science. Institutionalists were
explicitly committed to the goal of social control with the idea of improving the welfare
of society. However, institutional economists could not and should not be considered
feminists. They were not particularly interested in resolving social problems typically
faced by women. As we have seen, institutionalist focus was generally on improving
efficiency of production and eliminating waste with the goal of raising the standard of
living for all members of society. Despite the lack of focus on the unique challenges of
women, some institutionalists were interested in the problems of the more marginalized
groups in society. The activism of John Commons in working to improve the conditions
of laborers is a good example of this type of work.

Diffusion of power
As Longino (1995) states this criterion favors theories which, “incorporate
interactive rather than dominant-subordinate relationships in explanatory models. This
one gives preference to research programs that do not require arcane expertise, expensive
equipment, or that otherwise limit access to utilization and participation” (389).
Neoclassical economists required increasingly sophisticated mathematical skills to
understand and participate in economic discourse. The result was to exclude many
economists from the disciplinary discourse and encourage a certain sort of student, with a
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particular set of skills, to pursue careers in economics, which worked to reinforce the
initial trend.
Longino’s philosophy of science is pluralistic. She explicitly introduces her
notion of feminist theoretical virtues, not because these are the right set of virtues or
because this set is better than the virtues of the received view as measured against a
common standard, but to demonstrate that the traditional set of virtues is not ‘value-free’,
contrary to the claims of logical positivists like Hempel. The application of Longino’s
feminist virtues to institutional and neoclassical economics yields new insights into the
background assumptions concerning theory choice. We Under Longino’s framework,
certain strengths of the institutional approach are become evident, as are certain
weaknesses of the neoclassical approach to economics.

The Conditions for Objectivity
This analysis also provides an example of Longino’s point that the traditional
‘cognitive’ values are not free from contextual values. Longino’s account would imply
that neoclassical economics, together with the dominant schools of thought in the
philosophy of science and psychology, not only incorporated social and political values,
but reinforced a particular ideology or worldview. Longino recognizes that traditional
philosophers, who view constitutive values as introducing an unacceptable level of
subjectivity into scientific decision-making, will view this conclusion as problematic. In
2004, Longino remarked on the important of the value-free ideal in modern life:
In a culture where so much rests on the sciences we fear that certain kinds
of values will lead to acceptance of representations of the natural and
social worlds in theories, hypotheses, and models that favor the interests
of certain members of or groups of society over those of others. The ideal
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of value freedom is also bound up with the ideal of universality: what
counts as a scientific truth or scientifically supported claim for one person
or community should count as such for any other, no matter how different
their cultural values (128).

Critics of Longino worry that her contextual empiricism, in each of its versions,
makes it impossible for scientists to produce objective knowledge. Longino (1990)
distinguishes between two senses of objectivity, objectivity as a product and objectivity
as a process. As a product, scientists believe that objective knowledge provides an
accurate account of the world. However, Longino observes that there is a difference
between the standards of empirical adequacy and truth. In other words, it is possible for a
theory to ‘work’, that is, to provide the tools for scientists to manipulate their
environment without being true (93).
As a process, objectivity results from adhering to a methodology designed to
minimize the intrusion of subjective values. Communities can accomplish this through
subjecting the background assumptions that support the claims of evidential relevance to
a critical process, conducted by the community of practitioners. As Longino (1996)
states, “critical interactions among scientists of different points of view were required to
mitigate the influence of subjective preferences on background assumptions and hence
theory choice” (40). In the positivist framework, objectivity is an individualist affair, with
the burden on the individual scientist to adhere to the appropriate methodology. Longino
takes a different approach and argues that objectivity occurs at the social level. The point
of intersubjective interaction is to transform the subjective into the objective (40). As she
states (1990), objectivity is a social enterprise, achieved through a community of
inquirers engaging in inquiry under the following conditions (76).
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(1) There must be recognized avenues for the criticism of evidence, of methods and
of assumptions and reasoning.
(2) There must exist shared standards that critics can invoke.
(3) The community as a whole must be responsive to such criticism.
(4) Intellectual authority must be shared equally among qualified practitioners
Longino concludes that objectivity is a matter of degree, achieved by the level of
adherence to these conditions. Further, she believes that the degree of objectivity in a
particular case can be ascertained through sociological and historical investigations (81).
As a case study, I will look at how closely the state of affairs during the time in under
consideration in this project (approximately 1917-1954) approximate these conditions.

Criterion #1: There must be recognized avenues for the criticism of evidence, of
methods and of assumptions and reasoning.
Kirsten Borgenson (2011) describes this criterion as having the objective of
protecting the publicity and transparency of science. She adds that, “The presence of
venues for discussion (for instance, academic journals) make it possible for productive
discussion and debate to occur within a scientific community” (438). At the beginning of
the period under consideration, economists of various persuasions published widely in
well-regarded academic journals, as well as present their work at academic conferences.
Breit’s (1988) work traces the rise and decline of the presence of institutionalist thought
in the shared intellectual spaces within the field of economics

In the 1920s, when it was in its ascendency as a movement that
seriously challenged the hegemony of neo-classical economics,
institutional economics could boast of having some of the most
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distinguished economists in America in its ranks. Thorstein Veblen
was the most famous, if not the most respectable, member of the group.
His students and disciples held posts at some of the country’s most
distinguished universities; men like Wesley C. Mitchell, J.M. Clark,
Walton Hamilton, and Morris Copeland. All of these were highly
acclaimed economists whose publications appeared frequently in the
leading professional journals (119).

However, as Breit observes, institutionalism began its fall from these lofty heights by the
1930s. He quotes Paul Homan, a noted economist, as saying “that institutionalism has
had its day, and done its work, and may be consigned to the lower regions without
sorrow,” (Homan 1932 cited on 119-120).
Homan’s dismissal was slightly premature since publication opportunities were
still available. An example of the openness is the so-called ‘measurement without theory’
debate between Tjalling Koopmans (1947; 1949) and Rutledge Vining (1949a, 1949b),
who debated the appropriateness of Wesley Mitchell’s approach to business cycles.
Koopmans criticized Mitchell’s methods, characterizing his work as a sort of naïve
empiricism. Vining responded that not only had Koopmans mischaracterized Mitchell’s
methods, but that a plurality of methods was appropriate for different questions within
economics. Milton Friedman, already well known as a neoclassical economist, also
defended Mitchell’s approach in 1950.
The ‘measurement without theory’ debate also seems to mark the end of the
institutionalist approach as being worthy of criticism from the perspective of the
neoclassical economists. After 1950, it becomes difficult to identify criticism of the
neoclassical approach to economics in the prominent economic journals (Backhouse
1998; Biddle 1998). Partly this is the result of the increasing ‘mathematization’ of
economics (Weintraub 2002). It became increasingly challenging for economists outside
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of the coterie trained in advanced mathematics to understand the articles that were
published. The difficulty of identifying reviewers for Arrow and Debreu’s 1954 paper on
general equilibrium theory, as recounted by Düppe and Weintraub (2014), is illustrative
of this point. Eventually, Düppe and Weintraub conclude, the paper was published on the
strength of Arrow’s reputation as an economist and Debreu’s reputation as a skilled
mathematician, rather than on an impartial assessment by peers as to the merits of its
contribution. However, despite the difficulties in comprehension, advocates for the
institutionalist position still engaged in criticism of neoclassical economics. However,
this criticism was relegated to their own journals and was not prominent in mainstream
economic literature.
Jeffrey Biddle (1998) investigated the interesting hypothesis that one of the
reasons for institutionalism’s decline in the postwar period was its failure to ‘replicate’,
that is, for the failure of the students of prominent institutionalist thinkers (such as
Mitchell, Hamilton and Commons) to obtain tenured academic positions. Biddle wonders
whether there is something about institutionalism (particularly the Wisconsin school,
headed by John Commons) which made young institutionalists unlikely to pursue careers
in academe. This is a ‘supply-side’ hypothesis, which considers that the failures of
institutionalism to thrive was the result of a lack of desire on the part of young
institutionalist economics to seek careers in academe.

Biddle’s analysis does show evidence that young institutionalists were more likely
than other economists to take government jobs. However, his analysis does not conclude
whether this difference was the result of a ‘supply’ problem or a ‘demand’ problem. In
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other words, did the lower number reflect the fact that young institutionalist economists
were more likely to seek positions in the public sector or does it mean that hiring
committees discriminated against institutionalist economists? Whatever the reason, by the
end of the interwar period at least some institutionalists ‘ceded’ the academic sphere to
the neoclassical economists, to devote their careers to public service. Breit references a
widely cited quotation from Allen Gruchy, an institutionalist economist, “While
institutionalism is not at present prominently situated in academic halls, it does appear to
have permanent riparian rights on the banks of the Potomac River” (131).
It seems reasonable to suppose that while at the beginning of the period, there
were recognized avenues of criticism in the form of conferences, publications and
academic positions for economists of various persuasions. However, by the end of the
1950s access to these avenues were closing for institutional economists. This was
probably the result of both the discrediting of institutionalist economists within the
academy as well as the emphasis institutionalist economists placed on public service. It is
likely that these forces were mutually reinforcing, with young economists who may have
already leaned towards a career in public service, becoming increasingly disenchanted
with an academic environment that did not seem to have room for their assumptions,
tools and methods. The result was that decision of these young institutionalists to pursue
non-academic careers had the unanticipated consequence of further limiting the influence
of institutionalism in the academy.
Breit concludes that academic institutionalists responded to this ‘friendly
dismissal’ in part by forming their own academic journal The Journal of Economic Issues
and their own association, the Association for Evolutionary Economics, both in 1967.
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The result was that institutionalists and neoclassical economists were operating in two
different spheres. However, as Biddle observes, since public legitimacy was increasingly
conferred based on academic affiliations and academic positions were distributed on the
basis of academic achievements (publications and presentations), institutionalists were
increasingly pushed out as the standards of good science narrowed to support the
academic work performed by neoclassical economists. By the end of the period in
question we can conclude that there were not robust and shared avenues for criticism.

Criterion #2: There must exist shared standards that critics can invoke.
Longino (1990) remarks that it is necessary for a community to have a partly
shared set of standards:
These standards can include both substantive principles and epistemic,
as well as social, values. Different subcommittees will subscribe to
different but overlapping subsets of standards associated with a given
community. Among values, the standards can include elements as
empirical adequacy, truth, generation of specifiable interactions with
natural or experienced world, the expansion of existing knowledge
frameworks, consistency with accepted theories in other domains,
comprehensiveness, reliability as a guide to action, relevance of
satisfaction of particular social needs. Only the first of these constitutes
a necessary condition that any research program must meet or aspire to
meet, and even this requirement may be temporarily waived and is
subject to interpretation. (77)

One of the differences between neoclassical economics and institutional economics
concerned how economists should define the domain of their field. Longino (1990)
argues that the object of inquiry determines what kind of explanation or understanding is
sought.
The object of inquiry is never just nature or some discrete part of the
natural world but nature under some description…Certain descriptions
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make certain kinds of questions meaningful and appropriate that would not
be so in the context of another overall characterization. Because the
characterization of the object of inquiry depends not on what nature tells
us but on what we wish to know about it, that description will link the
inquiry to the needs and interests it satisfies (99).
Longino (1990) offers as an example the adoption of mechanism as a philosophy
of science in 15th and 16th century Europe. The philosophy of mechanism was useful,
according to Longino, since it provided a form of justification for the use of the natural
resources perceived useful by a society that was both expanding and moving away from
its agrarian roots. Within a mechanistic framework, scientists viewed matter as inert
‘stuff’ awaiting manipulation by human hands to serve its purposes. Moreover, certain
questions and explanations were viewed as appropriate and meaningful that would not be
so perceived under, for example, a teleological framework. The difference between, for
example, asking how a natural object could be used rather than asking after the ‘purpose’
or ‘function’ of a natural object (97). As Longino notes, the determination of an object of
inquiry also serves as a stabilizing force that limits the range of hypotheses that are even
candidates for consideration (99).
The delineation of the object of inquiry provides a way of understanding what
Rutherford (2011) and others mean when they say that the neoclassical conception of
science became orthodoxy. Since the discipline of economics was emerging at the
beginning of the 20th century, the object of inquiry was not fully specified. During the
interwar period, the boundaries of the discipline remained fluid, which allowed for a
plurality of background assumptions and methods. During this period, economists as
different as Harold Hotelling and Wesley Mitchell were both widely understood to be
engaged in the practice of economics. However, by the 1950s, institutional economists
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had been pushed to outer reaches of the discipline, while the neoclassical economists
occupied center stage. By the end of the period under investigation, there was little
common ground between the neoclassical and institutional approaches.

Criterion #3: The community as a whole must be responsive to such criticism
Longino (2002) talks about the importance of ‘uptake’. “The community must not
merely tolerate dissent, but its beliefs and theories must change over time in response to
the critical discourse taking place within it…Uptake is what makes criticism part of a
constructive and justificatory practice. Uptake cuts both ways: not only must the
community be responsive, but the claims of the advocates of a line of criticism must take
account of those responses (130). Longino (1990) argued that we can see examples of
this responsiveness in publicly observable actions; such as the content of textbooks, the
distribution of grants and awards and, the flexibility of dominant world views (78).
Commentators offer various views on whether institutionalist and neoclassical
economists listened to and responded to criticism. Julie Nelson (1993) argues that
neoclassical economists never really took institutionalism seriously as a rival approach to
economics.
The schools [pragmatism and institutionalism] have been dismissed as
‘vague’; as emotional, as unduly sullying detached value-free science
with purposeful, committed action and moral values; as requiring for
the creation of knowledge the use of sense, feeling and attention to the
concrete, instead of only pure computation, formula, theorem and
abstraction; as dealing with passing impression rather than only with
lasting absolutes; as denigrating human capabilities by denying the
validity of the quest for the certainty of a grand ‘final theory’. The
reductionist worldview has been characterized as tough, hard-nosed,
realistic and leading towards clarity, precision, certainty and real
objective knowledge and control, while the process, pragmatist and
institutionalist views were dismissed as, by comparison, soft,
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sentimental, sullied by the acknowledgment of interests, muddy,
contingent and ineffective. Any attempt to include purpose and values
could be labelled as inferior in rigour, and reminiscent of an ‘oldfashioned’ naïve, holistic, religious and/or magical worldview, such as
that associated with pre-scientific, mediaeval alchemy and witchcraft.
(56)

However, many orthodox economists, both past and present, viewed
institutionalism as only providing a negative critique of neoclassical economics and
failing to offer their own positive agenda and framework. Paul Homan believed that
neoclassical economists were indeed responsive to the criticisms of institutionalist
economists and amended their theory both in terms of stripping it of its excesses as well
as expanding its scope to consider issues that institutionalists believed were important.
Homan states, “But it [institutionalism] has had its impact. The structure of economic
theory has been subject to searching scrutiny and has been reduced in importance to its
minimum terms of intellectual and analytical usefulness. One would be ignorant indeed
to deny the importance of the work of men called institutionalists. He would be
misinformed if he supposed that their faith was not in some measure responsible for
directing them toward the tasks they have taken up.” (Homan, cited in Breit, 126)
Malcolm Rutherford (2011) agrees that developments in neoclassical economics did
respond, although only partially, to institutionalist challenges.
It should also be understood that institutionalist ideas did have an impact
on more orthodox economics, so the history of American economics in the
1930s and early 1940s is not only one of institutionalism reacting to the
new developments elsewhere, but also one of more orthodox economists
reacting to institutionalist criticisms. The attacks on hedonistic language
and the ‘outmoded’ psychological assumptions of orthodox theory had an
effect, as did institutionalist concerns with sales efforts and marketing, and
the various forms of markets other than competitive and monopoly.
Institutionalist criticism of the untestable or untested nature of standard
theory also found a sensitive spot. One can see in both the theoretical and
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applied work of the late 1930s and early 1940s a recognition of and
reaction to certain lines of institutionalist criticism (364).

This responsiveness, according to Rutherford, did not work to the advantage of the
institutionalists since it seemed to reinforce their position as a critic rather than a
contributor to mainstream economics.
An interesting question is whether institutionalists were responsive to criticism
offered by neoclassical economics. As Rutherford (2011) observes, institutionalists
responded to the redefinition of science by the logical positivists by essentially, with the
exception of Mitchell, abandoning their positivist claims. The conclusion seems to be
that neoclassical economists were partially responsive to the concerns raised by
institutional economists, although this responsiveness was seen more as a natural
development of the field of economics, both in terms of an increasing theoretical
refinement as well as in terms of an evolving expansion of scope. Institutionalist
economists, on the other hand, did not ‘uptake’ criticism and instead retreated to a more
idealized version of their original position. They did so, it can be plausibly argued, since
they understood the way in which science had been redefined and knew that their
assumptions, problems, tools and methods would not find fertile ground.
Looking back to the ‘measurement without theory’ controversy as an example, it
is hard to see this debate as representing anything other than a retrenchment by each side.
There seems to be little in the way of actual engagement with the other perspective. This
exchange seemed generally representative of the interactions between neoclassical and
institutional economists from the 1940s on to the end of the period under consideration. It
is difficult to say that Longino’s criterion is met. Neither side responded to criticism in a
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whole-hearted and robust manner, although neoclassical economists did make some
strides.

Criterion #4: Intellectual authority must be shared equally among qualified
practitioners
For Longino (2002), a diversity of perspectives is essential to objectivity. “A
diversity of perspectives is necessary for vigorous and epistemically effective critical
discourse. The social position or economic power of an individual or group in a
community ought not determine who or what perspectives are taken seriously in that
community. Where consensus exists, it must be the result not just of the exercise of
political or economic power, or of the exclusion of dissenting perspectives, but a result of
critical dialogue in which all relevant perspectives are represented” (131). The point, for
Longino, is to subject hypotheses to the broadest range of criticism. Moreover, if
dissenting voices do not exist, then it is the obligation of the scientific community to
cultivate these voices. Finally, Longino distinguishes between ‘intellectual authority’ and
‘cognitive authority’. Intellectual authority is defined as, “having the cognitive or
intellectual skills of observation, synthesis or analysis, which enable one to make cogent
comments about matters concerning which one knows less than the other [person]” (131).
Cognitive authority, on the other hand, is defined as concerning, “the amount of
knowledge one has, and is thus fairly domain specific” (132) For Longino, the criterion is
compatible with granting individuals with increased cognitive knowledge additional
authority, but the questions of how to include individuals who possess intellectual
authority are crucial and these issues of community membership are at the heart of the
philosophy of science.
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The application of this criterion to the interwar period leads to an interesting
series of observations. Perhaps the first concerns the increasing ‘mathematization’ of the
field of economics. As I have shown at several points throughout this work, it became
increasingly difficult for people without highly sophisticated math skills to participate in
the field since they lacked the methods and tools. There did not seem to be much
accommodation made for people who did not possess these skills, in terms of translating
the mathematical formulas to prose or some other adjustment. The emphasis on
formalism must have seemed like a strange development in a field that was originally
conceived of as studying the behavior of individuals producing, consuming and trading
goods.
However, perhaps the most obvious way in which the discipline of economics
failed to promote a diversity of perspectives was the near absence of female economists.
This is obviously a result of the historical conditions of women during the first half of the
twentieth century and not the specific fault of the economists whose views we have
considered in this dissertation. A final point to mention is the way the social environment
forced a decreasing diversity in political views among practicing economists. Diversity
certainly includes non-observable characteristics, such as political affiliations, and the
trends considered in Chapter 5, narrowed opportunities for economists that deviated from
the increasingly conservative political mainstream after World War II.
The analysis above indicates that the conditions necessary for objectivity were not
in place by the end of the period. This is an important conclusion since it highlights the
fact that theory-choice does not occur in a vacuum, but within a social context that is
itself shaped by social and political forces. I think it is reasonable to conclude that these
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social factors, which functioned to bias debate in favor of a politically acceptable
definition of science, limited the degree of objectivity within the scientific community at
the time that consensus was formed around neoclassical economics. In Science as Social
Knowledge, Longino discusses the conditions under which it would be appropriate to
jettison a theory:
The utility of scientific knowledge depends on the possibility of finding
frameworks of inquiry that remain stable enough to permit systematic
interactions with the natural world. When critical discussion becomes
repetitive and fixed at a metalevel, or when criticism of one set of
assumptions ceases to have or does not eventually develop a connection
to an empirical research program, it loses its relevance to the
construction of empirical knowledge. (79)

Looking at the above quotation, it is possible to parse out the following criteria
for abandoning a research program: (1) critical discussion becomes repetitive and fixed at
a metalevel and (2) assumptions do not have a connection to an empirical research
program. Regarding the first, having considered the conditions in the field of economics
during the period under consideration, it seems true that critical discussion had become
fixed and repetitive, but only because each side was unwilling to truly engage with each
other, either regarding the scope of economics or regarding the methods and tools that
should be considered legitimate. I believe that Longino would recommend that the
conditions be amended in alignment with the principles she suggests rather than simply
jettisoning the view that was politically unpopular.
Regarding the second criterion, institutionalists perceived themselves to be and
were, in fact, engaged in an empirical research program during the duration of the period
under investigation. This had not changed in the early 1950s, although the empirical
program would decline in decades following. Therefore, I do not believe that Longino
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would advocate abandoning the institutionalist research program nor do I think that she
would conclude that the consensus that formed around neoclassical economics at this
time was appropriate.
However, the most important reason Longino would have for supporting the
development of the institutionalist school was her commitment to pluralism. In 2004,
Longino articulates her commitment to ‘pluralist realism’, which defines as follows:
For any natural process, there can be more than one correct account
(model, theory) of the process. This is especially likely in the case of
complex processes. It is not necessary that all correct accounts of
natural processes form part of a single consistent account of the natural
world. Rather than one complete account, multiple approaches may
yield partial and nonreconcilable accounts. (130)
Longino argues that accounts of knowledge should not presume a priori either monism or
pluralism. Moreover, she believes that a pluralist approach offers several benefits:
The data and the contexts in which they emerge as data are different
from approach to approach. But each program is capable of revealing
empirical regularities that the other cannot. The different values that
partially sustain each approach ensure their persistence. The consequent
plurality of nonreconcilable accounts of behaviors studied enhances our
scientific understanding rather than diminishing it. Human behavior
may be so complex that no single research approach can provide
complete understanding. Divergent values prevent foreclosure and
drive an expansion of knowledge and understanding rather than
narrowing them. (139)

Longino raises an important question, the answer to which is often taken for granted,
which is why do we think that consensus around one theory represents scientific progress
or the achievement of a goal of some sort? It seems reasonable that, especially in a
domain as complex of economics, that two approaches could be ‘latching on’ to real
causal processes, even if they cannot be reconciled (136). What do we gain from
jettisoning an approach that is working? Should not the focus be on searching for
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knowledge about the world in whatever ways are working to produce that knowledge? I
will explore this question in the final chapter.
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CHAPTER 10. THE LACK OF CONSENSUS ON CONSENSUS
My analyses of Carl Hempel, Thomas Kuhn and Helen Longino revealed that
they disagreed on whether the formation of consensus around neoclassical economics in
the early 1950s was appropriate. In other words, I found that there is no ‘consensus on
consensus’. The Hempelian approach would have provided a highly qualified
endorsement of the neoclassical approach, both because of its commitment to the
identification of universal laws and because the institutionalist school of economics was
not likely to ever evolve to a mature science from a Hempelian point of view.
The Kuhnian analysis is more nuanced. Kuhn’s philosophy of science was not
designed to provide an assessment regarding the appropriateness of consensus, but rather
to account for the way consensus occurs. I argued that a Kuhnian framework could
account for the formation of consensus around neoclassical economics through an
analysis of the how the social, cultural and political factors led to a conception of science
that strongly favored the neoclassical school of thought.
Helen Longino’s critical contextual empiricism disrupts the ‘consensus on
consensus’. I argued that Longino would conclude that the conditions necessary to secure
the objectivity of the scientific process were not in place in the field of economics during
the period under consideration. What are the implications, if any, of the finding that there
is ‘no consensus on consensus’?
One of the most interesting questions raised by the analysis in the forgoing
chapters is why the same conditions that led to the rejection of logical positivism by
mainstream philosophers of science did not lead to a simultaneous rejection, or even a
deep questioning, of neoclassical economics.
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By the 1970s, the so-called Kuhnian turn completed the process of undermining
the traditional project of logical empiricism. Indeed, even Hempel embraced the role of
social and political factors in the formation of consensus and by the 1980s, there did not
seem to be much daylight between Hempel’s views and those of Thomas Kuhn (Hempel
1978; 1983 and 1988). Given the closeness of the connection between logical positivism
and neoclassical economics, it is worth asking why the field of economics did not follow
the philosophy of science. However, before we turn to this question, it is helpful to
examine of two of the most persuasive challenges to neoclassical dominance and consider
why they have not been effective in overturning the dominance of the neoclassical
paradigm.

Recent Challenges to Neoclassical Economics
While it is true that proponents of the Austrian and Marxist schools of economics
have posed challenges to the dominance of the neoclassical paradigm, I will focus on two
of the more recent challenges: feminist economics and behavioral economics. While I do
not have the space to consider either field in detail, however, we can provide an overview
sufficient to understand the nature of the challenges.

Feminist Economics
Feminist economics had its beginnings in 1970s, partly in response to the
increasing visibility of instances of race and sex discrimination. According to Julie
Nelson (2008), feminist economics became an organized field in the early 1990s, with the
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formation of the International Association for Feminist Economics in 1992 and the
publication of its journal, Feminist Economics, in 1995.
Feminist economics is not easily categorized, and it is possible to identify a
variety of feminist economists. We It is possible to distinguish a tradition of feminist
neoclassical economists who aim to pursue feminist objectives from within the
neoclassical paradigm. Francis Woolley is an example of a neoclassical economist who
identifies as a feminist. Woolley (1993) outlines a three-point agenda for feminist
neoclassical economists: (1) to document differences in the well-being of men and
women (2) to advocate policies that will promote equity and (3) to conduct research free
from androcentric bias. As Martha MacDonald (1995) points out, however, this sort of
feminist, neoclassical empiricist approach to economics raises significant challenges for
its practitioners. In particular, MacDonald notes mainstream neoclassical research
methods rely heavily on large secondary data sets, which are particularly amenable to
econometric analysis. However, these data sets are not especially helpful for investigating
the key areas of interest for feminist economists, which she identifies as the
measurement/valuation of women’s unpaid work, intra-household issues (which include
the distribution of income and resources, labour allocation, decision making and power
relations) and gendered processes in the paid labor market.
Feminist economists need new sets of data, as well as alternate sets of tools, to
investigate these issues. This is a challenge since most graduate programs in economics
train young economists to perform sophisticated data analysis and offer minimal training
in the skills of data collection (160). Moreover, mainstream economists do not recognize
methods such as survey research, case studies and participant observation as legitimate.
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As an example, MacDonald discusses the way in which feminists have attempted to use
the case study method to investigate gender processes within the paid labor market.
While specialized survey data can address some of these issues using
either household or employee samples, case study methodology is also
useful in the analysis of the labour process within firms. These case
studies usually combine qualitative and quantitative data. Only rarely
do the data lend themselves to sophisticated econometric analysis.
Usually they involve key informant interviews with managers, union
representatives, and workers, as well as observation of day-to-day
process in the firms and access to company records, if possible. These
case studies lie outside of the traditional methodology of neoclassical
economics and are criticized for being non-representative and
subjective…Until the case study methodology is recognized within
economics, however, it will fail to develop sophistication. This is a
vicious circle for feminist economists and other labour economists
interested in the labor process and institutional issues. (171)
MacDonald correctly identifies the Catch-22 facing neoclassical feminist
economists, which is that until the methods they employ are recognized as legitimate,
little of the growth that comes robust disciplinary engagement with a specific
methodology (publication in prominent journals, special conferences, research funds) will
take place. She observes that the practice of feminist empirical economics often reveals
significant problems with the prevailing neoclassical theory, which highlight the need to
move beyond feminist empiricism.
Several prominent feminist economists agree with and build upon MacDonald’s
insight regarding the inadequacies of feminist neoclassical economics. Julie Nelson
(2009) argues that a persistent male bias undermines the foundations of neoclassical
economics. She and others challenge the adequacy of the neoclassical approach in terms
of its ability to identify and resolve problems. Nelson believes that the heart of the failure
of neoclassical economics is the propensity of its practitioners to define itself as an
‘approach’, namely, a form of rational choice theory, rather than positing a particular
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domain of empirical phenomena as the object of inquiry. This style of inquiry, Nelson
contends, has its roots in traditional stereotypes of male and female characteristics
described above. It is sexism, Nelson contends, that leads us to overestimate the dangers
of the so-called feminine perspective and overestimate the benefits of the masculine
perspective. She argues that economics needs to be defined in a way that considers
human beings in relation to the world. An evolved economics would neither be masculine
or feminine, but instead combine the elements of both that are believed to lead to the best
science. Deirdre McCloskey (2009) agrees and argues that these more ‘feminine’
elements are already present, they simply are either devalued or unrecognized.
To repeat, even male economists depend on analogy, storytelling,
verstehen, appeals to authority, mucking about with the raw data, the other
half of the rhetorical tetrad; and they depend on them even in their most
logical and factual moods. The alternative is not to throw away proof and
curve fitting, which deserve a place of honor. The alternative is make them
fruitful by recognizing that we economists already use massively another,
parallel, more conjective and more feminine rhetoric (83)
Paula England (2009) agrees that neoclassical economics is undermined by what
she refers to as an ‘androcentric bias’. England argues that this bias is embedded, “in the
deep theoretical structure of neoclassical economics” (38), namely, in four principal
assumptions (1) interpersonal utility comparisons are impossible (2) tastes are
unchanging and exogenous to economic models (3) actors are selfish (have independent
utilities) in markets (4) while selfish in market interactions, actors (particularly men) act
in altruistic ways.
England claims that (1)-(3) taken together lead to the supposition of a ‘separative
self’, a self that is isolated from meaningful and transformative interaction with others.
Regarding the first assumption, the separative self is assumed incapable of the sort of
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empathy that makes it possible to perceive that one individual or group is better off than
other comparison group. According to England, this partially explains the alignment
between neoclassical economics and conservative positions on redistribution of wealth or
resources.
Regarding the second assumption, England believes that failing to problematize
the manner in which tastes and preferences are formed can lead to a reproduction of
policies and practices of gender inequality.28 An example is the phenomenon of “ingroup favoritism” (Brewer 1979) in which people tend to provide additional opportunities
to those who share important identity characteristics such as race or gender. The
unwillingness to subject our standards of assessment to critique reinforces the ‘myth of
the meritocracy’, a persistent belief that people in a market, especially in the labor
market, have an incentive to hire the best person for the job. The implication is that when
members of under-represented groups, including women and racial and ethnic minorities,
are not successful this can only be accounted for by their lack of merit and not by any
social or political conditions. Finally, England points out the assumed schizophrenic
nature of ‘economic man’ is unrealistic and difficult to reconcile with our known
personal experiences of others and ourselves. “It is simply not plausible that an altruist

28

Regarding the neoclassical assumptions regarding then endogenous formation of tastes, Helen Longino
(2009) draws an interesting analogy between the mainstream treatment of tastes and the ‘central dogma’ in
molecular biology. “Individuals’ tastes do change as a consequence of economic interactions, so they
cannot function as the unmoved mover of economic activity. Tastes, or preferences, would be more
correctly understood as in dynamic interaction with those activities. This shift would be analogous to the
shift away from the Central Dogma in molecular biology. Once biologists treated DNA as an unmoved
mover; now the genetic material in cells is understood to change (for example, through transposition) in
response to cytoplasmic and other changes. Similarly, the assumption of uniform selfishness in the market
is not supported by observations of all market behaviors. Solidarity and collective action do characterize
some market interactions (and might well characterize more, were the market not structured to discourage
them). In particular, male solidarity (as expressed, for example, in hiring practices) at times overrides pure
selfishness (or rational self-interest) in the labor market” (164)
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who displays an emotionally connective self in the family is the same person who
marches out into the market selfish, unable to empathize with others, with utterly rigid
tastes.” (48)
Diana Strassman (2009) reinforces England’s criticism arguing that “economic
man is the Western romantic hero, a transcendent individual able to make choices and
attain goals” (61). The problem is that mainstream economists, the vast number of which
are male, have simply populated the economic universe with replicas of themselves or
perhaps their idealized selves. As Strassman states, “Economic theorists, it seems, have
formed their conceptual representatives in their own image: autonomous individuals,
privileged and free to choose. That the constraints faced by the young, the old, by
women, by political refugees (the list goes on) might be more significant than those of the
average economist remains unnoticed” (62-63).
Feminist economists challenge the foundations of neoclassical economics by
critiquing its unit of analysis, methods, tools and even the way in which neoclassical
economists define the boundaries of the discipline. Referring to Chapters 3 and 4, it is
possible to see multiple connections between the positions taken by feminist economists
and those taken by institutional economists nearly 100 years before. These include a
flexibility regarding methods, an emphasis on the importance of social conditions for
understanding individual behavior, a concern for perceived social problems and a holistic
approach to understanding human nature which allows for the analysis of emotions and
passions and how these capacities inform rationality.29 In addition, feminists and
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As Ann Jennings (2013) observes, institutionalist economists were often astute observers of social
conditions, including gender relations. “The founder of American institutionalism, Thorstein Veblen,
placed socially constructed distinctions between men and women at the center of his first major work, The
Theory of the Leisure Class (1899). There he argued that, historically, women had been viewed first as
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institutionalists view the distinction between the ‘context of discovery’ and the ‘context
of justification’ as much more permeable than either the neoclassical economists or the
logical empiricists who served as their inspiration.

Behavioral Economics
The main principles of behavioral economics have had a long history. According
to Richard Thaler (2016), “It would be more accurate to say that the methodology of
behavioral economics returns economic thinking to the way it began, with Adam Smith,
and continued through the time of Irving Fisher and John Maynard Keynes in the 1930s”
(1577). The contemporary renaissance of behavioral economics began in the 1970s. The
turning point was the publication of two articles by, Amos Tversky and Daniel
Kahneman, both trained as cognitive psychologists. The first article, “Judgment under
Uncertainty: Heuristics and Biases” was published in the journal Science in 1974.
Tversky and Kahneman argued that heuristics, defined as mental ‘short cuts’, created
probability judgments that deviated from statistical principles. The second paper,
“Prospect Theory: Decision Making under Risk” was published in Econometrica in 1979.
In this article, Tversky and Kahneman critique the expected utility model of decisionmaking and provide an alternative approach.
Most behavioral economists do not view their discipline as replacing neoclassical
economics; rather they view their contributions as an important supplement to the
neoclassical position. However, the reliance of behavioral economists on psychology

objects of seizure, then as producers of consumption goods for their masters, and, finally, as idle objects for
the display of men’s wealth” (113)
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represents one clear distinction between behavioral and neoclassical economists.
Behavioral economics can be differentiated from neoclassical economics by both its
methodological commitments and foundational assumptions. Regarding the former,
behavioral economists are committed to a program of empirical research. Most
behavioral economists are methodological pluralists, and willing to adopt a variety of
methods. These methods include both ‘laboratory’ and field experiments, these
experiments can include the use computer simulations and brain scans. (Camerer and
Lowenstein, 2004). In addition, behavioral economists insist on a close linkage between
empirical facts and economic theory. This contrasts with most neoclassical economists
who, as we have seen, are willing to tolerate a weaker connection between empirical facts
and economic theory (Sontheimer 2006). Moreover, as discussed in Chapter 5,
neoclassical economists, particularly during the period under investigation, have
traditionally harbored suspicions regarding the value of such data-gathering activities.
Neoclassical economists adopt a set of assumptions about individuals and the
environment in which they operate which, taken together, permit the creation of simple
and streamlined models by bracketing a wide variety of potentially complicating factors.
Specifically, they embrace three categories of assumptions regarding individual behavior.
The first category regards individual preferences. It is assumed that individuals have
well-defined preferences, as well as unbiased beliefs and expectations. The second
category concerns the nature of choice and judgement. Specifically, it is assumed that
individuals make optimal choices that are based on these beliefs and preferences. This
optimality is possible since it is further assumed that individuals have full information
and unlimited information-processing capacity. Moreover, neoclassical economists
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assume that individually face decision situations that are ‘structurally simple’, which
means that an individual’s choice is constrained only by fixed environmental parameters,
which are independent of the conscious actions of others 30. An individual can make any
choice consistent with these parameters. The third category concerns the self-interested
motivation of individual decision makers. While it is possible for individually to act
altruistically, it is assumed that their primary motivation is self-interest.
Behavioral economists challenge each of these categories of assumptions.
Regarding preferences, they take aim at the assumption that an individual’s preferences
remain stable, regardless of the context and environment in which those preferences are
articulated and pursued. Thaler (2016) refers to “Supposedly Irrelevant Factors” (SIFs),
which identify factors that affect an individual’s preference structure. Some of the most
familiar of these SIFs are framing effects, anchoring effects and context effects.
Regarding the second category of assumptions, much of the research in the field of
behavioral economics concerns judgment, which concerns how people estimate
probabilities, and choice, which deals with how individuals select an option based on
their prior judgments. Behavioral economists conclude that individual decision-making
regularly deviates from neoclassical models. Sontheimer (2006) and others identify the
operation of a variety of ‘heuristics’, such as availability heuristic, hindsight bias and
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It is important to note that in certain game theoretic models this assumption is loosened, and individuals
are believed to be impacted by the choices of other actors in their environment. A classic example takes the
form of the famous “prisoner’s dilemma” game. In this game, individuals are asked to either “cooperate” or
“defect” with the terms of a pre-existing contract with another player. If she chooses to cooperate, she will
adhere to the agreement. If she defects, she will choose not to abide by the terms of the agreement. The best
outcome for an individual player is to defect while the other player cooperates, the worst outcome if the
individual chooses to cooperate while the other defects. The individual’s choice, therefore, is calculated, at
least in part, based on their predictions of the behavior of the other participant. Game theory represents an
important and interesting development in the field of neoclassical economics, but it is not properly
understood as fully representative of the body of neoclassical economic theory.
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representative bias, that function as short-cuts to a general-purpose decision-making
algorithm. Sontheimer refers to these heuristics as an ‘adaptive tool-kit’. As a related
point, behavioral economists argue that neoclassical economics does not consider task
difficulty, for example the difference between tic-tac-toe and chess. The third category
concerns the self-interested motivation of individual decision makers Camerer and
Lowenstein (2002) observe that most papers in behavioral economics follow a familiar
model in which researchers isolate traditional neoclassical assumptions (such as Bayesian
updating, expecting utility and discounted utility) and then identify anomalies, which
provide clear violations of the assumption or the model. They then use the anomalies to
derive alternative theories to explain the findings.
The third category of assumptions regards individual’s propensity to act in their
self-interests. This assumption has been widely challenged in the behavioral economics
literature. Regarding people’s willingness to act in altruistic ways, Robyn Dawes and
Richard Thaler (1988) point out that people are willing to fund charities, tip in restaurants
they will likely never visit again and vote in presidential elections while knowing that the
chance their vote will decisively influence the outcome are miniscule. As an example,
Dawes and Thaler cite evidence that refutes the so-called strong version of the ‘free rider
hypothesis’ in regard to public goods. A ‘strong version’ of the free rider hypothesis
predicts no one would be willing to contribute to a public good (for example, building
green space or maintaining a local park), preferring to allow others to pay up while they
enjoy the benefits. They did find support for the ‘weaker’ version of the hypothesis is that

262

while some people will ‘free-ride’, allowing others to pay while they enjoy the benefits,
there are often other people who will not do so and therefore act in altruistic ways.31
Research in behavioral economics also demonstrates that people are willing to
punish what they perceive as ‘mean’ or ‘unfair’ behavior. As Matthew Rabin (1993)
states:
One exception to self-interest which has received some attention by
economists is simple altruism: people may care not only about their own
well-being, but also about the well-being of others. Yet psychological
evidence indicates that most altruistic behavior is more complex: people
do not see uniformly to help other people; rather, they do so according to
how generous these other people are being. Indeed, the same people who
are altruistic to other altruistic people are also motivated to hurt those
who hurt them (1281).
So-called ‘ultimatum games’ are a kind of experiment which involve two parties. One
subject (the allocator) receives a sum of money. The allocator then suggests how this sum
should be divided between herself and another player (the recipient). The recipient
decides whether to accept or reject this proposal. The neoclassical prediction is that the
allocator will offer the recipient a penny. This outcome meets the requirements of the
game (since it is mandated that the allocator make some distribution to the receiver)
while maximizing the allocator’s gains. The recipient, it is assumed, will accept the
proposal since a penny leaves her better off than she was prior to the exchange. However,
research does not support these predictions, with allocators offering significantly more
than a penny and recipients turning down positive offers.
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Dawes and Thaler (1988) note out that these cooperative results decline over repeated iterations. They
offer several possible hypotheses for why this might be the case. However, they conclude that the moral of
this series of experiments is that it is appropriate to avoid extreme judgments regarding human nature. “It is
certainly true that there is a ‘free rider problem’. Not all people can be expected to contribute voluntarily to
a good cause, and any voluntary system is likely to produce too little of the public good (or too much of the
public bad in the case of externalities). On the other hand, the strong free rider prediction is clearly false –
not everyone free rides all of the time.” (197)
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Neoclassical Responses to the Behavioral Economics Challenge
While neoclassical economists have largely ignored the criticisms made by
feminist economists, mainstream economists have taken considerable pains to defend
neoclassical economics against the perceived challenge of the behavioral approach.32
The first response is that while individuals may not always act in fully rational ways, the
stipulation that they act “as if” they are rational is sufficient to motivate and sustain
neoclassical economic theory. Perhaps the most well-known articulation of the ‘as if’
hypothesis is found in Milton Friedman’s influential essay, “The Methodology of
Positive Economics”, which I referenced in Chapter 5. In this essay, Friedman deploys
the example of an expert billiard player to make his point:
Consider the problem of predicting the shots made by an expert billiard
player. It seems not at all unreasonable that excellent predictions would
be yielded by the hypothesis that the billiard player made his shots as if
he knew the complicated mathematical formulas that would give the
optimum directions of travel, could estimate accurately by the angles,
etc., describing the location of the balls, could make lightning
calculations from the formulas, and could then make the balls travel in
the direction indicated by the formulas. Our confidence in this
hypothesis is not based on the belief that billiard players, even expert
ones, can or do go through the process described; it derives rather from
the belief that, unless in some way or other they were capable of
reaching essentially the same result, they would not in fact be expert
billiard players. (166-167)
Friedman then draws an analogy between an expert billiard player and the
behavior of individual firms.
It is only a short step from these examples to the economic hypothesis
that under a wide range of circumstances individual firms behave as if
32

It is worth noting that some neoclassical economists would argue that their work has been
mischaracterized by feminist economists. For example, there is a literature within the neoclassical
paradigm, most notably Fehr and Schmidt (1999) that deals with other-regarding preferences. I am grateful
to Dimitrios Diamantaras for pointing this out.

264

they were seeking rationally to maximize their expected returns
(generally if misleadingly called ‘profits’) and had full knowledge of
the data needed to succeed in this attempt; as if, that is, they knew the
relevant cost and demand functions, calculated marginal cost and
marginal revenue from all actions open to them, and pushed each line
of action to the point at which the relevant marginal cost and marginal
revenue were equal. (167)
It is worth noting that behavioral economists are not satisfied with the ‘as if’ response,
which has been embraced by well-known contemporary economists such as Gary Becker.
As Friedman formulates it (and as most people understand it), the ‘as-if’ objection seems
to necessitate a problematic reference to individual mental states. Ivan Moscati and Paola
Tubaro (2011) attempt to reformulate the ‘as if’ objection to avoid this implication:
It is not the case that actual decision makers consciously maximize
their utility functions when choosing; rather, it is the economist who
rationalizes the decision maker’s choices as if they were generated by
utility maximization. Therefore, the utility function and its
maximization are in the mind of the economist rather than the mind of
the decision maker, and so the psychology of the latter is not at issue.
Insofar, then, as the decision maker’s observed choices agree with
those implicated by RCT [rational choice theory], the theory is
validated (118-119).
However, even with this refinement, Moscati and Tubaro identify problems.
Specifically, they argue that it is possible to identify two versions of the ‘as-if’ defense, a
weaker and a stronger version. The weaker version states that the theory only offers a
possible explanation for the phenomena, while the stronger version contends that the
theory is the best possible explanation. According to Moscati and Tubaro (2011), most
economists adopt the weaker version and then promptly forget its epistemological
limitations and assume that the ‘as-if’ defense provides sufficient support for rational
choice theory (120).
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A variation of the ‘as if’ objection is that, even if everyone is not an expert
decision maker, these deficiencies will have washed out in the aggregate. Etzioni (2010)
cites Gary Becker who states, “It doesn’t matter is 90% of people can’t do the complex
analysis required to calculate probabilities. The 10% of people who can, will end up in
the jobs where it’s required.” (51). However, Etzioni points out that Becker (and other
advocates of the ‘as if’ aggregate objection) do not offer any evidence for the proposition
that 10% (or any percent of the population, for that matter) acts as a decision-making
expert or, more importantly, that the presence of such experts would be sufficient to
ensure that the markets acted rationally. Moreover, people act irrationally in similar
ways; in other words, humans make judgments that are systematically biased. Further,
these errors were predictable based on a theory of human cognition. This would seem to
make less likely that individual’s irrational decisions would simply cancel each other out.
Thaler (2016) provides a related objection, which is that Friedman refers to the ‘expert’
billiard player, but neoclassical decision theory purports to predict the behavior of all
individuals, not just so-called ‘expert’ decision makers. Moreover, even experts are
unable to optimize when the problems are difficult.
A second objection to behavioral economics is that the experimental research that
underpins much of behavioral economics is compromised by two factors. Neoclassical
economists dispute the fact that the experiments designed by behavioral economists
provide sufficient incentives for individuals to act rationally. For example, if the subject
of an experiment is ‘play-acting’ as a market participant in a computer simulation she
will only have a trivial amount at stake in each of her decisions (she may be compensated
a nominal amount if she garners a profit from the sale of fictitious stock shares). Since
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the simulation cannot accurately reflect real economic conditions, in which there are
often non-trivial amounts at stake, the attempt use the behavior of individuals in one
environment to shed light on the behavior of others in real market conditions is specious.
Neoclassical economists also object that typical experiments in behavioral economics are
not longitudinal, so they are unable to account for individual learning into their models.
For example, individuals often participate in similar market exchanges over a period of
years, and it is reasonable to assume that these individuals (unlike participants in a onetime research study) will become better decision makers over time.
However, behavioral economists are not persuaded by this objection. As Thaler
(2016) observes, neoclassical economics cannot have it both ways. “But rather than these
two arguments working together, they actually go in opposite directions. The reason this
is so is that, as a rule, the higher the stakes, the less often we get to do something” (1583).
Thaler argues that we know that learning takes place when there is useful and immediate
feedback, which is not typically the case in ordinary decision-making environments. In
many cases, people are unable to assess the quality of their decisions until a significant
amount of time has passed. Further, there is little or no evidence supporting the
hypothesis that people make better decisions if the stakes are raised.
As mentioned above, most behavioral economists have no interest in replacing the
neoclassical paradigm, which they find useful as a subset of economic decision-making.
If neoclassical economics represents the idealized process of decision-making, which can
function as a normative standard, then behavioral economics represents a robust
descriptive antidote. However, both proponents and critics acknowledge that behavioral
economics has at least two important limitations. The first is that behavioral economics
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focuses almost exclusively on the capacities, processes and biases of individuals and
neglects to consider the effects of societal and cultural factors on choice. A second
limitation is a failure to explore the role of emotions in decision-making. Feminist
economists would heartily agree with this assessment and would continue to advocate for
more systematic and far-reaching changes.
Despite the obvious differences, there are similarities between institutionalists and
behavioral economists. The first is a shared commitment to realism in the sense that
assumptions should reflect the available evidence or at least not directly contradict the
available evidence. The second is a shared commitment to empiricism, both schools test
their theories against the results of empirical research and make amendments as
appropriate. Finally, as was the case with feminist economics, both schools share a
willingness to adopt the methods and the insights of other disciplines as may be helpful to
advance their projects.
However, despite the challenges presented by feminist and behavioral economics,
neoclassical economics remains the dominant paradigm in the discipline. I am now well
prepared to turn to a consideration of why that is the case.
The Demise of Logical Empiricism and the Perseverance of Neoclassical Economics
The traditional account attributes the decline of logical empiricism to Kuhn’s
trenchant critique. While other philosophers, including Karl Popper (1959), William
Sellers (1963), Michael Polanyi (1958) and Russell Hanson (1958) developed alternative
projects to logical empiricism, it is generally believed that it was the work of Thomas
Kuhn that sounded the death knell for the logical empiricist project. Alan Friedman
(2007) presents the traditional case:
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But all of the philosophers and movements mentioned so far pale in
significance when compared to Thomas Kuhn’s historical philosophy of
science as presented in his 1962 monograph The Structure of Scientific
Revolutions. Indeed, it is Kuhn’s ‘role for history’ and the naturalistic and
social setting for an account of the historical development of science that,
more than any other factor, according to the standard and informal
histories of philosophy of science, caused the decline and eventual
overthrow of logical empiricism. (358)
As Friedman notes, the contention that theory change is the result of a revolutionary
process driven by social and political factors significantly undermines the logical
empiricist contention that science progress in a linear fashion through the gradual
accretion of knowledge. Thomas Kuhn’s work illuminated the gap between normative
and descriptive accounts of scientific practice. He demonstrated that scientists did not act
like logical empiricists and as such, logical empiricism did not provide an accurate or
plausible account of how theories changed. In addition, as Friedman observes, Kuhn’s
broad use of tools from other disciplines as well as his engaging literary style, which was
particularly evident when compared to the logical empiricists, helped his message find a
broader audience. In the face of such a factually grounded and rhetorically persuasive
attack, the traditional account contends, the logical empiricists were not able to muster
much of a response.
However, several commentators have disputed the traditional account, including
Friedman himself and George Reich (1991). These commentators suggest that the picture
of logical empiricism presented by Kuhn in the opening chapter of The Structure of
Scientific Revolutions is a ‘straw man’. They argue that the reason why logical
empiricists failed to respond adequately to Kuhn’s critique is that logical empiricists,
such as Rudolf Carnap, simply did not recognize the critique as applying to their own
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work. However, this does not answer the question of why logical empiricism did fall into
disfavor and why Kuhn’s work found such a ready audience.
Answering this question would take me beyond the scope of this dissertation.
However, a consideration of the decline of logical positivism raises two questions that are
more relevant to my purposes. The first question is why neoclassical economist continued
to rely on logical positivism long after it has been widely discredited. One reason is, as
Bruce Caldwell (2013) observes, logical positivism still bore the imprimatur of ‘real
science’ for social scientists, many of whom probably did not fully understand logical
positivism or the debates regarding its merits within the philosophy of science
community. What is interesting is that, as Caldwell notes, while economists continued to
adopt the rhetoric of positivism, they did not adhere to its practices.
What was strange was that positivism was no longer considered a viable
position within philosophy. It had died out chiefly because it became
evident that no science had ever followed its strictures: it collapsed from
within. Yet in many of the social sciences practitioners kept referring to
positivist ideas (albeit typically without any direct knowledge of their
origins), one suspects because people working in these fields have always
found it necessary to defend the proposition that the social sciences are,
really truly are, scientific. In short, in describing and defending their
practices, economists had been borrowing, often badly, from an
increasingly suspect, because unworkable, philosophical position. It gets
worse. Economists were not following the strictures of positivism, because
no science can. But positivist rhetoric was alive and well, for it was the
rhetoric of hard science. (756-757)

A second reason, suggested by Ann May and John Sellers (1988) is that rhetorical
adherence to positivism is explained by its effectiveness as a tool to dismiss competing
paradigms as non-scientific. This explanation resonates with the arguments made in the
preceding chapters of this dissertation, namely, that neoclassical economists
enthusiastically embraced logical empiricism as representing ‘real science’. This turned
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out to be a successful gambit since important social and political factors favored
empiricism on account its promise of value-free objectivity. However, it is reasonable to
suggest that the embrace of logical empiricism was not merely a strategy, but also
reflected the real desire of economists to establish their discipline as a legitimate science.
An added advantage, as May and Sellers suggest, is that it permitted neoclassical
economists to dismiss institutionalists as non-scientific. This is an important point.
Neoclassical economists did not engage with institutional economics as if they were
attempting to establish supremacy within an established field. It was the nature and the
definition of the discipline that was in dispute, which makes the title of Yonay’s (1998)
book, The Battle for the Soul of Economics, particularly apt. The neoclassical position
seemed to be that whatever it was that the institutionalists were doing, it was not science.
As discussed above, the account of the reasons for the failure of logical empiricism
remains contested. However, what is not in dispute is that logical empiricism did fall out
of favor by the 1960s, meaning that its dominance was brief. The more interesting
question for the why the same forces that compelled the failure of logical positivism did
not similarly affect neoclassical economics?
There is an important objection to this line of questioning. David Colander (2000)
argues that neoclassical economics died a slow death somewhere between 1935 and
2000. He later narrows this range to the late 1940s, arguing that the publication of two
seminal works in neoclassical economics; John Hicks’ Value and Capital (1939) and Paul
Samuelson’s Foundations (1947) represent the end of the neoclassical economics and the
emergence of what he calls ‘modern economics’ (133). Colander characterizes the
neoclassical school by the presence of six attributes; (1) the focus on the allocation of
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resources at a given moment in time (2) the acceptance of some variation of utilitarianism
as playing a central role in understanding the economy (3) the focus on marginal
tradeoffs (4) the assumption of farsighted rationality (5) the acceptance of
methodological individualism (6) the importance of general equilibrium (134-135). Since
we cannot define modern economics by these characteristics, it is appropriate to declare
the neoclassical era dead and to find a new, more fitting name for its replacement.
Yvual Yonay (1998) goes further and argues that both institutional and neoclassical
economics were ‘defeated’ by an emergent third paradigm, which he terms ‘mathematical
economics’.
It [institutional economics] was defeated, along with its longtime rival
‘old-fashioned’ neoclassical economics, by a new approach, which first
appeared as a major force in the 1930s and skyrocketed soon after the
Second World War. This new winner with mathematical economics.
Despite frequent assertions, this approach did not evolve out of an existing
approach. It drew some inspiration and help from earlier exponents of
mathematical economics, but it was mostly the creation of individuals who
worked alone and swam against the dominant currents of the period. (184185)
Together Yonay and Colander offer a provocative challenge. Since the purpose of
this dissertation is to investigate the consensus on neoclassical economics in the early
1950s from the perspective of three distinct philosophical projects, it is not relevant
whether that consensus persisted beyond this time. However, I do believe that both
Colander and Yonay overstate their points by underestimating the extent to which
contemporary economists rely on the foundational assumptions of neoclassical theory in
their practice. While it is certainly true that economists have embraced sophisticated
mathematical and statistical tools, their lines of research explicitly remain guided by the
assumptions we discussed in Chapter 5. Therefore, contra Colander and Yonay, I do
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think it is relevant and appropriate to consider four reasons why consensus around
neoclassical economics persisted beyond consensus on the philosophy of science to
which it was so closely tied.

The main challenger to neoclassical economics (i.e. behavioral economics) did
not pose an existential threat.
The first point is that the main challenge to neoclassical economics, behavioral
economics, never posed an existential threat. Most behavioral economists view their
field as a supplement to neoclassical economics, rather than a candidate to replace it.
Behavioral economists believed that the field should pay attention to the cases in which
people deviated from rational behavior. Behavioral economists wanted to broaden the
scope of inquiry by loosening the restrictions on decision-making contained in the
neoclassical approach. However, as I noted above, behavioral economists continued to
take the individual as the unit of analysis. Moreover, they did not pay a great deal of
attention to the question of whether and how social and cultural factors that informed
decision-making.
A second point is that the introduction of behavioral economics did not change
the questions being asked by economists. This is a clear contrast with the situation faced
by the logical empiricists after Kuhn. Gürol Irzik (2003) argues that post-positivists, like
Kuhn, were interested in the question of scientific change, which constituted a shift in
emphasis from their positivist predecessors. As Irzik states:
One of the central issues that came into focus in the sixties and the
seventies with the transition from the logical empiricist to the
postpositivist philosophy of science was scientific change. This issue was
bound to arise when a historical-developmental approach to science
replaced a logico-structural one adopted by the logical empiricists. It
involved, among others, questions such as these: How does scientific
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change occur? What sort of criteria, standards, or norms are employed in
preferring one scientific theory over another? Are they fixed and universal
or local and historically changing? Clearly, these are questions about the
rationality of science, and while they interested the logical empiricists and
received considerable attention by the falsificationalists they became the
center of stormy debates only after the publication of Thomas Kuhn’s The
Structure of Scientific Revolutions in 1962. (325)
Behavioral economists still took the central question to be how individuals
allocated scarce resources, even though they offered a different answer to that question,
namely, that individuals made these choices in decidedly less rational ways that assumed
by the traditional neoclassical framework.
Neoclassical Economics has proved very adaptable
As we saw earlier, neoclassical economists have proved adept at responding to
criticism from behavioral economists. We have not spent much time in this dissertation
considering the path of neoclassical economics after the early 1950s, but we should at
least briefly note what has become referred to as the ‘neoclassical synthesis’. According
to Olivier Blanchard (1991), the ‘neoclassical synthesis’ guided economics through the
postwar period until the 1970s and represented the merging of neoclassical
microeconomics with Keynesian macroeconomics33. Blanchard states that this consensus
was formed around two beliefs; the first is that the decisions of individuals and firms
were rational and the second was that prices and wages did not adjust automatically to
clear markets. This awareness of potential challenges and agility in responding to them

33

An important point to note is that while neoclassical economics was perceived to be able to
respond to the challenge provoked by Keynesian economics, the traditional narrative is that
institutional economics was not able to respond to this challenge effectively and this was one of
the reasons for its demise. Malcolm Rutherford (2011) does not dispute this conclusion but offers
a much more nuanced review of the response of institutionalist economics to emergence of
Keynes’ General Theory. See especially Chapter 10 in Rutherford (2011)
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was one of the ways in which neoclassical economics distinguished itself from logical
positivism. It is also worth noting that some of the most prominent and well-known
behavioral economists occupy positions of esteem and respect within the field of
economics. These individuals are not perceived as the ‘agent provocateurs’ of the
Richard Ely variety. Richard Thaler, whose work formed the basis of my account of
behavioral economics, is a professor at the University of Chicago and a 2017 recipient of
the Nobel Prize in economics.

Economists, like other social sciences, still felt compelled to claim the mantle of science.
A third reason is economists may not have perceived themselves as having the
same flexibility as the philosophy of science to redefine itself in a way that explicitly
incorporated social and political factors. As social scientists, economists may have
experienced to pressure to identify themselves as objective in the sense of being immune
from social and political pressures. This is particularly important insofar as economics is
an applied science, compelled to make visible policy recommendations that incurred the
ire of certain interest groups. There is a clear benefit to continuing to align oneself with a
conception of science that presents economists are disinterested professionals, using the
tools of advanced mathematics to understand the economy and make recommendations.
As described in Chapter 5, other social science disciplines, including political science and
sociology, also made the decision to ‘tack’ closer to methods of the natural sciences in
the postwar period.

Economics did not face a real crisis until 2008
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For Kuhn, the process of normal science is disrupted when the paradigm is
presented with an anomaly that it cannot resolve. It is the recognition of this anomaly as
legitimate and the failure to address it as a defect in the current paradigm that instigates
the revolutionary process. However, it is not necessary to be wedded to a Kuhnian
approach to understanding the history of science to agree with the proposition that a
discipline, in which there are no pressing anomalies, is unlikely to be challenged. This
was the case in neoclassical economics until the beginning of the 21st century,
specifically, until the 2008 financial crisis.
The story of the development of neoclassical economics through the second half
of the 20th is ably explored by Justin Fox and unfortunately takes us far from the topic of
this dissertation. Perhaps for the first time since the Great Depression this ‘crisis in
economics’ played out in the public square, complete with editorializing in The New York
Times and other popular media outlets. What happens next in the field of economics
remains to be seen and whether and how the neoclassical paradigm adapts or does not
will be the subject of much commentary in years to come.

The Importance of the Feminist Approach to the Philosophy of Science
I have oriented this dissertation as a work in the philosophy of social science and
it is therefore appropriate for me to conclude with some thoughts as to the relevant and
important contribution of feminist philosophy when evaluating the history of social
science. I attempted to show how Longino’s philosophy of science illuminates the ways
in which traditional approaches to the philosophy of science validated and reinforced
complementary theories in other disciplines while disenfranchising those theories who
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defined science in contrary ways. This finding points to the continued need for the sort of
work attempted in this dissertation. By examining the case study of economics during the
interwar period, I identified connections between the various philosophies of science and
neoclassical and institutional economics. As argued in Chapter 5, the version of logical
empiricism dominant in the 1940s and 1950s was a powerful ally for the neoclassical
position. This alliance was made plain by looking at Longino’s approach to the question
of consensus. As we saw, Longino’s replacement of the traditional theoretical virtues
with her conception of the feminist virtues made it clear that replacing the dominant
philosophy of science with a feminist version leads to starkly different results, results that
were much more favorable to the institutional approach.
A second contribution of the feminist philosophy of science is to highlight the
bankruptcy of the ‘value-free’ ideal that was implicit in both the ‘Americanized’ version
of logical positivism as well as neoclassical economics. The tumultuous social and
political context of the post-World War II period did not propel scientists and economists
to become ‘value-free’ in their scientific practice. Rather it led them to embrace a set of
values designed to project a certain image to society. The feminist analysis highlights the
fact that the neoclassical economics and logical positivists indeed had deeply held value
commitments. However, since these values aligned with social expectations and norms,
they were made invisible. This reinforces the proposition that value commitments are
more readily identifiable when they are in contradistinction to the dominant social values.
A third way in which the feminist perspective, specifically Longino’s theory as
well as other versions of feminist social epistemology, adds value is through revealing the
ways in which the social environment contributes to or mitigates the possibility of
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objectivity. The traditional narrative is that consensus formed around neoclassical
economics because of the preponderance of empirical evidence in favor of it. I believe
that the analysis performed in this dissertation challenges this view. As the analyses of
Hempel and Kuhn show, neither would have agreed that neoclassical economics had a
preponderance of empirical evidence. An important conclusion of this dissertation is the
finding that consensus was supported by a slenderer amount of empirical evidence than
is usually suspected to be the case.
In addition, feminist philosophy of science proposes an explanation of why
institutionalism was marginalized during the postwar period. Applying Longino’s
framework helps to create a narrative that departs from the traditional explanation that
serious economists rejected the institutionalist approach because of its ‘unscientific’
nature. In particular, it is possible to expand on Longino’s account as we presented in
Chapter 9 and look at Julie Nelson’s (2003) point regarding the very real possibility of
the operation of gender bias in the rejection of both pragmatist philosophy and
institutional economics.
Critics classified institutionalism as non-scientific and soft, assigning it traditional
feminine characteristics. Institutionalists’ concern with the role of social influences and
habits revealed a conception of human nature that was malleable and permeable. Indeed,
the institutionalist conception of human nature left room for emotions and passions,
traditionally recognized as feminine traits. Human nature in institutionalism was
decidedly “earth-bound”. Institutionalists painted a picture of individuals embroiled in
the muck and mire, making consumption decisions based on irrational preferences,
grappling with the conditions of power asymmetry between the owners of capital and
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working class, and trading in imperfect markets. These individuals are not at all like the
homo economicus of neoclassical economics. In short, it is reasonable to suggest that
institutional economics was marginalized, at least in part, because of its perceived
connection to the feminine.
However, perhaps the most important contribution of Longino’s approach is her
willingness to accept the inherent limitations of human knowledge. In this way, the
feminist approach to the philosophy of science is reminiscent of the approach taken by
John Dewey. As I showed in Chapter 3, pragmatism was committed to a constant critique
of its own methods, assumptions and values. Pragmatists recognized that conclusions
were provisional and could be reassessed on the basis of additional evidence. They
acknowledged that knowledge was partial and access to knowledge depended on an
individual’s perspective or place, since there was no ‘place from nowhere’ from which
the entirety of a situation could be observed. Longino expands on Dewey’s ideas by
introducing the role of the community in creating knowledge. This removes the epistemic
burden from individuals and recognizes the important role that knowledge communities
play in the determination of consensus. As I tried to show in Chapter 9, while the case
studies focus on the contributions of individual economists, the study of the formation of
consensus in the interwar period is really the story of how two distinct knowledge
communities interacted with their environment and how the social, political and cultural
environment played a role in which paradigm was ultimately accepted as correct. In the
end, it is perhaps the fact that Longino’s framework considers all of the evidence which
persuades me that it is the most valuable approach.
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In Chapter 5, I traced the history of evolution of preferences within the
neoclassical account which cumulated in my attempt to explain Paul Samuelson’s theory
of revealed preferences. I tried to show how Samuelson viewed his account as discarding
the last vestiges of psychology from economics, a development that was seen as an
advancement since it removed the remaining traces of subjectivity from the science of
economics. As I discussed earlier in this Chapter, the recent developments in behavioral
economics have had the effect of bringing both subjectivity and irrationality back into
economics.
The tension between neoclassical economics and its behavioral challengers is
perhaps best defined as philosophical questions. Some of these questions are
epistemological, such as “how do human persons reason?” and “what are the implications
of the fact that we live with other people and come to know things in communities?” It is
truly a case of what was old is new again and perhaps that is a heartening conclusion in
that we can try again to solve the old problems with some new tools. My intention in this
work was to contribute to a dialogue that continues to challenge how scientific
communities come together to create knowledge. I hope that this analysis of the
formation of consensus around neoclassical economics over 60 years sheds light on how
we think and talk about science in the 21st century. I believe that it does.
If you look at the work of economists like Julie Nelson, it is clear that the same
objections that are leveled against feminist economics today are similar to the ones that
were leveled against the institutionalists. Perhaps some of these objections have merit,
but until we are willing to problematize the standards we use to make these sorts of
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assessments, science runs the risk of denying itself the benefits of new ways of thinking
and practicing as scientists.
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